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DISCUSSIONS WITH FOREIGN BANKING EXPERTS. 

27th January 1931. 

MEMORANDUM ON COMMERCIAL BANKING 
By Dr. 0. Jeidels. 

In the exact sense of the word Commercial Banking in India is done 
by the Exchange Banks as well as by those banks which are dealt with in 
this memorandum, but the Exchange Banks specialising more or less in 
the financing of the Foreign trade of the country are generally and also 
in the Banking Enquiry considered as a special group which I shall here 
deal with principally as far as they compete with the other banks. They 
do so in giving commercial and industrial and also up-country credits and 
they compete in taking deposits. While the Exchange Banks have their 
head office abroad and their capital in other currencies than rupees, there 
exists a link between them and Indian Joint Stock Banking through the 
najority ownership of the Allahabad Bank resting with the P. & 0. Bank¬ 
ing Corporation which, again, is controlled by the Chartered Bank of India, 
'hina and Australia. 

1 Special agencies for commercial banking are the Imperial Bank, the 
ndian Joint Stock Banks and the Indigenous Banker. 

Of the Imperial Bank and the Joint Stock Banks, it may be said that 
hey do—with the exception of foreign exchange business, which is not 
Uowed to the Imperial Bank and which seems to be only slightly culti- 
ated by the few larger Joint Stock Banks—the regular banking business 
ke English banks. As far as their business differs from the pattern it is 
ainly due to special Indian conditions, the limited bill and money market 
nd the particular kind of merchandise serving as security in a country of 
.revailing agricultural production and export. The lack of a Central 
banking Institution is not excessively felt, it seems, in the business of the 
jint Stock Banks, as the Imperial Bank serves apparently as Bankers 
ank to satisfaction although it is not quite convenient to use a Bankers 
ink, which is at the same time the most important competitor. Very 
tie or no use at all is made of bank acceptances; this may partly be due 
j. the pattern of the English banks which formerly—but not any longer— 
it the acceptance business to special firms or institutions relying tbem- 
Jves for their working capital mainly on the vast resource of deposits; the 
Principal reason lies, however, apparently in the limited moneymarkst. in 
idia. With a development of the moneymarket, perhaps after the forma- 
on of the Reserve Bank of India, the bank acceptance may come more 
j use and may widen the banking facilities offered by the commercial 
' anks, especially for purposes where cheap and regular three months’ 
‘ -edit is desirable. 

The statement that the Imperial Bank and the Joint. Stock Banks 
•ve the banking requirements more or less on the English pattern, means 
.t they are not doing the industrial financing business nor any stock 
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exchange business which is left in England to the private banker, respec 
tively the stock broker, and that these Indian banks are not doing tb 
universal business on the Continental European or soealled German lint 
As there is no general agency in this country devoting its banking activiiiei 
ro the business done by the London private banker, it is no doubt worth 
the while to examine the question whether these commercial banks ought 
not to accept the German system of more universal banking. It would 
not necessitate their taking up stock brokerage business as well; this could 
•emain in the present condition with a somewhat closer relation of the 
banks to this or that stockbrokers’ firm which becomes useful when the 
hanks take up industrial financing and issuing business. I shall deal with 
this problem, so closely connected with Industrial Einance and with the 
Investment Market, when these subjects are discussed. 

From a mere banking point of view, the principal features of commer 
rial banking in this country are two; the large amount invested in Govern¬ 
ment securities by the banks and the prominent position held among the 
banks’ loans by those given against actual merchandise deposited either in 
the banks’ go-downs or in the proper legal form with the customer. Both 
classes of banking investments signify a comparatively undeveloped banking 
system, but it cannot be doubted that under existing circumstances n< 
change of policy is possible. The large investment in Government secur 
ities takes partly the place of marketable bills—rediscountable with 
Central Banking Institution—in western countries, at least to some extent 
and it will have to be seen whether and when with the Reserve BanI 
in existence there can be a change in the present method. The stimule 
lion of a bill market to replace the Government Securities as practicalb 
sole liquid reserve, will have to a certain extent to compete with the habi 
of the Government, in no way illegitimate, to raise money in a markr 
in which the cash resources of banks create a permanent demand f> 
Treasury Bills. While at present no change in policy can be recommem 
ed, it is to be hoped, that the Reserve Bank, the early establishment c 
which is strongly supported by the experts, will cultivate with the bank 
a system of preferential investment in bills and the holding of Governmeh 
Securities as an additional reserve. 

With regard t- the system of tangible security .in merchandise for bar 
loans, I think matters must also for the present more or less remain , 
they stand- While with further development, with the increasing numb' 
of firms of undisputed standing the reluctance of the banks to loan againt 
block-mortgage or without security, will by and by diminish, no steps mus 
be taken to prematurely encourage the banks to be less cautious and con¬ 
servative in granting credits. Competition among banks, in this fielr 
particularly, can be relied upon as a progressive element. An importar. 
factor in restricting the banks to the somewhat crude forms of loanit 
against perfectly tangible and saleable security is the legal position of the 
Indian customer. It is not in the reach of a banking expert to devisi 
changes in that system, but it is to be recommended that this field b> 
investigated by legal experts with a view to remove some of the objectio 
against less stringent rules with regard to security. If agricultural crcrf 
,-ther than against clear tangible security in quickly saleable merchandif 
is expected from the banks then especially the Land Alienation Act, has 
be revised so as to protect legitimate bank loans. 
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To encourage more than at present the granting of unsecured Lank 
•oan®, the commercial customer ought to accustom himself to divulge 
more freely to liis banker his financial position. Secrecy about business 
affairs is much more cherished in India than in western countries and it 
is a great impediment to modem banking. Information about the custom- 
er seems to be at present gathered by the bankers more by listening Vo 
'iie rumours in the Bazaar, than from the customer’s own statement. 
Some Indian Chamber of Commerce ought to study this problem 
seriously with the object of finding gome system of collecting reliable 
information which suits the needs of the creditor and is as much as 
possible in conformity with Indian customs. 

The Joint Stock Banks and the Imperial Bank are cultivating a kind 
of business which may seem unimportant from a western point of view, 
hut has the advantage of encroaching upon the field of the moneylender; 
the loans against personal ornaments. It may help to accustom a 
part of the population to the use of banking facilities for borrowing and 
for saving. 

An important problem is the use of vernaculars in the various fields 
of banking. Efforts are apparently being made to introduce and at the 
same time standardise the use of vernaculars. Perhaps the Imperial 
Bank sees its way to bring about in conference a joint attitude of tbe 
commercial banks in this matter which is also apt to accustom the popula¬ 
tion to make use of banks and indigenous bankers instead of less desirable 
credit agencies. 

When studying the Commercial Banking System of a country, three 
main questions occur:— 

1st. Are the banking facilities sufficiently extended? 

2nd. Does the competitive position between the various kinds id 
banking institutions suit the needs of the country and docu 
the prospective evolution call for interference? 

3rd. Is the standard of banking throughout as high as necessary to 
protect the interests of the public and particularly of the 
depositor? 

1. The question whether the banking facilities of India are sufficiently 
•Jarge for the economic needs of the country has in the Enquiry been almost 
unanimously answered in the negative by—the non-bankers. This criti¬ 
cism cannot be fully upheld from an expert point of view, as the decision 
cannot lie exclusively with the statement that demands for more or cheap¬ 
er credit are not satisfied in many localities. The establishment of a hank 
or a branch has to depend equally on the prospect of soliciting deposits. 
Evidence to the Banking Enquiry contradict themselves in a significant 
way, some criticising that deposits received in one district are not used for 
the banking needs in the same district, and others complaining that local¬ 
ities not yielding themselves sufficient resources are not properly supplied 
with banking credits. That the country is not bounding with untapped 
banking possibilities is shown by the development of the deposits with Vne 
Imperial Bank. While this bank had under its agreement with the Gov¬ 
ernment to open a great number of new branches in the last ten years, its 
deposits have during this period not increased accordingly, if at all, as 
the following figures of its deposits from the public for 1919 to 1928 show 
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(in lakhs of rupees): 6821—7802—6578—5701—7420—7671—7783—7890— 
7207—7130. The figures for Joint Stock Banks and the Exchange Banks, 
in spite of the establishment of new banks and branches are quite similar, 
and the total of bank deposits have developed as follows during the period: 
20384—22630—22114—19541—19033—20253—20629—20859—20523— 

20879. 

It is even doubtful whether or not some up-country places are rather 
overbankod. There is a danger in too many banks or branches competing 
in a locality as it leads the weaker banks to offer higher rates for deposits 
and accordingly to give loans at higher rates and increased risk. 

The Imperial Bank has and the Reserve Bank will have a good insight 
in the proper geographical distribution of banking facilities, and the Reserve 
Bank should be able to exercise some influence in this direction. At the 
same time the practice of the Imperial Bank to establish sub-stations in 
less important places ought to be encouraged. The Imperial Bank and other 
Joint Stock Banks ought to study the advisability of attaching suitable 
Indigenous Bankers to their organisation; we shall revert to this. 

2. The competitive position of the Imperial Bank, the Exchange Banks, 
the Indian Joint Stock Banks and the Indigenous Banker does in my opinion 
not call for outside interference. On the whole, free competition will for 
many years act as the best guide for progressive development. No inter¬ 
ference by legislation or otherwise, beyond the educative influence of a 
Reserve Bank, ought to prevent to any extent the appearance of new and 
the disappearance of unsuccessful banks. A chance must be given to the 
fittest. Official assistance is given to some Joint Stock Banks in a few 
Indian States, but I do not recommend it for imitation, although it may 
not be unsuited for smaller independent districts. The Government 
balances should remain concentrated with the Imperial bank. They will 
anyhow, in future be administered b.v the Reserve Bank and in the mean¬ 
time I doubt whether with the Imperial Bank the financial benefit of vary¬ 
ing Government balances is not counterbalanced by the increased perma¬ 
nent expenditure connected with the services to Government. 

The Imperial Bank in iis present form and more so even in future, 
when it will be purely the biggest Indian Joint Stock Bank deserves and 
may expect a prosperous development. In another section of our discus¬ 
sions T would like to investigate, whether the bank’s activity could or 
should not expand to cultivating sound methods of industrial finnnce. The 
other Joint Stock Banks generally are in my opinion bound to benefit, if 
the Imperial Bank can through its own successful career strengthen gen¬ 
eral confidence in Indian Banking. To give the Imperial Bank the right 
to deal in foreign exchange even previous to the automatic removal of 
the present restrictions, when the Reserve Bank comes into existence, is 
scarcely to be advocated, although the building up of a net of interndtiorial 
connections would probable be. beneficial -under many aspects. Its present 
capacity as Banker’s Bank, the Government business and the completion 
of the up-countrv organisation may not allow a further extension of the 
hank’s sphere of activity, before the rather radical change in its constitution 
comes naturally with the appearance of the Reserve Bank. 

The future development of the Jnhit S1ork Banin with the exception 
of the small number of well established institutions seems less secure. 
Past unfavourable experience is not certain to have led to a thorough- 
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change of system. There is no co-operation between Joint Stock Banks 
which could improve the standard, eliminate weaker elements and foster 
the combination of smaller banks to larger units. Almost all countries 
know besides such institutions which serve special joint purposes like 
Clearing House Associations, Banker’s Institutes, etc., some organisa¬ 
tion to further the interests of the profession, offering expert advice to the 
Government and endeavouring to uphold and improve the professional 
standard among the members. Such co-operation and the creation of a 
Joint Stock Banker's Association is strongly recommended. It will be 
helpful to safeguard the members' interests when the Reserve Bank will 
establish a policy of classification among those banks with which it intends 
to do business. A valuable pattern is supplied by the Banker’s Guilds in 
China which organise and educate their own members and keep in touch 
with other groups. Some material is available with the experts. No 
obstacles should be put in the way of mergers between smaller Joint Stock 
Banks by stamp duties or taxation, and if such obstacles exist they should 
be removed. 

One of the most important problems of Commercial Banking in this 
country is the future position of the Indigenous Banker. Can he be 
linked up to the rest of the banking system? The Banking Enquiry has 
brought to light much interesting material on the Indigenous Banker in 
the various provinces, but it calls for further penetration and the experts 
suggest it for special discussion, eventually in conjunction with some Com¬ 
mercial Banks. There may be several ways, how the Indigenous Banker 
can be linked up more closely to the banking system. He may for himself 
and others with which he already does business, form a joint stock bank 
The Imperial Bank or other Joint Stock Banks may affiliate him as agents 
for collecting deposits or giving loans under supervision. This position may 
be strengthened bv a rule to be established by the future Reserve Bank, 
which, if he complies to it, would create a distinguished rank of indigenous 
hankers. All these possibilities ought to be further examined and discuss¬ 
ed between Committee and experts. The future Reserve Bank will have 
an important influence on the development or decay of this banking agency 
and it may here find an instrument in expanding the habit of commercial 
bills. 

The Co-operative Credit Institutions have tried to build up a banking 
business among its members in the familiar triple organisation of local 
societies, district or central banks or banking unions and the provincial 
apex banks. The competition of the co-operative movement witli ordinary 
banking as well as with Indigenous Bankers is not liable to create much 
sympathy for the movement just in banking circles and particularly so 
where the co-operative credit organisations appeal also to outside depo¬ 
sitors who are not members. The co-operative movement in spite of 
imperfections and of unavoidable setbacks deserves every possible assist¬ 
ance from all quarters, because there is no better instrument for raising 
the level of the agriculturist of this country than the co-operative effort, 
and a strong appeal to the banking interests of the country to assist this 
movement scorns not at all out of place. TKe Imperial Bank particularly 
ought to continue and to increase its endeavours to supplement the present 
organisation of co-operative credit with expert advice in a business spirit 
and with financial assistance. It may be a source of profitable business 
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for the Imperial Bank. A well-known German Bank 25 years ago estab¬ 
lished itself in a special department which is quite profitable, as an apex, 
bank to one of the two large co-operative institutions of the country. A 
Publication by the Dresdner Bank is available. 

3. With regard to legislation to protect the public against abuse on the 
part of dishonest or incompetent bank management a general observation 
must precede the examination of actual suggestions. 

The principle followed in some countries, e.g., in Germany, of regula¬ 
ting all stock companies, banking and otherwise, in one company law, hast 
great merits. The protection of the shareholder includes automatically 
and efficiently the protection of the creditor. The company law can 
regulate for all stock companies the minimum capital, the provision to 
put up new capital in real cash, the duties and rights of the Board, rules on 
the distribution of profits and the formation of reserve funds etc. A 
special leg ; slation is rarely a real protection; if it is evaded and if it does 
not prevent bank failure and mismanagement, it is liable to reduce in the 
population the respect of law. In the U. S. A. in every crisis as again 
in the present one, hundreds of smaller Joint Stock Banks fail with the 
effect of shattering general confidence. All those banks comply with the 
numerous legal provisions, have their balance sheets audited and publish 
a weekly statement. Their failure is attributed bv some largely to a special 
legislation which attempts to prevent a domination of the country by ’arge 
branch banks-sitting in the big centres of the country, the popularly so- 
called money-trust, and which is meant to encourage the development of 
local economic resources. With these purposes the American Law partly 
federal, partly state laws, forbids the opening of branches interstate and, 
with the exception of about 10 states, also inside of a state; preventing 
thereby a sound distribution of risks. 

Of the proposals made during the Banking Enquiry, which has been 
particularly fertile in suggestions of this kind, the following deserve most 

sympathy: — 

(a) Who should be entitled to use the name of ‘Bank’ or ‘Banker’? A 
proper definition seems* very difficult and rather unnecessary in a country 
where the majority of the population is illiterate and more familiar with 
the moneylender than with the banker, A compulsory separation of trade 
from banking in order to give banking a privileged position may in future, 
but seems not at present, a policy to be recommended, and to distinguish 
a banker by a license system is at least at present a doubtful measure. 

(b) Minimum capital for Joint Stock Bnnks.—As obvious at first sight, 
such prescription is difficult and ineffective in practice. It would have to 
be provincial regulation because in some districts the minimum can be 
lower than in others, but even the province will prove to be too large a 
legislative unit. A capital of one lakh may be used to establish a sound 
little banking institution, while five lakhs of capital may be utterly mis¬ 
managed. What seems really urgent is to abolish the abuse of a large 
authorised and very small subscribed and a still smaller paid-up capital. 
It is found and certainly sometimes meant to mis-lead the public. It 
would he advisable to give authority to the registrar of companies to in¬ 
hibit this abuse. 

(c) Auditing of balance sheets. Inside of the provisions of Company 
Law, making the audit compulsory in India like in most but not all 
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countries, there is a great variety of possibiiities to ensure competent audit' 
ing, and the experts will give advice in a special memorandum based 
mostly on English, American and Canadian experience. This is one of the 
matters in which the proposed Joint Stock Banker’s Association can do 
helpful service to the profession. Auditing is much more efficient if the 
selection of auditors is backed by the common interest of a community 
desiring to improve the professional standard. 

(d) Publicity. The future Reserve Bank will be the best authority to 
rule on a standard of such publications as it is done in many foreign 
countries. It requires, of course, an education of the public to read such 
statements and the best judge will be again the Reserve Bank. 

Attention may be drawn, without making it a formal suggestion, to a 
German form of Joint Stock Company which is used there to a certain 
extent by bankers. A short memorandum is submitted on the institution 
of what may be called ‘in translation’ Limited Companies in partnership 
with unlimited liability of the partners’. The ‘Kommanditgesellschaft auf 
aktien’ is a joint stock company where at least one person, who also manages 
the company but does not necessarily hold shares, is personally liable to the 
creditors of the company. This or these persons are so-to-say the partneis 
of the community of stockholders; their position towards the stockholders 
is therefore more independent than that of a manager or managing director; 
his income consists in a share of the profits. The form had been almost 
abandoned in Germany but has come in use again more recently with banks 
because it naturally increases the confidence of the depositors. One could 
imagine that this legal form has some attraction with smaller joint etook 
banka in this country, because it removes the depositors’ apprehension that 
the directors may, as has unfortunately been the case occasionally, manage 
the bank unduly in their owm interest, and it may appeal to the indigenous 
bankers to form a joint stock company in which they will occupy an inde¬ 
pendent position justified by their personal liability. Every company law 
ought to offer various models of Joint Stock Companies for selection, and 
this may be one among others. 


Mr. Khaiian: Would you kindly tell us whether in Germany banks, 
which have got their head offices abroad, do penetrate into the interior 
nnu compete with German banks? 

Dt. Jeidels: We have practically no foreign banks. 

Mr. Khaitan: Not even at the Ports? 

Dt. Jeidcls : No. 

Mr. Khaitan : It follows that all the commercial banking in Germany 
is done by German banks ? 

Dt. Jeideh: In order to arrive at a proper comparison you must take 
into consideration the special conditions obtaining in Germany at present. 
The country during the War lost practically its entire liquid capital and 
therefore it is using at present to a very large extent foreign capital. If 
foreign banks grant facilities to German firms they do not administer this 
service in the country itself. The business is done from their head offices 
in other countries, «.</., New York, London, etc. 

Mr. Khaiian : So tne puo.cion is that the foreign banks have not got 
their offices in Germany but that there are connections between German 
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Banks and foreign banks in other countries to facilitate commercial bank¬ 
ing. 

Dr. Jeideh: Yes. 

Mr. Khaitan: Is that connection more in the sphere of international 
trade or in the sphere of national trade? 

Dr. Jeideh: As far as credits by foreign banks to German commercial 
parties are concerned, they are mostly international credits. But the bulk 
of the foreign credit given to German commercial parties is not given 
directly to the commercial parties but through the German banks. 

Mr. Khaitan: Has there been any instance in Germany of 8 foreign 
bank establishing its branch in the country? 

Dr. Jeideh: Excluding the period of military occupation, I do not think 
there are foreign banks working in the country. 

Mr. Buckley: The Chartered Bank has a branch.—There may be one or 
two instances. 

Mr. Khaitan: Do the Hongkong and Shanghai Bank and the Barclays 
Bank receive deposits from the nationals of the country? 

Dr. Jeidelt: I do not know to what extent they actually do. 

Chairman : Mr. Cassels, do you think you will be able to tell us as to 
whether the deposits in the Barclays Bank of Germany are from Germans 
or from other foreigners who are trading in Germany? 

Mr. Caeseh: I think from both. There is no restriction in law. 

Mr. Shanmukham Chetty : You refer to the period of military occupa¬ 
tion in certain districts of Germany. During that period some foreign 
hanks were established there. 

Dr. Jeideh: Yes. 

Mr.. Shanmukham Chetty : After the military occupation ceased, were 
these branches taken away? 

Dr. Jeideh: Yes. 

Chariman: Is Mr. Chetty correct in assuming that these foreign banks 
or their branches established in the occupied territory had as their clients 
the foreigners who came to the occupied territory? 

Dr. Jeideh: Not exclusively, I think. 

Chairman : Will it be correct for us to take that most of the branches 
of foreign banks had to go out as the result of competition ? 

Dr. Jeideh: Yes, they could not stand the competition, when the occu¬ 
pation ceased. 

Mr. Manu Subedar: After the military occupation ceased the German 
banks established themselves back again in those territories. 

Dr. Jeideh: They existed even during the occupation period. 

Mr. Manu Subedar: Has German currency and credit regained the pre- . 
vious position? 
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Dr, Jeidcls: Yes, the banking facilities available through German 
banks are sufficiently ample to make it possible to dispense with direct 
ioreign banking facilities for trade. 

Mr. Manu Subedar ; When German credit and currency is normal, 
would you find it very surprising if a German went to a foreign bank which 
offered the same facilities as a bank of the country? 

Dr. Jeidcls: Not at all. 

Mr. Manu Subedar: Do you not think that a patriotic German would 
be impelled by his sentiments to patronise a German bank rather than go 
to a foreign bank? 

Dr. Jeidcls: There is no question of palriotie sentiments in selecting 
a bank. 

Mr. Manu Subedar: You spoke of the rate of deposits in Barclays Bank 
being a little more than the other banks. 

Dr. Jeideh: If it were higher it would attract deposits. 

Mr. Manu Subedar: Would they have attracted deposits if the rate is 
the same? 

Dr. Jeidels: Possibly. 

Mr. Manu Subedar: Have you in Germany any institutions in which 
controlling interests have been acquired by others? 

Dr. Jeideh: There are a few banks in Germany, the shares of which 
belong to foreign banks. 

Mr. Manu Subedar.: But not controlling interests? 

Dr. Jeidels: Yes. 

Mr. Manu Subedar: You welcome in Germany the acquisition of your 
institutions by other concerns? 

Dr. Jeidels: From the point of view of the banker, this is not very 
welcome. 

Mr. Mann Subedar: Has the phenomenon of acquiring interests by 
foreigners occurred in Germany? 

Dr. Jeu\eh: Internal change of hands has occurred, but not, as far as 
T remember, bv foreigners. 

Mr. Manu Subedar: If it occurred, would the public opinion in Germany 
regard it with uneasiness? 

Dr. Jeidcls : I think the German public opinion object very much to 
the change of hands in joint stock companies’ majority holdings. 

Mr. Manu Subedar: How would you regard from the point of view 
of India that a very flourishing institution like the Allahabad Bank should 
be acquired by foreigners? 

Dr. Jeideh: I see no objection, if the parties who acquire majority 
ownership of the bank are efficient and if they are not interested in crippling 
the bank. Increased competition is increased efficiency. 

Mr. Manu Subedar: The Allahabad Bank was working here as an inde¬ 
pendent institution. This Bank has been acquired by another bank Ths 
competition is not increased but diminished— 
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Dr. Jeidels: The Allahabad Bank competes much more with the Iar 
penal Bank and the Indian joint stock banks with the Exchange hank* 
Competition is neither increased nor diminished. 

Mr. Manu Subedar: The Lloyd’s Bank is one of the biggest banks in 
the world. If it wanted to acquire the Imperial Bank, it could do so? 

Dr. Jeidels: I do not know. 

Mr. Manu Subedar: Supposing they wanted to acquire the Imperial 
Bank, would you welcome that from the point of view of India? 

Dr. Jeidels : If the Imperial Bank would be acquired by speculative 
parties, Indian or foreign, I would consider it very unfortunate. 

Mr. Manu Subedar : With regard to the hr inches of foreign banka 
which arc established in Germany do you know whether the permission of 
the Minister bus to be taken? 

Dr. Jeidels : 1 have written a paper ou the subject which circulates with 
a list of minor provisions as they exist in the single states. There is at 
present no Federal legislation on the matter. 

Chairman : We may reserve that discussion and deal with it in connec¬ 
tion with the question of foreign bonks. 

Lala Harkishen Lai: Suppose I buy goods in America. What woulci 
be your advice how to transmit my money to America? 

Dr. Jeidels : You have to buy dollars. You can buy as many dollars 
as you like. You can sell your rupees. You can establish direct banking 
connection in New York if they know you. 

Lala Harkishen Ltd: You have said that the Commercial Bank lends 
money on personal security which means the credit of the company or of 
the partnership or of the individual as the case may be. Then you have 
said that the Commercial Bank may lend money on stock exchange secu¬ 
rities. Then you have said the Commercial Bank might lend money 
occasionally on mortgages and you have told me that it might do re¬ 
mittance business. How would the Auditor value the securities—whether 
they are good enough? 

Dr. Jeidels : That depends firstly on the judgment of the management;. 
The Auditor does not manage the company. He will make his remarks 
after he has gone into the lonns nnd investigated how many are secured 
and by what kind of security. It is not the Auditor’s business to form 
a judgment on the quality of the securities. He cannot 'replace the 
judgment of the management. He would merely comment upon it. 

Lala Harkishen Lai: The Auditor is not required to value the securi¬ 
ties? 

Dr. Jeidels: We have no compulsory auditing in Germany. It is 
optional with the Board. The Board is responsible not for appointing 
Auditors but for the balance sheet. They may or may not be audited. 

Lala Harkishen Lai: In India all balance-sheet must be audited. 

Dr. Jeidels.: In Germany balance-sheets of banks are generally not 
audited by outside auditors, becuuse the banks have their own auditing 
department. 

Lala Harkishen Lai: A good deal is said in Ind’a about soundness nnd 
liquidity. How is the soundness of a bank judged in Germany by the 
public or by the critic? 
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Dr. Jeidels : The first authority is the management. The second 
authority is the Board, and the third authority are the shareholders. I 
do not know of any other authority for judging the soundness of a bank 
unless you may say: the client. 

Lala Harkishen Lai: How is liquidity guaranteed or assured? 

Dr. Jeidels : While in this country Government securities formed a 
principal liquid investment, in western countries, with an established bill 
market and a Central Banking institution, this liquidity is supplied by 
investment in bills, principally. 

Lala Iiarikishen Lai: The cash in the till is liquid? 

Dr. Jeidels: If they are good rupees, yes. 

Lala Harkishen Lai: I thought it was gold there. The cash in the 
till is liquid. The bills—3 months. 6 months—are considered to be 
liquid? 

Dr. Jeidels: What is to be considered real liquid depends very much 
on the existence of a Central Banking Institution. 

Lala Harkishen Lai: Leaving that aside, you will call the bills held 
by the Imperial Bank as liquid? 

Dr. Jeidels : I suppose so. They can raise emergency currency on it. 

Lala Harkishen Lai: It may be had water, but nfter all it is liquid? 

Dr. Jeidels: Whether it illiquid depends on the possibility of its being 
rediscounted or similar arrangements. 

Lala Harkishen Lai: Liquid is liquid whether it is stinking or putrid 

Vi 

Dr. Jeidels : No, not at all. 

lai.i Ha'kishen Lai: Government securities ore liquid? 

Dr. Jeidels : They are not in every case. They are liquid for the Join! 
Stock Banks which rely on the Imperial Bank giving advances against them. 
If you read the memorandum you will find observations on the various 
classes of liquid assets. Of course, the rupee, the gold, the cash is the 
most liquid. Then come the bills, commercial bills if there is a central 
banking institution. Then there come certain kinds of Government secu¬ 
rities. To make bills a liquid asset, it is necessary that there exists some 
body who is prepared to re discount them. Government paper is liquid 
provided you find somebody to advance money on it. Securities, if they 
are saleable may be a fairly liquid investment. If they are not saleable 
they are an unfit investment. Debentures of Joint Stock Companies, 
come a little further down in the list, but they may still be 
counted as fairly liquid. They are semi-liquid. All self-liquidating secu¬ 
rities. and all self-liquidating loans, loans against jute, for instance, which 
is on its way to Calcutta—are also liquid. They are perhaps one of the 
best liquid assets because you do not have to liquidate them,—they liqui¬ 
date themselves. 

Lala Harkishen Lai: Advances made in this country against produce, 
are also liquid? 

Dr. Jeidels: It depends. It mnv be difficult at times to sell it. 
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Lala Harkishen Lai: In a country like India, where the Government 
paper finds difficulty in selling, where the bills are very few and there is 
no re-discount market ready, where these goods on which we advance are 
speculative,—sometimes they are saleable and sometimes they are not 
saleable, sometimes they go up in price and sometimes they do not go up 
in price—and also debentures if issued by Joint Stock Companies do not 
find a ready market, what should the bank do to find liquid assets'' 

Dr. Jeidels: If there is nothing else, then you should hold more cash. 

Lala Harkishen Lai : How do you advise that the banks in India should 
keep their cash balance? Would you fix any limit, whether they should 
keep 2o per cent or 20 per cent or 15 per cent of the deposits? 

Dr. Jeidels : It depends very much on the nature of the deposits and 
on the nature of the loans outstanding.—whether they are largely of a 
self-liquidating nature. 

Lala Harkishen Lai: It means that we should use our own judgment? 

Dr. Jeidels : If you put the question quite logically, I think I ought to 
refer to what we have to say on the advisability and even necessity of a 
Central Bank. 

Lala Harkishen Lai : What is the interest now being paid to depositors 
by the German Banks? 

Dr. Jeidels: It is in accordance with the bank rate of the Central Bank¬ 
ing Institution. 

Lala Harkishen Lai: There is a connection between the bank rate and 
the deposit rate for short term ? 

Dr. Jeidels : Yes. Short-term includes deposit to be withdrawn with¬ 
out notice. We generally make it 1, 2, 3 or 6 months. We generally take 
a fixed term in which case there is no question of notice. At present the 
bank rate is n per cent. If I remember correctly, we then pay 3 per cent, 
on accounts on which no commission is charged and 4 per cent, on accounts 
on which commission is charged. TYr longer than one to 6 months’ deposits 
we pay up to the bank rate, even the bank rate and eventually above, if it 
js for a particular term which justifies it. P’or loans we normally charge 
at a margin against bank rate of 2 per cent. This margin represents one- 
half per cent, commission for 3 months and ] per cent per annum above 
bank rate. We have no deposits for 2 and 3 years—or at least very seldom. 
The time for which deposits are received, generally does not exceed six 
months, normal commercial bills are for 3 months, sometimes 0 months, 
particularly in international trade: but in domestic trade you can sav it is 
almost exclusively up to 3 months. 

Lala Harkishen Lai: You have said that the Commercial Bank might 
lend money on mortgages? 

Dr. Jeidels: No. It might lend money and take mortgage as security. 
We do not loan on mortgage. Lending against mortgage does not mean 
that you give the inonev as mortgage. The customer receives a short 
term loan and gives a mortgage ns security. 
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Lola Harkiahen Lai: We have a system here by which title deeds are 
deposited. The title deeds are really the proprietary title deeds. You 
mean, the customer gets a loan secured by deposit of title deed? 

Dr. Jeidels: It must be bills. 

Lala Harkiahen Lai: If a concern issues debentures and the debentures, 
were really good, then will you advise advancing money on the security 
oi these debentures? 

Dr. Jeidela : Yes, I see no objection. 

Lala Harkiahen Lai: A good debenture ought to be a good security. 

I mean for these bills, if the debentures are really marketable? 

Dr. Jeidels : I really do not see the link between a bill and a deben¬ 
ture. 

Lala Harkiahen Lai: A loan on a promissory note? 

Dr. Jeidels: You always have these promissory notes in your mind., 

I understand, that if you give somebody a loan, you wish to be sure and 
have some document, which is the promissory note. It is an instrument 
oi credit. As a matter of fact the customer gefs a loan; new, if he offers- 
vou a good debenture as security, why should you not take it? 

Lala Harkiahen Lai: I want to ask you one question which really has 
been giving us trouble elsewhere—not here—and that is the mode of re¬ 
covery. When it becomes a bad debt or the debt is not paid in due time, 
how are you going to recover? 

Dr. Jeidela: It depends on the security which you have in hand. If 
you have a security which you can realise, which you can sell and turn, 
into money, then the matter is comparatively easy. If it is a less liquid 
merchandise, then it becomes less easy, to realise the security. And if 
it is a mortgage, then, of course, it ia still more difficult. In this case,, 
if the debtor goes into bankruptcy, his estate is put up for auction and 
the bank has to wait till somebody will buy the estate and pay the Banker. 
Therefore, if a mortgage deed is taken by a bank as security, it certainlv 
ought to be a mortgage deed of indubitable value. Even then only 
limited amount with a margin ought to be given on that mortgage. The 
banker should, when accepting a security, always ask himself: if I have 
to realise the security, do I get my money or do I have to buy m the 
security for myself? 

Lala Harkiahen Lai: That is at the stage before the loan is made. 
You are giving advice how the loans are to be made. Now, you have 
given the loan. I have been carrying on banking on your r.dvio and 
I want to recover my loan. I want your'advice in that matter. Will you 
tell me how they do it in Germany ? 

Dr. Jeidels: My advice has been taken, it seems to me, when the 
child has fallen into the water, to get it out. What you have to do then 
as a hanker, is to consult exclusively your own position. I think that is 
the only answer I can give. You have not to consider the general econo¬ 
mic condition of the country nor the situation of your customer, but only 
yourself 

Lala Harkiahen Lai: I am asking this, because the question of re¬ 
covery in India is a very big question in banking and in a local report we 
have found that in the rate of interest that the moneylender charges he 
takes into consideration the percentage of recovery and also the cost of 
recovery. The methods here are very tortuous and I want your opinion 
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tc move the Legislature hereafter, if possible, to facilitate the method 
of recovery in this country. That is why I am asking this question. 
Becovery is very difficult in this country. When a suit is brought for 
the recovery of money the bank finds, that the Judge reduces the rate of 
■interest. Sometimes he says that the money should be paid in three 
years without interest. We get that kind of order, and I want to know 
whether similar things happen in other countries? 

Dr. Jeidels: I do not think we ought to take the moneylending busi¬ 
ness into account. 

Lala Harkishen Lai: What we ore speaking of is banking business and 
as to what are the rates of interest charged. 1 am telling you from my 
own experience that even where we charge a moderate rate of interest, 
the Judge might rule that we ought not to get any future interest. The 
Judge might also rule that we should get a smaller rate of interest. He 
treats us therefore exactly as he would treat a moneylender. I want to 
•know whether the banks in your country are treated in that way? 

Dr. Jeidela: In the memorandum submitted I deal with this subject, 
and I would suggest that you read it as it contains a suggestion. 1 deal 
•extensively with the difficulties of the banker in this country to grant loans 
against other than easily realisable security and I discuss in the memo, 
what these difficulties are. 

Sir Hugh Cocke : Yesterday you said in discussing the future of the 
private or indigenous banker that there were four courses that might take 
place. In the first place, he might go into voluntary or involuntary liqui¬ 
dation; he might be bought up by a public bank; he might possibly go 
into partnership with the bank, or he might carry on and survive. What 
I should like to know, having regard to the future of Indian banking, is 
which of those courses, if any, is likely to mature in India? 

Dr. Jeidels.: This question is most interesting and very important, but 
I have no answer to offer. It is no use to give you an answer which is 
not definite. 

Sir Hugh Cocke : It is a matter of evolution and there is no sugges¬ 
tion you can make? 

Dr. JeideD : I really could not, but I would like to ask my co-experts 
whether they have an opinion on it. It is not only my own opinion 
which ought to he solicited. 

Dr. Trip: 1 got the impression from some of the provincial reports, 
■especially the Beport of the Central Areas Committee, that the position 
■of Indigenous banking in that part of the country is weakening practically 
at present owing to the competition caused by the spread of com¬ 
mercial banking. It is stated in some of the reports that his position is 
weakening at present. 

Sir Hugh Cocke: That is the process of natural evolution. There is 
nothing definite you can suggest to this Committee which we can recom¬ 
mend in the way of legislation which would bring that about more quickly ? 
Many of the questions put today have ' een in the nature of queries, but 
they do not seem to have been put with the object of improving Indian 
hanking. This is a question on which >vp want suggestions, if there are 
any, to be made as to what extent and in what manner the indigenous 
banker can be improved or absorbed, and thereby the banking system of 
rfie country improved? 
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Dr. Jeidele: My cwn opinion on the subject is to leave the develop* 
Tnent to its own course, and not to do anything against nor to do anything 
particularly in favour of the indigenous bankers, so that he finds his place 
just like private bankers in the rest of the world have found it. TbiB is 
only my personal opinion. 

Dr. Trip: I cannot say that I am of a different opinion because I do 
not know enough about it. If it were feasible, I think it would really be 
a very good solution if some measures could be found in order to bring 
him closer to the commercial banking community, as I said already yester¬ 
day, but what makes the question so difficult to answer is that the indi¬ 
genous banker, if I am not mistaken, is not purely a banker. He is a 
hanker and a trader, and so the first question which would arise in my 
opinion—but of course we have not enough knowledge about him to give 
a decisive opinion about that,—is whether you can make him exclusively 
a banker. If that could be done, I think it would be very advisable to 
link him up to commercial banking, and I gather from the evidence given 
especially by Mr. MacDonald, that some link already exists between the 
indigenous banker and the Imperial Bank. On behalf of the Imperial 
Bank they cash cheques and bills and make payments and if in particular 
Mr. Macdonald says from experience that this business relation works 
favourably, I cannot at this moment see a real objection against extending 
that process. I think it would be very much in the interests of banking 
in this country if that- process could be extended. 

■Sir Hugh Cocke: One suggestion that has been made to us is that 
the indigenous banker should be compelled to file some returns with the 
Registrar to show what his figures are. That would give publicity to his 
standing. At present nobody knows whether he is very strong or very 
weak, and that is the suggestion that has been put to us. From what 
you have seen of the banking conditions, do you consider that it would 
be feasible to ask him to file a return? 

Dr. Trip : I should like to leave it to him whether he would like to be 
licensed or not. If his position is of that kind that he would like to be¬ 
come a banker in the proper sense of the term and be linked up to the 
general banking community, then of course he could apply for a license. 
The conditions for obtaining that license could be made known to him 
and he could decide whether he would be prepared to accept them or 
not. 

Mr. Devadhnr: When in Germany an indigenous banker found that 
he was being displaced by other bankers, did be expect Government to 
give him any consideration at all. Were his services employed by other 
banks in places where it was not possible to open branches? 

Dr. Jeidels: Yes, sometimes cashing cheques. Every banker in 
Germany has nt least one banking account in the capital of the country. 
It is quite different from here. I think I am not making an exaggerated 
statement when 1 say that in a country like Germany, which is in this 
regard not different from other Western countries there is not one single 
banker in the provinces who does not. hold an account with at least one 
of the big banks in the capital. It strengthens their position if they 
hold a banking account and thereby keep up a connection. 

Mr. Kliaitan: You think that if indigenous bankers have a direct 
account with banks their position would be strengthened? 



Dr. JeideIs: I think so. 

Mr. Devadhgr ; In your opinion that would be a procedure which 
should be adopted to bring him into line with the general banking system? 

Dr. Jeidels: I think it would be a really good start. 

Mr. Devadhar: One more question which relates to another depart¬ 
ment, but I put it now. Supposing a banker who ig doing both banking 
as well as trading has to be selected as one of the agents for the manage¬ 
ment of a branch of a bank. If there be a co-operative institution doing 
banking there, would the management of that bank think of choosing 
either the co-operative institution or the indigenous banker? 

Mr. Jeidels: They may, if they do not intend to open a branch, try 
to get a hold in that place by establishing some connection. It depends 
on circumstances. I should say that the indigenous banker is better fitted 
for it because he is a trained banker. 

Mr. Devadhar • One more question. Has the indigenous banker, 
having seen the position that haB been created for him, begun to appre¬ 
ciate the value of education and modem methods? 

Dr. Jeidels : I do not think that technically the private banker is in¬ 
ferior to a larger banker. The technique of banking is no secret; it is not 
even very difficult and he can employ somebody who has had a training 
in a large bank. There may be a little inferiority in a technical sense 
but this is made up for by the more individual style of business, the more 
sympathetic connection, existing between him and his customer. So, I 
would say, from the point of view of efficiency of handling business, the 
indigenous or private banker is probably as good a6 the larger bankers. 

Mr. Devadhar: On account of his being able tc employ less staff, does 
he do his business cheaper? 

Dr. Jeideh: I do not think so. In the competition of a middle-sized 
bank with a large bank I think that difference counts, but it is not like 
an industry where the technical aspect counts in every small detail. The 
mechanical part in banking business does not count so much. 

Mr. Devadhar: Is there any very large difference between the rates of 
interest charged by him and any local bank? 

Dr. Jeidels: I tried to touch on that in another place, not in this con¬ 
nection, where a small banker’s ditficulties in western countries begin is 
this. In order to compete for deposits he has to offer some attraction in 
the rate of interest, and then he has to charge more interest on his loans- 
The difference between an indigenous banker and a joint stock bank on 
the one hand and the moneylender on the other, as I'understand it, is that 
he takes higher interest than the joint stock bank and lower interest than 
the moneylender. That is the place where I put him in the banking 
system. 

Sir Hugh Cocke: You talked of advancing on first class security, and. 
secondly, on less realisable security, and, thirdly, without security and 
you expressed surprise that in India there was comparatively little 
advancing on the third, without security, that is on the good name of 
the borrower. From what you have seen, would you describe that as 
being due to lack of enterprise on the part of the banker? 
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. Dr. Jeidels: If you will allow me, may I refer to the memorandum 
in which I expressly say that I cannot recommend a change of policy. I 
think it is a special feature of the banking system in this country that 
such loans are so infrequent. I regret it, but I do not advocate a change 
■of policy. I tried to give the reasons for it. It. reduces the scope of the 
banking business of the country if only very limited kinds of security can 
toe accepted, but, if you ask me what I would do ss a banker in this country 
under present conditions, my reply would be that I would probably do 
the same. 

Mr. Shanmukham Chetty: What are the special conditions that you 
are thinking of in this country? 

Dr. Jeidels: It is partly the agricultural character of the country and 
partly the legal position. 

Mr. Shanmukham Chetty: Will you kindly just develop the idea of 
the legal difficulty ? 

Sir Pursliotamdas Thakurdas: I wish to ask two questions in connec¬ 
tion with those two paragraphs, because 1 attach considerable importance 
to the view that you take regarding the outlay of banking institutions in 
this country. In reply to Lala Harkishen Lai you already made clear 
what you mean by commercial banking and I have understood your reply 
to mean all banking excluding what is specialised, namely, industrial 
banking or co-operative banking or mortgage banking and exchange tanks. 
In India we all understand this as something separate. The rest is what 
I may put in one word as general banking. Now, you have stated in your 
memorandum—I will read the sentence - "Exchange banks do so in giving 
commercial and industrial and also up-country credits and they compete 
in faking deposits.” I wonder if you have ascertained the extent to which 
exchange banks give commercial and industrial and upcountry credits. 
I do not wont to put you any questions, hut it has been brought cut; in 
evidence that exchange banks give credits upcountry only as far as export 
commodities are concerned and that otherwise the part exchange banks 
play in general banking is comparatively small. I then wish to ask whe¬ 
ther in your second paragraph where you say "Special agencies for com¬ 
mercial bonking are the Imperial Bonk, the Indian Joint Stock Banks 
and the indigenous banker”, you do not prefer, instead of the words 
'‘special agencies for commercial banking”, tbe words “specialised 
agencies” or “exclusive agencies for commercial banking”? 

Dr. Jeidels : Yes, this is what I wished to express. 

Sir Purshotamdas Thakurdas: Dr. Jeidels, I shall give you the figures 
■f banks and bankers in this country. 


Rs. 

No. of Banks and Branches and Agencies including Provl. 

and Central Cc-operafive Banks .... 750 

No. of Indigenous Bankers and moneylenders . ' 2,64,000 

From the figures that I have given you I am sure you will have realised 
the numerical importance of this community of the indigenous banker* 
and the very important part they play in the internal trade of the country. 

VOL IV. C 
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Now I put it to you whether this important class of bankers can be easily 
replaced or whether efforts should not be made to strengthen them, to- 
purify them and to make them more useful assets in the financial organi¬ 
sation of the country? 

Dr. Jeidels : Mr. Chairman, perhaps you will allow me to say that Sir 
Purshotamdas Thakurdas has put the whole situation in such an excellent 
form that I would naturally welcome an opportunity to say a few words. 
In the minds of every one of us, so far as real banking is concerned, there 
is the feeling that in India, with the exception of foreign banking, the 
surface is scarcely scratched. I do not know how far the moneylender 
enters into the banking system of the country. I would make my meaning 
more clear by giving an illustration. If you take, for instance, the 
medical advice administered in a country, you find a number of phvsicians 
and surgeons who are scientifically educated, but in addition you have all 
over the country medical service administered by all kinds of people who 
have been educated and trained in their own way. Now the question is 
whether in dealing with the medical conditions one ought- not to limit one¬ 
self to the extent and possibilities of scientific medical aid only. 

Sir Purshotamdas Thakurdas: May I ask whether in your opinion the 
indigenous banker does not understand his business? 

Dr. Jeidels: I said with full intention that in this field of commercial 
banking the Imperial Bank, the Indian joint stock banks and the indigen¬ 
ous banker have their special place but I did not include the moneylender. 
I certainly do not wish to identify him with the banking system of the 
country. He may do some service in his own way, but in my opinion he 
does not form any part of the banking machinery of the country. Gene¬ 
rally speaking I would not call a moneylender a banker, because I cannot 
imagine a banker who does not take deposit's; in my opinion the taking 
ur deposits is an essential feature of the profession. If he takes excessive 
interest, I would again like to exclude him because in that case I would 
consider him a usurer and not n banker. I would not like to be in the 
same profession with him. 

Sir Purshotamdas Thakurdas : Dr. Jeidels, I understand you to advise 
that the indigenous banker should be left alone. Don’t you think that 
this would be a sure way of his elimination from the banking system of 
the country? 

Dr. Jeidels: Why should he disappear? 

Sir Purshotamdas Thakurdas : Because he has slowly gone down during 
the last fifty years and I can support this from the experience of my 
own firm. Whether it is right or not is a matter for the Committee- 
I will come to the constructive part. I wonder whether you have seen 
the evidence before th's Committee of the Marwadi Chamber of Commerce 
of Bombay and of the Indian Chamber of Calcutta. Practically 90 per 
cent, of the Marwadi Chamber are indigenous bankers. They are mer¬ 
chants; their forefathers were merchants. They found that their indi¬ 
genous banking business was getting smaller. When it was getting a 
little humiliating to have to wait at the door steps of somebody to get a 
credit, they turned to commercial business. They have definitely said 
that they would agree not to charge more than a certain maximum rate 
of interest if in proportion to their standing and their needs either the 
Imperial Bank or the Reserve Bank, whichever may be the agency, agree 



to discount their drafts. They said iurther that they would agree to 
keep regular books of accounts and get them audited by an auditor 
selected out of a panel named by the Central Government; they further 
said that they would agree not to speculate or trade. Now, the way in 
which this bus been discussed very fully in Bombay in various com¬ 
mercial circles has been extremely businesslike. They do not want to 
oblige this Committee or the country. They say that if a man has 
Rs. 50,000 cash, he earns his G or 7 per cent, on Its. 50,000. Then on 
that he gets credit for Rs. 1 lakh or Its. 1£ lakhs and if he gets a turnover 
of 3 or 4 times, he can have a margin of 2 per cent. You can imagine 
he gets a decent income on that Its. 50,000, taking all the time that he 
is doing safebusiness. They said that if they were assured of this, they 
need not trade or speculate or do any other business. Whether the 
money-lender to-day should be called money-lender or indigenous banker 
is a matter of detail depending on how we define them. The question 
is out of these 264,000 you get 6,000 people who are prepared to fall in 
a line with this. Are you at one stroke going to open 6,000 branches 
all over the country and hang them? Respectable people will not find 
enough living out of the business, and others are induced who have 
temptations to charge exorbitant rates of interest. 

Chairman : 1 know that many other members want to put questions 
on that point. The point that Sir Purehotamdas put does not really arise 
here. It arises later on, and his point wsb to put the facts before you 
so that you may consider the matter and when the stage comes you might 
be in a position not only to answer his questions but also the questions 
which, I know, will be put to you in that connection by many of my 
other colleagues. The point precisely is this. The number of 264,000 
does not matter, because all the 264,000 may not subscribe to these con¬ 
ditions. They do not really satisfy even our definition of an indigenous 
banker. But the number is not very relevant. It may be that 5,000 
or 6,000 of them are willing to subscribe to these conditions. I shall ask 
the Secretary to draw yowr specific attention to the conditions to which 
they are willing to subscribe. You see the real difficulty ut the present 
moment is this. They cannot get—at least that is the complaint; I am 
not prepared to say whether it is so or not at the present moment, because 
my views may not. be the views of my colleagues—but their grievance is 
that they do not get proper facilities for the re-discounting of their bills 
and therefore that results in their being gradually ousted from the business 
But if they are given proper discounting facilities by tlie Reserve Bank 
of the future or by the Imperial Bank, they are willing to subscribe to 
certain conditions. I will ask the Secretary to draw your specific attention 
to these conditions. If that is so, the point is whether this Committee 
will not be justified in recommending that that concession of re discounting 
should not. be extended to them, provided they subscribe to those eondi 
tions. That is a matter to which yon have tc devote your serious atten¬ 
tion, and we should like at the appropriate t me to have your views on 
that subject. You can see. the obvious need for it. There are these 
5,000 or 6,000; it is a modest estimate—but- thev are there. Tliev may 
not be doing commercial banking in the restricted sense of receiving 
deposits but. they take part in the business which forms an item of com¬ 
mercial banking, that is. the movement, of internal trade. Tf it is possible 
for ns bv anv means, hv any reasonable means, to keep them alive, w 
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would certainly achieve one of our principal objects—the development of 
banking in India. If y u will kindly consider the answer, we shall then 
put questions to you at the appropriate moment? 

Dr. Jeidels: I think it is a very good procedure to revert to this 
Subject when we come to it. I may, however, say that this discussion 
will be an argument for me to extend to the indigenous bankers what 
I have said in the memorandum about an organisation for the joint 
stock banks. Whether such organisation should bo provincial or for single 
communities or for the country at large; whether it should be something 
like the Chinese Bankers’ Guilds,—in any case it would give them a 
good chance to establish their own standard as bankers. 

Chairman : We will come to that later on, so that you may meanwhile 
read all the literature on the subject. You may also see what Mr. 
MacDonald of the Imperial Bank has said on the subject. I shall ask 
the Secretary to draw your specific attention to that point also and also 
to any other specific references in the matter of other Indian Joint Stock 
Banks. 

Dr. Jcidels: Will you kindly ask Mr. Ayangar to point out to me the 
relevant portion in Mr. MacDonald’s evidence, because it will be difficult 
for me to find it. 

Chairman: He will do it. 

Sir Purshotamdas Thakurdas: I just waut to add one thing more before 
I leave this part. I do not want to anticipate anything, but it is rather 
pertinent. 1 have said how the indigenous banker has, to my mind 
certainly, been elbowed out of his field during the last 100 years. The 
some applies to the bill question—bills not being the fashion in India. 
Bills were known in India as Hundies centuries back. It is since the 
Western banking came in that your cash credits became the fashion. 
A firm which had an overdraft or cash credit in a bank was considered 
more respectable than a firm which could discount bills for Bs. 1 lakh 
or Bs. 2 lakhs. One was considered "native” fashion, to use a word 
which is now out of fashion; the other was considered to be the office- 
wallah’s fashion or European fashion. It is in that way that the hundi 
has been killed. I am not criticising anybody again. I am only mentioning. 

Dr. JeideU : Who killed? 

Sir Purshotamdas Thakurdas : The system, Sir. 

Mr. Shammukham Chatty: I may tell you that, supposing, for instance, 
I want an option of cash credit of Bs. 50,000 or an option to discount 
bills for Bs. 50,000, the bank would sooner give me the cash credit than 
facilities for discounting bills. 

Chairman: I should like you, Dr. Jeidels, to examine that matter too 
in connection with the question of money market. You will also find 
something on the subject in Mr. MacDonald's evidence. 

Sir Purshotamdas Thakurdas : Before finishing, I would say only one 
word regarding bills. India has to relearn what it has been taught to 
forget during the last 50 years. There is nothing new about it. It is 
only a question of putting the system on the right lines for bills to become 
the fashion. If the Chetty, the Mooltani and the Marwadi does not 
know how to handle bills, there is no one who knows. The system has 
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got to be so organised that bids will be in vogue within 5 years. I only 
wanted to mention it. 

Dr. Hyder: Since there are gentlemen from different countries I want 
to ask each one of these gentlemen beginning with Dr. Jeidels whether 
he agrees with this opinion. I am quoting two passages— 

(1) The decline of German private banking in part absolute and 

in part relative is more striking in comparison with the 
rapid strides towards concentration of banks. 

(2) More important, as showing the decline of the private bankers 

as a class, is the relative number of those participating in 
tiie giro business. 

The only point on which I ask your opinion is this, whether this decline 
of indigenous banking has happened in Germany and also in Europe 
generally ? 

Dr. Jeidels: Certainly. 

Chairman: You might leave that over until we come to the question 
of indigenous banker. 

Dr. Hyder : I really wanted to say that this was not an isolated 
phenomenon, but general all over Europe—the decline of the private 
banker. 

Dr. Jculels: I shall keep all the aspects in mind. 

Chairman: You will take every aspect into consideration, and later on, 
y;u 7f\il be able, both of you, you from the point of view of the indi¬ 
genous hanker and you Dr. Trip, from the point of view of the bill 
naDit, to give your considered views. 

Mr. Ramdas Pantulu: May I understand that in Germany the banks 
give all facilities to customers to discount foreign bills? 

Dr. Jeidels : Yes. That has been already explained. 

Mr. Ramadas Pantulu : There are no banks which specialise in financ¬ 
ing foreign trade. I want to put one question upon this aspect. In reply 
to Mr. Ohetty you said that some foreign banks had disappeared owing to 
competition with these banks. The German banks then give all the 
facilities ? 

Dr. Jeidels: Yes. 

Mr. Ramadas Pantulu : Is there any restriction against any foreign 
country doing banking business in Germany? 

Dr. Jeidels: Excepting a few formalities, generally speaking everybody 
may offer banking facilities. 

Mr. Ramadas Pantulu: Do the foreign banks require the permission 
of somebody ? 

Dr. Jeidels: Permission to establish is required from the States, but 
this regulation is practically a formality. 

Mr. Ramadas Pantulu: The permission of the States is necessary. 
Supposing a foreign country wanted to establish banks to cheapen 
German money, do you expect German States to give permission in 
view oi the benefit to the consumer? 
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Dr. Jeideh: The case is so hypothetical and theoretical that it is 
very difficult to answer. Banks coming into Germany will not come 
with a big bag of gold. If they were to open business and try to receive 
deposits, that means they would have to enter a business which is already 
strongly cultivated by the existing banks. Although there would be no 
political or legislative difficulty it would not be easy and scarcely practi¬ 
cable for foreign banks to enter because they would have to compete with 
existing strong banking institutions; there is comparatively little chance for 
them to do business. They would have to employ German staff, because 
their own staff would probably be more expensive and does not speak 
the language. They would have to enter a business which is, I do not 
want to say overcrowded, but certainly cultivated by a sufficient number 
of banks. It would be very difficult indeed for a new bank to establish 
itself in Germany, even if there is no sentimental or legislative or political 
interference. 

Mr. Rainadas Pantulu: Then the fact that foreign banks have not 
established themselves in Germany is due to the difficulties in the way 
and not due to the sentiment of the Germans? 

Dr. Jeideh : I think so. 

Mr. Rainadas Pantulu: In India there is a feeling that ail the trade, 
industry, commerce, are in the hands of practically foreign banks and 
competition with these banks is practically impossible and there will be 
no chance of Indian banking business being developed. If this is true, 
then do you think that this Committee should say something about 
protecting Indian banking interests from being exploited by foreigners, 
who can afford to get money cheaply, who can finance trade, industry 
and commerce more efficiently than we do at present. But we hope 
to do it more efficiently than we do now if the competition is put out 
of our way and we are allowed to develop on our own lines. 

Dr. Jeulels: If you take the bankers’ point of view, the banker is 
very happy over every competition which is removed. From the country’s 
point of view, I think it would bj a very tragic necessity if it had to 
dispense with an efficient existing banking system. 

Mr. Ramadas Pantulu: Take the consumer for instance. If we 
prohibit the import of foreign cloth into this country, he is hit; he has 
to pay a larger amount, but we are trying to boycott foreign cloth, to 
put import duties on foreign cloth with the idea of our being able to 
develop our industry. To me it seems that banking is on the same basis, 
and if we impose restrictions on your coming and exploiting, there is 
some chance of developing ourselves. 

Dr. Jeideh: I think there is a fundamental error. If a country wishes 
to develop its resources, the first question is whether its banking system 
is efficient. Whether it is a national banking system is a secondary 
question. Is anybody who wishes to develop the economic resources of 
the country really justified in asking the country to dispense with bank¬ 
ing facilities which are efficient and which are available, in order to 
protect one single trade, banking? 

Mr. Ramadas Pantulu: Do you think that if the national system is 
to come—whether we are right or wrong we w an t to take that line—the 
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Indian banking concerns can compete on fair and equal terms with the 
foreign banks? 

Dr. Jeidels: Absolutely fair, absolutely equal and absolutely free, 
because nobody is obliged to go to the exchange banks, for instance, and 
deposit money there. Nobody forces them to do so 

Mr. Ramdas Pantulu: Have you studied the questions put to the 
■exchange banks as to why deposits are going to the exchange banks. It 
is not merely competition, but it is due to various kinds of advantages 
which they confer. 

Dr. Jeidels : It can only be some sort of advantage they offer. Nobody 
can be forced to use their services. Foreign banks ‘‘supply banking 
facilities;” I would rather take that view than that they exploit. They 
supply banking facilities and they supply it to everybody who wants them. 
If somebody does not want them, the banks leave him alone. He can 
go somewhere .else. 

Mr. Manu Subedar: Where can he go? 

Dr. Jeidels: That is what we are discussing. I think we have the 
Imperial Bank and the Joint Stock Banks. 

Mr. Manu Subedar : Imperial Bank gives no interest on current 
account. The Imperial Bank is not open to them. 

Dr: Jeidels : But they give interest on deposit account. 

Mr. Manu Subedar: You said he could go elsewhere. Where can 
he go? 

Chairman: There is the exporter of produce. He must operate through 
an exchange bank. He cannot go to the Imperial Bank or to many of 
the joint stock banks. Few of the Joint Stock Banks are 
actually taking part in this financing of trade. Therefore, they must go 
to one of these exchange banks, because similar facility is not available 
from any other source. You may perhaps say, why should not one of the 
existing joint-stock banks assist that man in regard to the financing of 
foreign trade- There are difficulties there. It is a question largely of 
foreign connections. That is really Mr. Subedar’s point. When a man 
goes to one of these exchange banks he does so because he feels that 
there is no other bank which will give him the necessary finance. The 
Imperial Bank has kept out of the field of financ ng foreign trade. 

Dr. Jeidels: As we all knov, if the Reserve Bank comes into existence, 
automatically the Imperial Bank will be entitled to do exchange business 
for which it is certainly well-fitted. Now' the country has technically 
first class firms in foreign trade, finance, offering competitive rates. The 
customer has a nice selection. He finds the best accommodation. I do 
not know of arfy complaint. From the customer's point of view\ what 
is the objection to taking it? Could he ever ask for anything else but 
that the Bank was reliable and that it offered proper and competitive 
terms ? 

Chairman: The point of view that Indian witnesses have placed 
before us is this. It is not the source of the banker to which he objects 
or to his colour or caste or creed. But there is a general feeling that 
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he is not given the same treatment as the foreign class of customer is 
given. 

Dr. Jeidels : I quite see the point ; 1 have read this sentiment in 
dozens of statements. 

Mr. Shanmukham Chetty: This foreign exchange business is con¬ 
centrated in the hands of foreign banks and they make it invariably a 
condition, though not explicitly expressed but implicitly in their conduct, 
that they would encourage their customers to have their insurance effected 
only with foreign insurance companies thereby creating a block against 
the development of Indian insurance. Suppose the bigger interests of 
the country suffers. Then what would you suggest? 

Dr. Jeidels: I.have put the question whether the banking system is 
efficient. The system of the 16 or 18 banks is efficient, is fine, high 
class and cheap. 

Mr. Shanmukham Chetty: It is certainly so high class that none of 
us approach it. 

Dr. Jeidels: If you do not contest its efficiency but only say it is 
not available for Indians, then 1 can answer. 

Chairman: It is generally conceded that those banks are efficient. 
The majority of us admit the efficiency. 

Dr. Jeidels: I can answer the question. I cannot say that I have the 
impression that the Indian merchant, the Indian business man, is more 
or less excluded from the benefits of this class or that class of banking. 
We have 16 foreign banks. Many of these banks—I do not state this 
as a personal opinion, but take it from various papers of the committee 
submitted to our knowledge—are doing the majority of their business in 
India. .They have to do as large a business as they can in India and 
with everybody in India who is a good customer. The other class of 
foreign banks, not doing most of their business in India, Dutch Banks, 
a French Bank, Japanese Bunks, a Persian Bank, a Chinese Bank—could 
they be interested in leaving any good customer out? Do you think that 
all these banks of all nationalities could have a common policy in that 
direction? Do you think one could bring the American Banks or English 
or French or Dutch or Japanese Banks to an agreement, to exclude a 
certain class of Indian customers? Is that imaginable, gentlemen? It 
is quite likely that the business of banks with their various classes of 
customers is different in practice. If a customer comes to a bank and 
cannot speak any of the business languages, it makes a difference in 
his treatment. If he cannot give information about his standing, it also 
makes a difference. Banking business requires to distinguish the quality 
of the customers. But that any customer who is likely to bring to the 
Bank a profitable business—a small one or a big one—should he excluded, 
is not imaginable. The mentality of a Bank is to do all the business 
possible. Its fundamental principle is the distribution of the business 
among as many customers as possible. If you wish my opinion, 
I give it unreservedly as follows. The Exchange Banks are 
competing fiercely among themselves, with the result that everybody 
has full chance of getting the banking facilities which he needs. A Bank’s 
business is not a favour which it- docs to the customer I know that 
many of you and many of your witnes&es hold a different opinion, 
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out I must tell you that I consider that opinion as erroneous. The ques¬ 
tion ought to be regarded from the point of view of the development of 
the economic resources of the country. I do not at all dispute the national 
spirit; it is one of the highest sentiments and it exists in my country too. 
It is not out of place generally.; but it is out of place in refusing banking 
facilities. I will stick to this point of view and see no possibility cf 
changing my opinion on this general line. You must increase and improve 
the banking facilities of the country, and if you wish to do this, there is 
no room for national criticism of institutions which as banking institutions 
are in my opinion highly efficient. Now with regard to the insurance 
question. A bank lending money against security has the right to select 
the security. If a bank gets as security merchandise, it must be satis¬ 
factorily insured. To decide what is satisfactory must also be left to the 
bank, just as it must be left to them to decide to whom to grant loans, 
as the bank must be satisfied that the loans will be repaid on maturity. 
The bank is entitled and obliged to select the security and therefor to 
select the insurance. I do not know to what extent the banks try to 
out-distaneo certain insurance companies; I have not heard of it, I have 
only hoard that they select the insurance companies. My own bank in 
giving credits also allows only a small number of Insurance Companief 
and accepts well-known foreign insurance companies which offer the same 
guarantee. But we do not accept many other insurance companies because, 
we do not consider thorn as entirely fit foi our business. If wo give 
credit we have to select the security and an essential part of the security 
is insurance. I have studied the insurance problem in this country from 
the point of view of the capital available for nvestment in India by way 
of premium reserves. I find that life insurance business is smaller with 
non-Indian companies than with Indian companies. Business in non-life 
insurance is smaller with Indian than with non Indian insurance companies, 
but it has developed considerably during the last few' years, and it is 
certainly to be hoped that business of Indian companies will further 
progress. It should be an important field o: ! activity and be cultivated 
like all national' energies and resources in business. This does not mean 
that every single specialty of insurance business which is done satisfactorily 
by the big international companies, must by all means be taken up by 
Indian companies. They ought to select the most pi'ofitable fields. T 
agree with Mr. Subedar that the country at large needs efficient insurance 
against fire, for transport risks and so on, but whether the insurance is 
supplied from India or Germany or some other country, really makes no 
difference in my opinion. It must he efficient insurance, and this is just 
as important for the Indian as for the non-Indian customer of a hank 
which tries to select the insurance according to its experience about- effi¬ 
cient- insurance. My term of efficiency as guiding principle applies in 
banking matters ns to banking itself so also to insurance connected with 
bank transactions. 


Sir Hugh Cocke : I can say from experience that all that Mr. Chetty 
said may have been true 10 years ago. It is certainly not true now, that ex¬ 
change banks demand only certain European companies. Indian com¬ 
panies are accepted to-day. I have seen many policies. 

Mr. Sharim ukham Chetty : You might remember the evidence given fcy 
Mr. LaiJi Naranji on this point in which he gave a very good account of 
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Sir Hugh Cocke: On the question of a change of auditors, Mr. Lalji 
Naranji is reported to have recommended tc the shareholders that the 
European firm should be retained because the fact that the accounts were 
audited by the European firm helped them in their business. 

Mr. Shanmukham Chetty: If an Indian Insurance Company is restrict¬ 
ed even in regard to the choice of auditors, from that we can understand 
the plight of Indian insurance companies. 

Sir Hugh Cocke: I have only told you what he said the other day on 
the point. 

Mr. Manu Subedar : The disability however exists, whether it is diluted 
by the appointment of English auditor or not and the insurance is only 
accepted within certain limits. 

Chairman: I suggest that this might be taken up when we are 
dealing with that particular subject. 

Mr. Bamadas Pantulu: Assuming that foreign banks are efficient, 
that European management is most efficient, would you consider that 
efficiency rules out all considerations of development of national banking? 

Dr. Jeideh: Yes, decidedly so. What I have in mind is to help the 
development of Indian economic condition by supplying a good and effi¬ 
cient banking system. 

Dr. Hydev: Have there not been in your country from 1870 to 1918 
other factors which influenced the situation such as tariff policy, etc.? 

Dr. Jeideh: Development of the economic resources is the primary 
object and it requires the best banking facilities from wherever one can 
get them. This is true for my country as well as for every other. It is 
essential to develop and uphold the resources of the country. If not all 
banking facility and organisation is available at home, then it ought to 
ho taken from wherever possible. 

Dr. Hyder: Agriculture, industry and commerce, etc., have an im¬ 
portant bearing. Have they not? 

Dr. Jeidcls: Of course. But an efficient banking system is of the 
greatest help. 

Dr. Hyder: If the Chinese agriculturist were far better than your 
own agriculturist, you would give away your land to the Chinese? 

Dr. Jeideh : Are we speaking about Chinese agriculturists? 

Mr. Manu Subedar : In place of your banks, would you take the effi¬ 
cient foreign banks in India? 

Dr. Jeideh: That is a somewhat big question. If we were not satis¬ 
fied, that means, if our industry and commerce w ire not satisfied with 
the banking facilities they get at home—they feel sometimes not fully 
satisfied—they might. If they can get those facilities in Germany, they 
will take, them; but if they can get them better somewhere else, then 
they take them there. If a German Bank would open a branch in 
London—as has been the case up to the war—it would try to do its 
best to its English customers. 

Dr. Hyder: Why did you want to have mark payments instead of 
sterling? 

Dr. Jeideh: Every country tries as far as possible to introduce its 
own currency. In Germany we were not quite able to do so before the 
war, but with the liquid resources of the country growing and the rate of 
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interest nearing the international level we largely succeeded. However 
even in the last years before the war we had to procure for our customers 
English, Swiss, French bank acceptances, because they were cheaper. 

Mr. Manu Subedar : The foreign banks are very efficient and they 
give proper service? 

Dr. Jeidels : I am not criticising the customers’ attitude demanding 
foreign facilities. It is unavoidable. Germany has to export every year 
10,000 millions of marks which is about one-quarter of the industrial 
production of the country. In order to compete with other countries 
operating in the same markets, it is necessary to have the lowest possible 
working costs including the cost of financing. If therefor the financing 
is absolutely offered to our customers cheaper or more abundantly by 
foreign banks, the German banker may regret it but cannot criticise it. 

Mr. Manu Subedar: Why do they regret it? 

Dr. Jeidels : Because wo are ordinary human beings thinking of our 
own business. 

Mr. Ramdas Pantulu: I take it that your considered opinion is that 
if this Committee taking everything into consideration thinks that Indian 
banking development should take place by affording facilities to Indians 
and by restrictions on foreign banks, it will not be right? 

Dr. Jeidels: Every sort of restriction which- ycu put on any banking 
facility existing in the country is in my opinion, to the detriment of the 
economic development of India and I am therefore thoroughly against it. 

Mr. Manu Subedar: The biggest bankers in the world are Scotchmen. 
Why have you not imported them in your own country? 

Dr. Jeidels: I shall ask my colleagues at home, why we have not. 

Mr. Manu Subedar: On the question of efficiency, we agreed to differ. 
Now, I ask why in Germany the best article in the world in the nature of 
a banker, the Scotchman, has not been imported. If you disagree that 
the Scotchman is a great banker, I would ask who is a great banker. Why 
have you not imported them in Germany? 

Dr. Jeidels: I only know that in German banks everybody finds his 
place if he does good service, independent of nationality. For instance, 
in the foreign exchange business of banks in mv country, Austrians, 
Swiss, Hungarians,- etc., are employed. Switzerland is a comparatively 
small country and its citizens seek and find employment all over the 
world. Our banks take experience and competence wherever they can 
get it. German hanking gets of course most of its staff from its own 
country. We have 63 million people of whom two-thirds are living in 
Industry and Commerce; it has not occurred to us that we should import 
bank cierks. Besides, I do not think they have offered themselves to 
any extent. 

Mr. Manu Subedar: Won’t you like to replace these Swiss in your 
bank ? 

Dr. Jeidels: They have done us very good service. 

Mr. Manu Subedar: When they retire, would you like to put Germans* 

Dr. Jaidels: We shall look for the most efficient holders of the place. 
If we would particularly cultivate Indian or Chinese business, we would 
have to look out .for somebody who knows Eastern business. Be he 
Scotchman, be he a Swiss, he is welcome. I do not think that the 
national or patriotic element has really occiyred. 
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28th January 1931. 


Lala Harkishen Lai : You have used in your memorandum the ex¬ 
pression “on the English pattern” and you want to distinguish that from 
the German banking system which you call comprehensive banking. 
Will you kindly tell me what is included in the comprehensive hanking 
system which is excluded from the English pattern? 

Dr. Jeidels: I want to ask whether we ought to discuss that here or 
whether it should not be discussed under industrial banking. 

Lala Harkishen Lai: I want to know whether this is the only dis¬ 
criminating feature or is there any other? 

Dr. Jeidels: The definitions in banking are not very sharp as you 
know, and they overlap to a certain extent. I make a difference between 
industrial banking and industrial finance Industrial banking is the 
banking business with an industrial customer. Industrial finance means 
those financial transactions which do not occur in the course of ordinary 
commercial banking. If an industrial customer wants to have an over¬ 
draft, it is industrial banking; if he wants to issue shares, if he wants 
to increase his capital or if he wants to issue debentures, that is industrial 
finance. I think we want some sort of term in order not to mix these 
two things up. 

There is an important difference in the character of the working 
capital between an industrial enterprise and a merchant s business. The 
merchant’s working capital is much more of a self-liquidating nature 
than that of an industrial enterprise, where the working capital is practi¬ 
cally permanently invested at some place of the industrial undertaking; 
therefore, industrial banking is materially., not technically, not formally, 
somewhat different not only from industrial finance but also from com¬ 
mercial banking. Commercial credit is against some commodity which 
sooner or later moves and moves comparatively quickly, while the working 
capital of an industrial enterprise is permanent and not self-liquidating 
asset. Foreign trade banks of course prefer business with merchants— 
with importers and exporters—to ■ that with an industrial enterprise. 
There lies the practical difference. 

Lala Harkishen Lai: The English pattern is more restricted according 
to your remarks and the German system is less restricted. Apart from 
industrial finance or industrial banking is there any other difference 
between the scope of banking in England and banking in Germany? 

Dr. Jeidels: I do not think so. 

Lala Harkishen Lai: They cover the same field in both countries 
except that German banking adds one or two features which are con¬ 
nected with industries which the English pattern does not do? 

Dr. Jeidels: Exactly. 

Lala Harkishen Lai: The Joint Stock Banks in India have, some in 
the past and some now, been helping industries more widely than the 
Imperial Bank does. Do you approve of that or not? 

Dr. Jeidels: It requires a great deal of caution. It puts a certain 
strain on banking principles—on the liquidity of banking. 
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Lala Harkishen Lai : You think that wider experience in the manage¬ 
ment is required to do industrial banking business. How would you 
bring that into the service of the Joint Stock Banks? 

Dr. Jeidcls : I can only recommend cautious collection of experience and 
careful management. 

Lala Harkishen Lai : How would you bring that experience in the. 
service of the Banks? In the Directorate or in the management? 

Dr. Jeidels : In the management. The first responsibility rests in 
the management and only the second responsibility in the advice of the 
Board of Directors. 

Lala Harkishen Lai : I should like to know whether you would recruit 
your managers from the industrial life of the country rather than from 
the banking life? . 

Dr. Jeidels : If you ask for the Joint Stock Banks with limited re¬ 
sources, I think certainly from banking, because there it is particularly 
necessary to have always the banker’s principles in mind. That is the 
first requirement. In Indian joint stock banks I would say that a per¬ 
fect knowledge in banking is much more important than knowledge in 
industrial banking. 

Lala Harkishen Lai : Would you kindly tell me bow this knowledge 
is supplied in the management or the Directorate in other countries? 

Dr. Jeidels : This goes a little into banking education. I think it is 
necessary to lay particular stress on the proper, real banking education. 
If the manager is a clever man, wcll-cducated, honest, reliable and ex¬ 
perienced, and you ask where he might he less experienced in one of the 
two fields, ordinary banking or industrial banking, I would say that for 
joint stock banks it is better he is well educated in ordinary than in 
industrial banking. 

Lala Harkishen Lai : How is the deficiency of knowledge of industrial 
banking to be made up? 

Dr. Jeidels : You can supplement the management by somebody who 
knows trade and industry, who has learned in ndustry. You can make 
him second manager or sub-manager. In any case, give the real banker 
the post of manager and the first and last word to say. 

Lala Harkishen Lai: Is it done any where else? 

Dr. Jeidels : Yes, Sir. Also in Germany, where industrial banking 
and industrial finance is largely cultivated, I think the banker ought to 
have really the first and last word. 

Lala Harkishen Lai : I am asking whether the method of joining 
industrial finance with commercial finance is done in any other country? 

Dr. Jeidels : It is done on the whole European continent. It is 
done in the United States too. 

Lala Harkishen Lai: They have in the management additional staff 
conversant with industrial finance. 

Dr. Jaideh: I would rather like to speak of the management than of 
the staff. There is alwavs somebody in the management who specialises 
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more on the industrial side. But the one who attends to the banking- 
business ought to have the first and last word. Banking means doing 
business with other people’s money and the first duty of the bank is 
to safeguard the depositor. 

Lala Harkishen Lai: A deficiency is found in the Indian Joint Stock 
Banks that they are not cultivating, from the capital point of view or 
from the depositor’s point of view, industrial banking? 

Dr. Jeideh: I do not know whether that criticism is justified. 

Lala Harkishen Lai: It is a fact that I know of. What would you 
advise in order that this deficiency may be removed? 

Or. Jeideh: You will find that in the industrial memorandum 1 
have recommended very great caution because that kind of business 
involves fixed investment. I think I must emphasise that sound banking 
is the more important requirement. 

Lain Harkishen I.al: I do not say that It is not important. But how 
to add this industrial wing? 

Dr. Jeideh : You can only do that if your ordinary banking is absolutely 
sound. If the ordinary banking contains some weak spotB, or if your 
loans are not easily realisable, then the joint stock banks ought to keep 
away from industrial banking because it involves dangers. If you speak 
of industrial banking in the proper sense it means cultivating those loans 
which are given to industrial clients. That is what I understand by 
industrial banking. I think that is not an improper field for the joint 
stock banks, but they must be careful to ascertain whether they can 
get for money back when the depositors want theirs. Industrial banking 
in this sense is a little more dangerous than the pure commercial banking 
against self-liquidating securities. I must advise that no bank in any 
branch of business ought to dispense with the necessary liquidity of its 
assets. This is the real dominating feature. 

Lala Harkishen Lai: I quite realise your principle of soundness and 
liquidity. I quite realise that a bank with a small original capital should 
not venture into the industrial field. At the same time industrial banking 
ought to come in. But you can advise us on the model of Germany or 
Italy or some other country which have their capital parallel to ours. 
In this country the Imperial Bank has one of the best proportion of 
deposits to the capital. It is only 1 to 7, or perhaps less than that. It 
has nearly 11 crores of reserve and capital and the deposits during the 
last few years have been ranging about 70 crores. That bank from your 
point of view is in an eminent position to come into the Industrial field? 

Dr. Jeideh: I think so. 

Lala Harkishen Lai: Any other bank answering to that description, 
that is, with the ratio of capital to deposits as 1 to S or 1 to 6 or 1 to 
7 or 1 to 8 will be in the same position? 

Dr. Jeidels: I think so, if it answers your description of the Imperial 
Bank. 

Lala Harkishen Lai : And therefore it follows that those banks which 
do not receive a very large proportion of deposits in proportion to their 
capital are the best banks to invest money in the industries? 
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Dr. Jeideh: I do not quite follow the conclusion. May I illustrate 
the whole, matter? Let us lake the case of a sugar factory. The bank 
may give a proper commercial credit against deposit of sugar in a ware¬ 
house. They take the sugar under lock and key and give a loan with 
10 or 20 per cent, margin against market price. That is commercial 
banking. With a sugar factory there is also a large quantity of sugar 
in the factory itself, practically in course of operation. Besides, that 
sugar factory has a number of outstanding accounts, and their amount 
proves to be in sound relation to the liabilities. An examination of the 
sugar factory shows that it is in good operation and under reasonable 
management. If the Bank gives credit to that sugar mill without having 
the sugar under lock and key, it does industrial banking. 

Lai® Harkishen Lai: But if the lock and key is put on, that is com¬ 
mercial banking? 

Dr. Jeideh: I think so. May I ask whether this definition is 
accepted as a rule by the exchange banks or the Imperial Bank? 

Mr. Lamond: We do not put our lock and key in industrial financing. 

Dr. Jcidels: Then you do industrial banking? 

Mr. Lamond: Yes. 

Mr, Buckley: As far as we are concerned, it is a question of the 
difference between unsecured and secured eredit. 

Chairman: I understood you to say yesterday that your commercial 
banking also contemplates what is known in this country as clean credit? 

Dr. Jeideh: Yes. 

Chairman: That is eredit without any tangible security ? 

Dr. Jeideh: Yes. One further point. My banker may say “The 
enterprise is good, but after all the sugar mill is not so large and it is 
against my principle to give unsecured credit. So I shall ask for the 
title deeds to be deposited as a sort of emergency security." That is 
also industrial banking. 

Lala Harkhhen Lai: What one would call here collateral security. 

Dr. Jeideh: Yes. It is an emergency security. Such industrial 
banking, if it is done very carefully, I consider legitimate for the joint 
stock banks. 

Lala Harkishen Lai: You say here, “As far as their business differs 
from the pattern it is mainly due to special Indian conditions”. That 
means the English pattern? 

Dr. Jeideh: The English pattern of specialising. 

Lala Harkishen Lai: Would you specify fhe special conditions of 
India you had in mind? 

Dr. Jeideh: It is a country with a limited bill market and where the 
agricultural produce plays a very considerable part. 

Lala Harkishen Lai: So far ns my experience goes, the bill market 
has suffered for two causes: (1) the over draft system and the cash credit 
system of the banks and (2) the high stamp duty. In the case of bills., 
if it is for 3 months and it has to be renewed it comes to about 3i per 
cent. in. one year. For the sake of argument let us take it to be 8 per cent. 
There are two factors which militate against the bill market. One is the 
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stamp duty and the other is the cash credit system which really is much 
more facile than the bill market. The question that I ask is, supposing 
the stamp duty is high as I am putting it and also that the cash credit 
system has really militated, how would you remedy these conditions in 
order to bring the bill market into being? 

Dr. Jeidels: I shall try to answer your questions but it will have to 
be thoroughly discussed in dealing with the Money Market, as it is an 
essential part of it. When there will be a Central or a Reserve Bank, 
as you call it, in this country, then the bill market will no doubt be 
enlarged and better equipped. I think the habit of cosh credit is due 
mainly to its advantages compared with any kinds of loan. If the sugar 
mill sells to its customers on 60 or 90 days’ bills, then the use of bills will 
probably be cheaper than cash credit, but in the case of a transaction 
of a shorter duration cash credit may be cheaper. I think the customer 
in this country calculates thoroughly the various possibilities. 

Lala Harkishen Lai: Here, taking the sugar factory, the sales are 
effected in this fashion. The purchaser agrees to take a supply within 
some definite period and some kind of memorandum is written up. The 
goods remain in the mill itself and in the memorandum it is stipulated 
that a portion of the goods is to be removed within a week, fortnight, 
or a month and so on. Sometimes the payment is delayed, but still no 
bills are written up. 

Dr. Jeidels: This would mean that the industry is not sufficiently 
accustomed to the use of bills. 

Lala Harkishen Lai: Therefore, the customer ought to bring the bills? 

Dr. Jeidels: I do not understand this statement. 

Lala Harkishen Lai: I am a sugar manufacturer myself. I do many 
transactions including one this morning. You have to accept facts as 
I place them before you for the sake of argument, because I know 
those facts in some cases much more than you have been able to acquire. 
Now then, you said that if a man possessed a bill, he will go to the 
bank and sell it to him. The practice in this country is not to have 
bills against goods sold. In" other countries the practice is that as soon 
as goods are delivered, bills are drawn. 

Dr. Jeidels: That is an important statement which you have just 
made. 

Lala Harkishen Lai: I am asking you how you would remedy that 
state of affairs? 

Dr. Jeidels: By introducing bills. May I put a question to elicit in¬ 
formation? Is the stamp duty a central affair or a provincial affair?— 
It is a provincial affair- 

Dr. Jeidels : My point is that it should not be so. It should be unified 
for all India. 

Chairman: One of the proposals which has been under consideration for 
some time and will probably be taken up more seriously in connection 
with the new constitution for India is that the stamp duty on commercial 
paper should be centralised and adjustments made with the provinces- 
So, that is a point which is already engaging the attention of the Govern¬ 
ment. 
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Lala Harkishen Lai: In our Punjab Committee Report we have dis¬ 
cussed this question from the point of view of centralising and from the 
point of view of reducing the stamp duty. Then, do you agree that one 
of the methods would be to reconsider the stamp duty? 

Dr. Jeideh • I do not object to the stamp duty if it is up to one-half 
per cent, per year, but my criticism is against its being a provincial affair. 
The provincialisation of a matter of general trade like this should be done 
away with altogether. 

Chairman: Supposing ihe rate is found to be three-quarter per cent, 
per annum, would you call that on the high side? 

Dr. Jeideh: Yes. 

You yourself prefer that it should be reduced to one-half per cent.? 

Dr. Jeideh: Yes. that ought to be the limit in a country with a rather 
high interest rate. In my country where also high interest rates prevail 
nowadays, we had 4/10 per cent, some years ago, but it has been reduced 
more recently to 2/10 per cent, per annum. I think for this country, 
taking everything into consideration what Lala Harkishen Lai has said. 
I think half per cent, ought to be the limit. May I know on what terms 
and conditions the sugar mill sells its produce to its customers? 

Lala Harkhhen Lai: If it is a small contract, then it is sold on ready 
delivery terms which means on a week’s time or a month’s time. They 
pay cash as they take delivery of the goods, but most people take delivery 
on the last day of the month and pay cash. Sometimes bills are drawn 
for 3 or 4 days when goods are despatched outside the factory to a distant 
destination. The bill is handed over to the bank with a railway receipt. 
The railway receipt is purchased by the purchaser of the goods op pay¬ 
ment of the bill. That is one system. Another system is selling forward 
on 4 to 6 months delivery. In that way instalments are fixed and when 
nothing is decided upon, the man has the choice to make the delivery. 
There are, however, places where timber is sold exactly as you say. In 
the Peshawar District sugar is sold at 1/3 cash and 2/3 bills and the 
same kind of transactions was introduced in some other places, but here 
again the cash credit system has come in and the bills have disappeared. 
But in the matter of dealing with general commodities issuing of bills is 
not in vogue, but I want your recommendation on the subject, how best 
to introduce the hill habit. 

Dr. Jeideh: Excuse my cross-examination. My point is that bills 
come to the bank and are net created by the banks. The bill habit must 
therefore be re-introduced in trade, unless bills are too expensive to dis¬ 
count or the banks refuse to discount them, both of which is apparently 
not the case. 

Lala Harkishen Ijdl: Banks generally do not refuse to discount bills, 
but all depends on what the man is worth, his status and so on. Yester¬ 
day I was asking you some questions about the soundness and stability 
of the banking system. My own experience is that the banking system 
of any country is entirely dependent on the system of commerce prevalent 
in that country. If the industry is sound and the commerce is sound, 
then banking can be sound. Is that not so? 

Dr. Jeideh : Quite so. 
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That is exactly what I wanted to get from you. If the commerce 
and industry is sound, then it will not be difficult to get bills. Such 
being the case I want to find out whether our banking is sound or. not 
according to you? 

Dr. JeideU: I should think that the primitive methods now in use 
are more due to the trade conditions than any defect in banking. 

Sir Pur*hotamd(i8 Thalmrdaa: Is it not due to a vicious circle? 

Dr. JenlcU: If the banks refuse to discount bills or would make it 
so expensive that it does not pay to draw bills or just es cheap as to take 
cash credit, then of course banks can be put to blame, but I understand 
the banks generally charge about 1 per cent, above the Imperial Bank 
rate in discounting these bills. 

Sir Pur8hotamda8 Thalturdaa : But the question is what percentage 
of the total commercial community handling internal trade the banka 
actually come to know of. In order that a banker may discount a bill 
he should know something about the party. I am, however, not speaking 
of banks as a whole. My point is that the big banks know only the top 
layer of the Indian commercial community, but we all know that there 
are several layers of the commercial community underneath who play 
an important part in the turnover of the trade of the country. We are 
not concerned with the upper layers of the commercial community. 
Supposing for example, a sugar dealer takes a bill from a man, say, 
who is in layer No. 8, and the bank refuses to discount the bill on the 
ground that he does not know anything about him, then that iB an 
anomalous position. I just wanted to know whether this point has struck 
you. the fundamental point being, the number of people known to the 
banks. 

Dr. Trip : In my memorandum on the Money Market I have touched 
on that point. I sav the lack of bills in this country 1 b not a result of a 
lack of organisation only, but a lack of knowledge and confidence and 
touch. Without confidence, knowledge and touch there is no possibility 
for a bill market to come into being. And so long as these factors remain, 
even when u Reserve Bunk is started I am confident that the Bill habit 
cannot be developed. 

Dr. JeideU: I quite agree. 

Dr. Trip: We all, of course, wish to develop the bill market but we 
must absolutely be in a position to know what the real factors are and the 
difficulties that lie in the way of its development. I do not criticise the 
banks, but I think in this country there is this difficulty of finding out 
the position and the standing and respectability of the signatories to the 
bills and as long as that iB not got over, you oannot develop the bill 
market in this country. I will deal with the question more largely when 
we come to the question of the money market. 

Chairman: That is very interesting. Lnla Harkishen Lai's first point 
was how far the growth of the Bystem of cash credits was impeding the 
growth of the bill habit. The other point waB that the stamp duty was 
impeding the bill habit. His other point was that the growth of the 
cash credit system in recent years is not only impeding the development 
but actually reducing the ground previously oovered by bills. That is 
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also a matter which we might usefully discuss at a later stage. If Dr. 
Jeidels wishes to discuss it here, I am quite willing to allow the discus¬ 
sion to proceed. 

Dr. Jeideh: I suggest that it be taken up with the question of the 
money market. 

Lala Harkiahen Lai: I agree. 

Chairman: You will find a great deal on the point as to what extent 
the growth of the system of cash credits has not only impeded the 
development ot bills hut also reduced the ground previously covered in 
Mr. Macdonald’s evidence. If you will kindly look into the matter when 
you are dealing with the question of bills, it would help us. 

Mr. Lamond: I want to know' whether you would approve of bills 
replacing cash credits when they are held by a dealer ir a godown awaiting 
■sale, whether you would approve of that being done by bills instead of 
-cash credit? 

Dr. Jeidels : Yes, certainly, by bills instead of by cash credit, to put 
the country more on the basis of bills than of cash credit. That is a 
very essential point. 

Chairman: If you will kindly consider that, and bring it up in your 
discussion later on, I shall be obliged and the members would profit by it. 

Dr. Hyder: I wish to bring out a passage from the Beport of the 
Taxation Enquiry Committee so as to put our friends in possession of 
facts in reference to the duty on bills compared with other countries. 

The corresponding rates in England and the United States of America 
■are— 





England. 

United States. 




Per cent. 

Per cent. 

Transfers 

• 

• 

1-0 

10 

Bonds . 

• 

« 

. -125 

•05 

Bills of exchange . 

. 

• 

. -05 

•02 


The duty on bills in India is, therefore, nearly double that in England 
and nearly 5 times that in the United States, and that on bonds 4 times 
that in England and no less than 10 times that in the United States. 
Moreover, the disparity in the case of bonds has been accentuated by the 
fact that in some cases provincial legislatures have increased the rates of 
duty by 25 to 60 per cent. 

Lala Harkiahen Lai: Then you say "The lack of a central bank. 

competitor’’. This I suppose implies the function of a banker’s bank 
end the joint stock bank should be separated as early as possible? 

Dr. Jeidels : It will be in time. It is something unusual. 

Dr. Trip: It is not usual I quite agree, but it may be desirable under 
certain circumstances. The Reserve Bank is not purely a bankers’ bank. 

Chairman: Reserve yourself on that point. We will pursue the dis¬ 
cussion when we are discussing that particular question. ■ 
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L ala Harkishen Lai : Would you tell ua how bank acceptances are made- 
and what advantages they have. I want to know the method in which' 
bank acceptances are done, and wliat useful purposes they serve? 

Dr. Jeideh : It serves the useful purpose, that it is the cheapest form, 
of banking credit. Instead of a cash credit which your sugar factory 
gets from the bank, the bank could put its own acceptance at the disposal 
of the sugar factory. Banker’s acceptances are the highest class of bills 
in a bill market; "those bills are selling at a more favourable rate—at 
lower rate of interest than any other bill. The English banks formerly 
held their acceptance only at the disposal of import or export transactions; 
but they do it now largely for all kinds of business, because it supplies 
the cheapest sort of credit. 

Lala Harkishen Lai : Does that mean that really an acceptance is 
useful when there is a bill market? 

Dr. Jeidels : Yes. In the absence of a developed bill market in India 
you could do nothing in this direction. The commercial banking of the 
country 'is in its methods somewhat primisive, as I wished to illustrate 
by alluding to the lack of bank acceptances. 

Lala Harkishen Lai : I am rather pleased, that you have made this 
reference. If some banks started this (acceptance), this will be very 
good support for acceptance market ? 

Mr. Currie : Yes. 

Lala Harkishen Lai : When you speak of the commercial banks here 
accepting the German system of more comprehensive banking, is it to- 
supply the place of the private banker also? 

Dr. Jeideh : Yes, the English private banker. Most English private 
bankers do issuing business in shares and bonds. He helps industrial 
and other companies to increase their capital. 

Lala Harkishen Lai: Not under-writing? 

Mr. Currie : I am an English private banker. I am not an issuing 
house. In the old days a very large number of banks in England were 
private banks and there were partnerships. There were in it various 
men who were rich. They did all the banking of England. As joint 
stock banks came in they competed with the result that they acquired 
the interest of the private bankers and in other cases provided bankers 
themselves to joint stock banks. My own family firm amalgamated with 
Messrs. Glvn Mills Sc Co., and we subsequently acquired the business of 
Messrs. Holt & Co. They started getting private accounts and other 
business which needed at various times advances and in that way built 
up business. 

Lala Harkishen Lai: I want to know what fields they cover? 

Mr. Currie : They cover all the field now of commercial banks. The 
difference in the fields they cover are issue and stock brokerage. Whereas 
in Germany all the banks are members of the Stock Exchange, in England 
none of them are. 

Dr. Jeidels : I had those bankers in mind, who are issuing houses. 

Lala Harkishen Lai : You will recommend a slightly modified form 
as you have put it here? I 
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Dr. Jeidels : Yes, industrial finance and stock exchange business are 
■also included in my, term of comprehensive banking. 

Lala H arid alien Lai : So far as investment in Government securities 
is concerned, do not banks on the Continent do it? 

Dr. Jeidels : That was discussed yesterday. 

Lola Harkishen Lai: I want to know whether you lay emphasis on 
the word ‘‘very largely:" Compared to the continental banks are the 
Indian joint stock banks dealing more largely in Government securities? 
The Peoples’ Bank have 80 lakhs in Government securities of its own 
against advances on all sorts of securities of 2 crores and 30 lakhs. We 
have about 40 lakhs in cash. 

Chairman: I shall give one instance, which came to my notice. I took 
the figures from the balance sheet. The figures are. 


Ha. 


Investments in Govt, securities . . . 

31 

lakhs, 

Doposita with banks ..... 

. 14 


Loans, bill3, discounted etc., fully secured 

21 

m 

Pro-notea joint ..... 

69 

M 

„ single ... ■ 

1 

»» 

Bins . . • 

33 
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That does not confirm the statement you have made here. It is roughly 
25 per cent, of the total? 

Dr. Jeidels : Indeed, that if a bank has 25 per cent, of its assets in 
Government securities, this is a very large percentage of its liquid re¬ 
sources for investment in Government securities. If you had a Beserve 
Bank the Bank would certainly have less Government securities and more 
bills. 

Dr. Trip: What are the Government securities? Are they loans? 

Mr. Laviond: They include treasury bills. 

Dr. Trip: As long as I do not know what the division is, it is very 
difficult to give an opinion. 

Mr. Lamond: These are the figures for the big five in England, 224 
millions in investment, and trade advances 1,256 millions. That is 
roughly about a fifth. 

Mr. Currie : As against that, they have a large proportion of their 
liquid acsets in bills, which Indian banks do not have. 

Dr. Jeidels : In this country it is profitable to hold a certain amount 
of Government securities, owing to their comparatively high yield of interest. 

Chairman: We do not know how much of the 31 lakhs invested in 
Government securities bv the Bank in Madras, consists of treasury 
hills. Lala Harkishen Lai himself is a banker; he may be able to give 
you some details. I am simply referring you to the figures which came 
to my notice? 

Dr. Jeidels : If you ask me, Mr. Chairman, whether the large invest¬ 
ment in Government securities strikes me as a special feature of this 
country, I say, that indeed it strikes me as such. 

Mr. Lamond: The Canadian Banks have a large percent, of treasury 
hills, 70 millions, and discounts and advances 299—about 20 per cent. 
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Dr. Jeidels: I do not want to be inquisitive. But of the 80 lakhs 
invested in Government securities by the Peoples’ Bank, how much is 
in treasury bills? 

Lala Harkishen Lai : Very few treasury bills. Perhaps 2 lakhs are 
treasury bills. | 

Mr. Rushforth : I have here the figures for all the banks in India for 
1926, 1927, 1928 during which years I do not think treasury bills played 
a very important part. Perhaps you would like to hear the figures. 

Central Bank of India— 


Gilt edged securities . 

Loam, advances 
Bills discounted 

Allahabad Bank. 

Gilt edged securities 

Loans, bills discounted, pro-notes 


. 8 crores 22 lakhs. 
. 0 
• 1 


, 3 crores. 
: b „ 


Dr. Jeidels: I would like to emphasise, that my remarks on this- 
matter are not meant as criticism. If one wishes to describe commer¬ 
cial banking one has to point just to those features which are Indian and not 
general features. With the Reserve Bunk in existence, you will have 
more investment in bills and less in Government securities. I am not 
speaking of treasury bills, as no separate figures are available to us. 

Lala Harkishen Lai: The Government' does not at present sell a large 
anipunt of bills to banks but to outsiders, because the Government is 
paying today over 6| per cent, as interest, while no bank is paying 6 per 
cent. 

Dr. Trip: It will have big consequences on the financial policy of the 
Government. 

Dr. JeidcU : This is why I drew attention to the fact. Not that any 
measures should be taken in respect of it, but one ought to show those 
features which are c-ssential for future development. If the banking system 
develops from somewhat primitive to higher forms, the Government will 
have to look out for finding new markets for Government securities, and 
I do not think the amounts are so large that this would create difficulties. 
I think the amounts in question are certainly not more than 40 or 50 
crores. and not all of it will be replaced by bills. 

Mr. Khaitan: Don't you think it is a very good point for consideration 
by the Committee so that measures may be advocated for the improve¬ 
ment of banking in the country? I did not quite catch the point when 
you said “I do not draw attention to this with the intention that any 
measures should be taken in respect of it”. 

Dr. Jeidels: It is quite natural that if the banking assets are largely 
in Government bonds and not in commercial bills, then the country at 
large, is of course, less supplied with bank'ng facilities. Every crore of 
liquid assets invested in commercial bills instead of in Government bonds 
is an increase of the banking facilities of the country. Let us use the 
analogy of yesterday again, the physician examining the patient. He 
makes observations showing prospects and possibilities which may develop 
but they do not urge him to perform an operation: they do not call for 
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immediate action. Banking is an evolution; it is not made but develops and 
in exanvning the banking conditions of a country one has to find the 
traces of prospective future development. I think that with an increase 
of the bill market banks will by and by ho able to use their liquid re¬ 
sources more in the banking business of the country. I consider this a 
sound prospect, to which one may look forward, but which does not call 
for specific measures, particularly not legislative. It forms part of the 
normal development of the country and of a healthy one. 

Chairman: That was the reason why I was trying to fix the issue, and 

1 wanted to hear from you what in your opinion is too high a percentage. 
You say it is 25 per cent, from the figures we had before us in India. 
Now, in the ease of the Big T'ive in England it is 20 per cent. Then you 
raised the question: Do those figures include Treasury Bills or not? Now, 
even if they included Treasury Bills, that is Government loans, the point 
of view which you are now placing before us would still be there. You 
see whatever importance may be attached to that, view would be irrespec¬ 
tive of the fact whether the holdings in Government paper are in long term 
securities or in Treasury Bills. It is of some importance from the point 
of view of this Committee, and I simply mention the point now. Perhaps 
we will deal with it when dealing with this question of the money market 
and commercial paper. 

Lola Harkishcn Lai : There are banks like the Central Bank with 47 
per cent, of its reserves invested in Government securities, and I know 
•of a bank called the Punjab and Sind Bank which has got 60 per cent, 
in Government paper. In the same way the Punjab National Bank has 

2 crores as against 3 crores advances, a bigger ratio than the Bank of 
India. 

Mr. Khailan: I believe the Imperial Bank itself, which is the biggest 
bank, invests about 33 per cent, in Government securities. 

Lola HarkUhcn Lai : When I read the word “large” I read it as appli¬ 
cable to all those banks. 

Mr. Mann Subcdar: It that position is such would you not suggest 
some means of bringing it into line with the other countries? 

Dr. Jcidch: Y'es, by ihe establishment of a Reserve Bank. It seems 
to rne impossible in any other way. 

I.ctla Harliixhcn Lai: You hesitate to give us any advice how to im¬ 
prove the present position with, regard to loaning. Would you think out 
and give us some real lead in this matter? 

Dr. Jeidels: I tried to allude to a few points which would make it 
easier for a bank to take less simple security, suck which is less easy to 
realise. The bank has to be satisfied about the quality of the loan. If it is 
possible to satisfy the bank that the loan is just as good without security 
or with some other than quickly saleable security, then the bank may 
agree to it; to establish these possibilities, I tried to give some suggestions 
which are not meant as more than hints. I suggest that as far as I know, 
(he country has not one general and simple commercial law. Of course, I 
must not be examined on the legal situation of the country. I only know 
that a simple and uniform law, which facilitates business everywhere, 1 
does not exist here, and that one hears many complaints. Some speak 
of the Hindu Family law, which seems at least not a simple 
local situation. All countries which have developed economically have 
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tried to simplify and to standardise conditions, and quite important among 
such is a good commercial law. Some of the economic progress in my 
country up to the War I attribute to the clear and simple legal conditions 
which were in the year 1900 crowned by codification of the general civil 
law. Our commercial law was codified immediately after the establishment 
of the German Empire, a commercial law which applies to all parts of 
the country. This makes it, of course, very much easier to be satisfied, 
whether the credit is by all means secured. I tried by the wording of 
the memorandum to avoid that T should be examined on the subject; I 
am not competent to speak on legal conditions in India, but I don’t 
believe to say too much, in expressing an opinion that they are more com¬ 
plicated than those in my own country und in many other western 
countries. Take only two countries which have codified laws, France and 
Germany. In France you have the perfect Code Napoleon which is one 
of the most marvellous codified laws with regard to simplicity. In Germany 
you bave the German commercial law of 1872 or 1878, and the general 
civil law of 1900. Kemoving economic differences and internal barriers to 
business in the country is one of the methods to laise banking to a higher 
standard. The second suggestion was in regard to the problem, of getting 
that kind of information—I do not say sufficient information, but that kind 
•of information to which modern banking is used. 

Lain Harkishen Lai: Would you kindly tell us how you tabulate and 
how you collect the information in Germany? 

l)r. Jeidels: I am sorry I did not bring one of these files from home 
which we use in my bank for every customer. In most western countries 
there are one or more agencies, like Dunn’s Sevd’s. We have an all- 
round information service and use also foreign agencies, because the geo¬ 
graphical distance often improves the quality of the information. We also 
collect private information and principally we have the customer’s balance 
sheet. 

Lala Iiarlishcn Lai: One is the public institution? 

Dr. Jeidels: Yes. they are commercial firms which makes it a business. 
They take subscriptions and sell their information. 

Lala Harkishen Lai • Another is private enquiry? 

Dr. Jeidels: Private enquiry through other banks. 

Lala Harkishen Lai: And the third U the balance sheets of the firms? 

Dr. Jeidels: The balance sheet and the accompanying information 
which the customer gives, his own statement. 

J.ala Harkishen Lai: That is on what really the credit of the people 
depends, these three kinds of information. You also get from abroad in¬ 
formation from foreign firms, not German firms? 

Dr. Jeidels: Yes, we sometimes use foreign agencies like Dunn’s and 
Sevd’s. 

Lala Harkishen Lai: Is there any agency for India? 

Dr. Jeidels: For India we would probably write to an Exchange Bank. 

Lala Harkishen Lai: I found in 1924 in the Deutsch Bank at Berlin 
rhe names of half a dozen people of Lahore with very interesting informa¬ 
tion about them which was not in accordance with my information. I do 
not say that it was correct or not, but it was there. 
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Dr. Jeidels : A service like Dunn’s or Seyd’s is one of the most wonder¬ 
ful organisations which I know in the world. That is why a bank never 
relies exclusively on its own knowledge, it is not even satisfied with the 
customer’s statement. It also consults the information from these organi¬ 
sations. because they have so great an experience that they accept some 
statements and doubt others. 

Lala Harkhhen Lai: How would you in that information deal with 
people who are very sound and not speculative, but who, at a later stage, 
beg ; n to speculate? 

Dr. Jeidels : They would add: “Mr. so-and-so is somewhat open to 
temptations”. 

Lala Harkishen Lai: A man must not be open to temptation from the 
very start? 

Dr. Jcideh: They generally give the history of the firm, when it was 
founded, what its capital is and so on; that figures are not available or 
that the figures are of doubtful value; with whom he does his banking, 
etc. 

Lala Harkishen Lai: That is all right, but the question that I ask is 
this: A man may be reported very sound in all these three statements that 
you get, but he might take to temptation at a later stage. How do you 
guard against that? 

Dr. Jeidels: Such information is no insurance. 

Mr. Khaitan: Is it not revised from time to time? 

Dr. Jeidels: Yes, it is revised before using the information; if it is 
say two months old one asks before deciding whether it is up to date or 
whether there is an addition. I have made a practical suggestion to 
create some sort of reliable information service. Of course, one country 
cannot be developed ou the same pattern as another. The Chambers of 
Commerce have, I trust, some way to suggest. Please consider whether 
it is not possible to build up an Indian institution to supply information. 
Tho banks use at present the shroffs and make a note of what they hear 
from the shroff. I have seen a few shroffs and admire their knowledge, 
but I am a little afraid of it being too much a matter of memory. The 
information which was given to ine was really marvellous, but it relies 
•on memory, and memory is not a part of modem organisation. 

Mr. Manu Subedar : Has this system been known to be incorrect? 

Dr. Jeidels: The firms exclude responsibility. There may be errors, 
but I think the percentage of error is very small. 

Mr. Casscls: Very small indeed. 

Dr. Jeidels: If you start something like that in India it will be im¬ 
perfect in the beginning. 

Mr. Casseh: As a matter of fact they are publishing a book each year 
in which they give a list of hundreds of names of the more important busi¬ 
ness firms which are so well-known that they can put down their worth in 
a very few words. 

Mr. Lamond: In our bank, in up country branches, during the last 
few years, wc have encouraged them to give a statement of their position. 
Our information has improved tremendously during the last two years. 
We did not receive it before but now we have started it. 
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Lala Harkishen Lai : You say that the Joint Stock Banks and the- 
Imperial Bank are cultivating a kind of business which may seem un 
important from the Western point of view but has the advantage of en¬ 
croaching upon the field of the money lender. You approve of it for 
cha 1 reason? 

Dr. Jeidcls : Yes, very much so. 

Lala Harkishen Lai: You are very much against the money lender? 

Dr. Jeidels : Yes. 

Lala Harkishen Lai: Money lender in India or in all countries? 

Dr. Jcidels: In India. I do not know of them in other countries. 

Lala Harkishen Lai: Your reasons for that, please? 

Dr. Jcidels: Ho takes too high interest. 

Lala Harkishen Lai: In the Punjab Committee we have thrashed this 
out and we have come to the conclusion that he does not recover what 
even the hanks do? 

Dr. Jeidels: If a man lends at excessive interest to somebody who is 
not good and is likely to pay only the interest and not the capital, even 
that docs not change my opinion about the method, that is charging high 
interest. It is only this to which I object. 

Lala Harkishen Lai: What is a high rate of interest? 

Dr. Jeidcls: It is difficult to say. 24 per cent, is high. 

Lala Harkishen Lai: The information that Mr. Darling has collected 
show's that in Java the rates sanctioned by the authorities are much higher 
than any Indian money lender thought of getting. I think 65 per cent, 
is the rate mentioned. 

Dr. Trip: Oh no. 

Lala Harkishen Lai: Mr. Darling who has been Registrar of Co¬ 
operative Societies for a long number of years and who has been studying 
the subject all over the world had ideas against money lenders severer 
than those of Dr. Jeidels. But after tho enquiry which he has made he 
has changed nis opinion. Doctor says that he is only agaiust tho money 
lender in India and not against tho money lender generally. 

Dr. Jeidcls: If you show me similar practices, I am against the others 
too- 

Lala Harkishen Lai: To charge High rate of interest is the crux of 
the whole thing? 

Dr. Jeidcls: Yes. I do not mind the money lender as such. Money 
lending is absolutely legitimate; but the money lender should not charge 
excessive interest. 

Dr. Trip: In Java this can only relate to advances made in kind in 
paddy especially. What we cal] the People’s loan system is under the 
authority of the Government. They do not lend money on higher rates 
than on an average 13 per cent. I can show you the official report. 

Lala Harkishen Lai: I will write to Mr. Darling and get the state¬ 
ment. What is the rate on paddy? 

Dr. Trip: Paddy is lent in kind. It comes to about 50 per cent. Bui 
that is an organisation of the village itself. The profits they make remain 
in the village itself, in the co-operative societies. It comes to 50 per 
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cent, for a harvest, that is for six months. It really comes to 100 per 
cent, per annum. 

Mr. Devadhar: Is it a registered co-operative society? 

Dr. Trip: It is an organisation of the village. 

Lola Harkishen Lai: You say: "An important problem is the use 
of the vernaculars in the various fields of banking”. We had a discus¬ 
sion in our Committee about cheques being written and signed in the 
vernaculars. The objection was raised that the signatures could not be 
so easily identified as in English. Is that your experience also? 

Dr. Jridels: That is the cause of my suggestion. A certain standardi¬ 
zation is necessary in order to develop the economic resources of the 
country. Each country has its own difficulties for standardisation. I quite 
see that on this continent with a population of 1500 million, the obstacles 
arc great, but they ought to be overcome somehow. Vernaculars must be 
used; otherwise banking cannot penetrate the country. As reported 85 
nor cent, of the population are illiterate and of the remaining 15 per cent, 
some are literate in less frequently used vernaculars- I therefore think 
that something should be done, but actually what should be done T cannot 
tell you, it requires a more through knowledge of Indian conditions. 

Mr. Mann Svbedar: There is "no less frequently used vernacular” in 
India- Literacy involves a standard, vernacular in each province. 

Dr. Jeidels : I am not competent to speak about the vernaculars of 
India, knowing none of them myself I cannot say how far they are related 
to each other. But T have read of the existence of 220 languages in the 
country and that creates a difficulty for banking business. 

Mr. Manu Subcdar : Have you not got 20 or 30 dialects in Germany T 

Dr. JeideU • There is only oue language in Germany. In Italy, for 
instance, 6 or 8 dialects have more the character of languages, but only one 
language is iu official use. 

Mr. Manu Subedar: In Berlin I found different dialects. 

Chairman: You are really referring to scripts. You say there are 220 
scripts. 

Dr. Jeidels: No, to languages, not to scripts, which, are less numer¬ 
ous, as I understand. Please do not examine me on the point. I only 
know for certain, that it is not a standardized country. I made the sug¬ 
gestion, in order to make banking simpler and easier. The principal bank 
of the country ought to tfdse the matter in hand. 

Lala Harkishen Lai: In my Bank we do keep accounts and we do let 
people write out in Urdu and Gurmukhi in the Punjab and we find no¬ 
difficulty. 

Dr. Jeidels: I would not like to go into details about it. But the fact, 
that some banks do this and others do that—is just what I object to. 

Chairman: Even so, I believe you have a rule by which you definitely 
safeguard yourself against any loss which may arise by the use of any 
of these Indian vernaculars. 

Lala Harkishen Lai: Our men think that they can distinguish thfr 
signatures. The idea that the vernacular signature cannot be identified 
is not supported by the C. I. D. either. Experts make out- the vernacular 
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signature as easily without knowing the language. That means that it 
can be standardized. In England I found that my character was told 
from various writings, whether they were in English or whether they were 
in other languages. I showed these experts who tell character by hand¬ 
writing at one time in English and at another time in the vernacular. 
They did not know that it was the same man. 

Chairman : AH that you say really supports the Doctor’s point. 

Lala Harlciuhen Lai: I welcome his suggestion. I asked that question 
because I agree with him. 

Mr. Lamond: There is one point I would like to discuss, and that is, 
a comparison of the securities taken by banks in Germany and in this 
country. I will explain what security we take on the various advances. 
You say “From a mere banking point of view, the principal features of 
commercial banking in this country are two: the large amount invested 
in Government securities by the banks and the prominent position held 
among the banks’ loans by those given against actual merchandise de¬ 
posited either in the banks’ godowns or in the proper legal form with the 
customer. Both classes of banking investments signify a comparatively 
undeveloped banking system”. From that and the remarks that follow it 
would appear that there is not much banking in India. There is a very 
large volume of business financed by banks in this country clean. When I 
s-iy clean, I mean that 2 names are taken to the documents. We call 
that secured advance. The reason for that so far as the Imperial Bank 
is concerned is this. We can give on a single name, but to come within 
the Act, we have got to have two names. It is often done by two people 
guaranteeing each other for similar sums or coming to some arrangement 
for a guarantor. In the case of Joint Stock Banks the managing agents 
here guarantee the advance. They make out a promissory note with 2 
names and then’ in some cases, not in all cases, they take a hypothecation 
of the stocks. The hypothecation., is taken very often at the request of the 
managing agents themselves. They get the bank to take a hypothecation 
of the stocks. But their credit is regulated By the value of the stocks 
with margin. The reason for taking the hypothecation is that a court in 
this country, if you file a suit on a promissory note, will give judgment 
.-.gainst the guarantor not to take effect immediately but after the reali¬ 
sation of the collateral security. The law is quite clear. There have been 
•cases which have gone to the House of Lords. The local courts always 
give the guarantor the benefit of any collateral security held. You must 
realise from the collateral security before you fall back on the surety. 
I agree with von that clean credit is more satisfactory credit. If you 
satisfy yourself that the people you are advancing to are sound, then it 
is the best possible form of finance. Can you say in what cases you give 
actually clean credit without any guarantor? 

Dr. Jeidels: Most of the well-known trade and industry is in the form 
of joint stock companies. Merchants are mostly private firms, and if the 
private firms show a large capital, and if the firms and their members 
have sufficient, private property, and are people of very high standing, they 
■enjoy the same treatment as stock companies. 

Mr. Lamond : You go entirely on the standing? 

Dr. JeideU: Yes. 
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Mr. Lamond: You watch the balance sheet—if they are not drawing, 
ii tore. 

Dr. Jeideh : As a rule banks would jiot give clean credit without seeing 
the balance sheet. We consider clean credits as such of indubitable value. 
With other credits some special security is necessary. I can give you 
the figure of the largest German Bank. They show in their last balance- 
sheet 200 crores of loans of which 50 crores was clean credit. 

Mr. Lamond: How would the balance be secured? 

Dr. Jeideh: The balance is secured by all kinds of security. Goods in 
warehouses are a comparatively small amount of the secured credits. 
Other loans are secured by collateral in shares and bonds, and a very 
popular security is the title deed on factories. What corresponds to your 
deposit of title deeds may be up to 50 per cent, of all securities. I would* 
call title deeds “a sort of emergency securities”. One knows that to 
realise this kind of security will be rather difficult. It often means par¬ 
ticipation in the reconstruction of the debtor firm. Therefore I choose to 
call it a security to be used in case of emergency. 

Mr. Cassch: The various banks do not separate, as they do in the 
German Bank statement, the loans against securities and the loans given 
without securities. They are all lumped. The unsecured advances have 
grown very much in the last 10 or 20 years simply from the fact that the • 
companies have made so much more money and that they nre so rich. 

Mr. Lamond: Are they confined to these big companies? 

Mr. Cased s: No. There are small ones as well. The big companies- 
are well known joint stock companies, the public utilities, and 60 on. I 
could not give any information as to the proportion between the large and 
the small loans. 

Dr. Trip: I am in the same position as Mr. Cassels. In the balance- 
sheet of Dutch companies no distinction is made between clean credits - 
and secured credits. So it is impossible to say which are our clean credits. 
■I can only say—and this seems to be the case in all the countries—that 
they give clean credits only to really big people whose standing is abso¬ 
lutely undoubted, 

Mr. Lamond: You really follow the same principles as we follow out 
here? 

Dr. Trip: Yes. 

Mr. Currie: The Banks in England make no differentiation at all 
between secured loans and loans which are not secured. A great number 
of them are loans on secured credit. 

Dr. Jeideh • It has to be kept in mind that the banker can give clean 
credits only under certain general conditions. Those conditions exist in 
mv country even more than in England, because we have one codified 
law all over the country. 

Sir Purshottamdas Thakurdas: Pending that coming, do you think 
that it is such a serious handicap—the defect in commercial banking to 
which you refer? 

Dr Jeideh: The slightest handicap would of course prevent dean 
credits. A rumour about the customers’ excessive private expenditure, 
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for instance, will 'probably cut clean credit out. Clean credit is certainly 
not the usual thing, it requires entirely clear conditions. I venture tc 
sav that we German bankers do not at all believe that we impair the 
safety of our money by giving such credits but this does not mean that 
it Ehould be recommended as a system elsewhere. We ought to investi¬ 
gate together, whether there are in this country such obstacles to our 
practice, and whether we find some device to remove them in order to 
stimulate broader loaning methods in banking. This seems to me to be 
the way to proceed if one examines a country’s banking conditions. In 
my country, if a banker grants clean credit, be mnkes' it conditional on 
the customer’s declaration of his other liabilities than those shown in bis 
balance-sheet, he has to state his deferred liabilities from guarantees, etc., 
and the banker does not like them, if the customer wishes unsecured credit. 
Now under the family law—you have confirmed my view—there is a 
deferred liability on everyone, of course we would not give clean credit to 
somebody who is liable for amounts which we do not know and which he 
himself does not know. 

Mr. Khaitan : They are all bound by the transaction. 

Mr. Manv Subedar: After the bank claim is satisfied, then come other 
claims. 

Chairman : You are a banker, Lala Harkishan Lai. Does this personal 
law stand in the way of granting credits in jour case. I can quite Bee 
the difficulty about mortgage loans? 

Lala Harlcislian Lai : It does, because you have to get property. You 
give credit not on the money he has on the bank, but on his property, 
and when you proceed against property by a decree, difficulties arise and 
have arisen. Sc long as he pays, business goeB on. As soon as it comes 
to a stop and you have to recover it through court or arbitration, the diffi¬ 
culty arises. 

Mr. Manu Subcdar : Supposing there is a factory owned by a family. 
There are 5 members; one of the chief members manages; the factory has 
been given credit by a bank; the bank has to attach the factory. Would 
the claim of the junior members interfere with the bank's credit? 

Lala HarkUhan Lai: I think it would, not only the claim of the junior 
members, but that of the mother, the wife and the minors. I am not 
familiar with the Bombay and Calcutta law, but so far rs the Punjab, 
Sind and N. W. Frontier are concerned we have felt that difficulty. We 
had to sue once in .D. I. Khan; we got a decree which we wanted to exe¬ 
cute against the sons. Then the mother said that under the Mitakshara 
law she was entitled to maintenance and the court held that she was 
ent : tled to maintenance; therefore until she died we could not proceed 
against the property. We have the claim also of the daughters for mar¬ 
riage; the marriage expenses and the death expenses of the debtor. 

Mr. Ramadaa Pantulu: So far as my knowledge goes, creditors get 
precedence over the claims of the members. 

Lala Harkishan Lai: I am giving you a case In which we appealed 
to the High Court, aB it was not big enough to go to the Privy Council. 
It was a matter of only Us. 2,000. We could not realise the amount until 
the death of the mother. 
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Mr. Kamadas Panlulu : You are aware that with regard to families 
that arc trading the Privy Council has placed the coparcenery Hindu family 
as a partnership in trade? 

Lala Harkiahan Lai : Hindu Law varies. I have given you an instance 
which has come within my own knowledge a short time ago. 

Chairman : We have got Lala Harkislian Lai's experience as a practical 
banker. That confirms the statement here. Whether his legal position is 
t-ojTcei or not we can discuss among unreel vis. 1 simply want to find 
out the experience of practical bankers at the present moment. Have you 
■tiny practical experience, Mr. Buckley? 

Mr. Buckley : The Exchange Banks’ Association took legal opinion in 
Caloutta some two or three years ago on the subject and I hand it to 
you. An advocate was asked wliut. security a bank would have against 
■landed propel tv deposited by a joint Hindu family under the Mitakshara 
Law and he held it was unsafe, and that it was absolutely no security. 

Mr. Lamond: We find it very difficult to get a quick decision. Thera 
have been cases where the court has taken a very favourable opinion of 
minor’s and widow's claim. 

Chairman : Does it stand in the way of clean credit? 

Mr. Lamond : It is a great hindrance to it. 

Chairman : Do you make any special investigation before you grant 
clean credit ns to whether the person concerned is governed by the 
Mitukshara law? 

Mr. Lamond : In such cases we take a letter of consent by all the major 
members of the family and make the head of the family sign on behalf of 
the minors. We are not quite satisfied as to whether it is of very great 
value. 

Sir Purshotfamdas Thakurdas : This defect in Hindu Law must be 
affecting contracts of Indian (Hindu or Muhammadan) merchants in their 
commercial dealings. 

Lala Harikishan Lai : They are. 

Sir Purshottamdas Thakurdas : Still in spite of that they continue to 
carry on commerce. We in other presidencies have not known thoir 
suffering from any handicap. 

Lala Harkiahan Ldl : We refuse to give credit to such people and we 
do not follow whether they are able to get credit elsewhere. Some of my 
best' friends have been refused credit. 

Mr. Manu Subedar : If the mother became a party, would that remove 
the difficulty? 

Lala Harkiahan Ldl : Then of course it is easier. There have been cases 
in wh : ch mothers have got wills and have relinquished their right to 
maintenance. Then the handicap is removed by the mother, not by the 

hank. 

Mr. Shanmukham Chetty : The difficulty pointed out by Lalaji is sub¬ 
stantially correct. The first difficulty is whether one member of a Joint 
Hindu family is entitled to bind the other members of the family and the 
family property in his transactions. To get over the difficulty, banks get 
a deed of partnership from the members of the family. Even that does 
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not solve the difficulty, because, as has been pointed out by Lala Har- 
kishan Lai, when the matter goes to the court, all sorts of unexpected- 
claimants come in, claim of the widow for maintenance arid the contentions 
of the minors saying that the debt was not for the famliy. I therefore 
suggest that this Committee ought to examine further with the assistance 
ol legal experts as to how far the joint Hindu family law affects banking 
facilities. 

Chairman : Mr. Khaitun showed me the opinion of the Advocate- 
General. We have first to consider whether we are going to touch ques¬ 
tions trenching on the personal law of any community. That is the first 
point to settle before we take any legal opinion. 

Mr. Shanmukham Chatty. We find personal law hampers the develop¬ 
ment of banking. 

Chairman : We can say that the personal law' of the country hampers 
hanking. As I have already mentioned, we are not here a Committee of 
social reformers. We will have to carefully consider the matter. I would 
not mind mentioning it in the report that this is a factor which impedes the 
development of banking in the country. How it is to be removed is, in 
my opinion, outside the purview' of this Committee. 

Mr. Mukhtar Singh : If some of us feel that it does not at all exist? 

Chairman: That is another matter. Anyhow we will be justified in 
making this statement. 

Mr. Ramadas Pantulu : Dr. .Teidels, you were speaking of the revision 
of the Land Alienation Act. What do you mean by it. 

Dr. Jcidcls: May I answer by putting a question? If a bank lends 
money to an agriculturist and the security is a mortgage on his farm, can 
the bank if the farmer does not pay on maturity of the debt, take posses¬ 
sion of the land? 

Mr. Ramadas Pantulu : They cannot. 

Lala Harkishan Lai: You cannot take possession except on a lease. 
If you have given a loan and you cannot recover the loan otherwise than 
by taking possession of the land, the court has the authority to give you 
a self-liquidating lease to the maximum of 15 years. 

Mr. Ramadas Pantulu: The Land Alienation Act is in force in one or 
two provinces only. I am not in favour of it myself. The Act serves two 
purposes. One is to see that credit is restricted in *he case of certain 
communities which abuse credit. The second purpose is to prevent land 
in agriculturist hands passing into non-agriculturikt hands. There is no 
Land Alienation Act except in the Punjab and Bundlekand. It is not a 
question of banking at all. They are not touched by the Land Alienation 
Act. 

Dr Jeidcls: I have only suggested that in some cases the Land Aliena¬ 
tion Act prevents credit to the agriculturist against mortgage. It is not 
for me to say whether the Land Alienation Act is good or had; but if you 
wish my personal opinion, not that of a banker, I am very much in favour 
of the Land Alienation Act. I would prefer to part with a certain amount 
of banking facilities than part with the Land Alienation Act. Banking is 
a voluntary affair; if you have laws which make some kind of banking 
difficult, then you have to w-eigh the importance of increased banking 
facilities against the other needs involved. I can fully realise that in many 



49 

cases the legal position, should remain as it is; then one has to accept the 
consequences and to dispense with some banking facilities, which may 
on the whole be less important. I certainly do not recommend the re¬ 
moval of the Land Alienation Act. I only argue, that clean credits for 
commerce and industry and loans against land mortgage are valuable 
banking facilities in other countries. But you should not expect Western 
banking methods for all Indian conditions. I only suggested to investigate 
whether a small change in the Land Alienation Act could perhaps help 
to make such banking facilities available. If I were asked whether the 
Laud Alienation Act should be abolished in favour of increased banking 
facilities, I would say by no means. 

Chairman: The real point is whether this statement made in the 
memorandum is a correct statement or not, and Lalaji, from your experi¬ 
ence in the Punjab, you think that the statement is correct? 

Lala Harkishen Lai: It does not arise. He says it may be considered 
if you like. I quite agree with that. 

Mr. Ramadas Pantulu: In regard to banking facilities, this does not 
operate as an impediment. It is to restrict people governed by the Act 
from getting credit. The communi^es to which the Act applies are not 
commercial or industrial communities who go to the bank for credit. 

Chairman: That is a question of fact. That is the reason why I put 
the question to a practical banker (Lala Harkishan Lai) and he admitted 
that the disability is there. Because the Land Alienation Act is there, 
if the person goes to Lalaji’s bank, he would not get credit. Whether that 
man should get credit or not is a different story. From the banking point 
of view the impediment exists, and that is all that Dr. Jeidels was refer¬ 
ring to. Whether the impediment was put in deliberately by the State 
for certain purposes is a different proposition altogether. 

Ch. Mukhtaf Singh: The inference that the Land Alienation Act should 
be revised : s not correct. In the first place it does not apply to the whole 
of India. It applies only to the Punjab and to two districts in the United 
Provinces. The statement that tangible security in merchandise has to be 
given on account of the Land Alienation Act is not correct. 

Chairman : I am pretty sure that all that is in Dr. Jeidels’ mind. We 
shall discuss it later on. 

Ch. Mukhtar Singh: We say this is not correct because the Land Ali¬ 
enation Act applies only to one province and only to two districts of another 
province. The thing remains unexplained. Thai is the point. 

Chairman: The thing remains unexplained in this sense that Dr. 
Jeidels has not referred to all the legislative enactments in force, it may 
be because he is not so much conversant with conditions in India as you 
and I are. If I were to write this paragraph I should not refer to the 
Land Alienation Act but to the tenancy laws in the various provinces. 
This point is quite good. He says, if you want to have security other 
than quickly saleable merchandise, that security can only be the land, and, 
therefore, hie argument is that if there is any legislation which operates 
as an impediment to the easy transfer of that land, that legislation must 
be amended. That is his point. 

Ch. Mukhtar Singh: I think nob. 

Chairman: I am pretty sure that is his point. 

Ch. Mukhtar Singh : It may be so, but let him explain it. 
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Chairman: He has explained it. Mr. Bamadas Pantulu understands it 
in the way I understand it. I admit that there is a want of exactitude in 
the words used by Dr. Jeidels, but that, as I say, arises from the fact that 
he knows less about conditions in India than you or I do. We all know 
what is there. It may be that the Land Alienation Act is confined to the 
Punjab, but what about the tenancy laws? 

Ch. Mukhtar Singh: Tenancy law does not arise at all. 

Chairman: He is referring here to the agricultural credit required by 
the raiyat, not by the merchant. 

Mr. McDougall: I w r as informed in the Punjab that not only was the 
Alienation Act an insuperable obstacle to get over, but even with regard 
to letting land the law was such that it took them at least two years to 
enable them to endorse the decision of a court. I should like to know 
if that is correct or not. 

Chairman: We can discuss that when we come to rural credit. The 
matter is dealt with in the Punjab report. If you will read the Punjab 
report, there is a very interesting paragraph there about it. Dr. Jeidels 
knows much less about the conditions of the country than we do. He 
gives this as an illustration. If he were wrong absolutely I would have 
asked him to modify it. That is the reason why I said, “Please question 
him on it” as soon as Lala Harkishen Lai, with his banking experience in 
the Punjab, said that he could not take exception to the statement. Of 
course the statement may not be full. Of course he says “especially the 
Land Alienation Act”. As the words stand he is quite correct, though he 
might have said “the Land Alienation Act and the Tenancy legislation have 
to be revised”. 

Lala Harhiihen Lai: And many others. 

Mr. Ramadan Pantulu: With regard to the commercial banks in 
Germany do they render any help to the agriculturist? 

Dr. Jeidel s: Generally speaking, the smaller agriculturists have their 
own organisations, on which you will hear when co-operative credit societies 
ate discussed. There is practically no branch of the larger German banks 
in towns with less than 10,000 inhabitants, which shows you that business 
of these banks with smaller agriculturists is very unimportant. In 
Germany there are many large agriculturists and these get credit from the 
commercial banks but certainly not for purposes of a permanent character. 
Generally speaking, this field is less cultivated by the eommerciai banks 
outside of financing the crops. 

Dr. Hyder : That was precisely why you wrote this paragraph. 

Dr. Jeidels : Because I found in many evidences complaints that bank¬ 
ers did not give credit to the agriculturists. 

Dr. Hyder: I ask you one simple question, whether according to your 
great experience and knowledge, agricultural credit is expected from com¬ 
mercial banks? 

Dr. Jeidels: I would not say so, but apparently it is expected by many 
people here; otherwise I would not find in the evidences so many com¬ 
plaints. that the banks do not give credit to the agriculturists. It is a quite 
interesting fact, that even with highly developed branch banking com¬ 
mercial banking slows down in speed where it approaches the agricul¬ 
turist and having financed seasonal needs it stops entirely at the 
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which you will hear more when rural credit iB discussed. 

Chairman: Therefore, in spite of that particular disability you mention 
in Germany your commercial bank does not reach the agriculturist? 

Dr. Jeidels : Not to a large extent. 

Chairman: This loses its force, then, because even if we were to change 
the law of the country and modify Land Alienation' Acts and whatever 
other legislation may be there, even so the commercial bank is not likely 
to reach the agriculturist to any appreciable extent? 

Dr. Jeidels: Just a minute. I want tc repeat that I discussed the 
subject, not because I cherish the field of agricultural credits but owing 
to the complaints I found in practically all provincial reports and in much 
of the evidence against the banks for not giving agricultural credit. The 
question whether I advocate the expansion of banking far into the agri¬ 
cultural field has not been put to me: but if I put it to myself, I could 
not particularly recommend it. 

Mr. Ramadan Pantalu: Do not banks give crop loans? 

Dr. Jeidels : They get credits in spring against the prospective crop. 

Chairman: From commercial banks? 

Dr. Jeidels: Yes, to a certain extent, but that is what I call the out¬ 
skirts of agriculture. It is credit against merchandise, but there are no 
warehouse receipts, because the credit is given for the crop* at a time when 
there is no crop, it is given in order to raise the crop. The banks do not 
really cultivate this business, and it is not necessary that they should, 
because we have special credit institutions for this purpose which they 
serve very much better. I do not like to go into this matter which is a 
field for the specialist. Agricultural credit is something ’ which in every 
country of the world ought to be organised for itslf; it ought less to appeal 
to the general banking of the country. 

Dr. Jeidels: If I had known there would be any misunderstanding on 
the subject, I would never have inserted the sentence in the memo. I 
only wished to defend the bankers against the reproach which I have read 
m various reports that they are not doing agricultural credit business. I 
do not see any objection to leaving that clause out entirely. 

Lola Harikishcn Lot: You mention just one fact that has come within 
my knowledge. Two Indian States have asked me to open branches of 
the Peoples Bank in their territories to help agriculturists and to take 
the agricultural land in security. My reply to that was that if they were 
able to provide special facilities for recovery, we would be quite willing 
to come to their States and advance money on agricultural land and agri¬ 
cultural produce. 

Dr. Jeidels: I suppose there will be ample opportunity to discuss all 
kinds of agricultural credit under Rural Credit. 

Dr. Ryder: Would you delete this sentence? 

Dr. Jeidels : This is an aids memoire to help our discussion. You can 
scratch the whole part out. May I make a general remark? I am expected 
to give you an opinion mostly on the ground of printed material submitted 
to us. If the printed material did not contain anything on the subject, 
then of course I would not have mentioned it, because I myself consider 
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agriculture as uninteresting for commercial banks. But in the printed 
material which was submitted to us as the starting point of our expert 
advice it has been mentioned. 1 therefore considered it proper to take 
an opportuuity to say that if you want agricultural credit, then it would 
be useful if you had certain legal conditions removed. Otherwise I do 
not attach any value to the subject at all. 

Chairman: It might meet everybody if these words were added after 
the words “is expected from the banks’’:—“and such arrangement will 
be discussed elsewhere’’, because it is going to be discussed elsewhere. 
That would meet you, Dr. Hvder? 

Dr. Hyder: Yes, provided it goes on the record that, according to 
his knowledge and experience, especially in Germany, agricultural credit 
is not in the domain of normal banking. 

Mr. Manu Subedar: The memorandum represents the views of every¬ 
one and if any one of the other gentlemen disagreed with Dr. Jeidels, 
they would promptly express their different views as Dr. Trip did this 
afternoon on one or two points. I understand that is why the record of 
what Dr. Jeidels says is going to be very important. 

Chairman: Dr. Jeidels has mentioned his personal opinion on that 
point. 

Mr. Manu Subedar: I take it generally that what is being said expresses 
the view of every one. 

Chairman: I do not know about that in this particular matter. 

Dr. Hyder: Dr. Jeidels, according to your great knowledge of Jugo¬ 
slavia, Boumania and Eastern Europe is agricultural credit expected from 
commercial banking? 

Dr. Jeidels : I would not like to give you definite information, but a 
country like Jugo-Slavia has, I think, only a small number of towns of 
importance and the banks do of course a great deal of business for financ¬ 
ing agricultural produce. 

Dr. Hyder: But my information—! had the privilege of working with 
a gentleman from that country at the Economic Conference of 1927—is 
that they have precisely these Land Alienation Acts but not in this form. 

Dr. Jeidels: They have such laws in many countries. Generally 
speaking, it has always, from a national point of view, been considered 
most important to keep the agriculturist on the land instead of making 
Ir'm a membei of the proletariat. As an economist, if I were asked, I 
would probably be in favour of some form of Land Alienation Act, but 
that it should be a reasonable Act. I am sorry if it would be tried to 
misconstrue the sentence of the memorandum. 

Mr. Ramadas Pantulu: Can you rell me whether agricultural paper 
wb'ch is not backed by produce is discounted by commercial banks? 

Dr. Jeidels: Promissorv notes are not discounted in Germany. If a 
merchant sells to a flour mill or a small grain merchant sells to a larger 
merchant he does it by way of th)e bill. 

Mr. Ramadas Pantulu: What kind of help do the commercial banks 
give to co-operative banks? 

Dr. Jeidels: The agricultural co-operative societies have their own 
bank. One of the two co-operative organisations, that for non-agriculturists 
small merchants, retailers artisans, use one of the German 
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joint stock banks as their apex bank. This bank has established a special 1 , 
department as an apex to that organisation, holding the cash balances of 
1,800 male ties with a membership of about one million. 

Ch. Mukhtar Singh: Can you give us an idea as to the expenditure on. 
the branches of your commercial banks? 

Dr. Jeidels : It depends on the size of the branch. The smallest branch^ 
may employ from 10 to 15 employees. I could try to estimate what it 
probably costs. 

Ch. Mukhtar Singh: 1 do not want to go into details, but roughly. 

Dr. Jeidels : Many branches have 300, 400, 000 employees. The large 
banks in Germany have together about 1,100 branches. I cannot tell you 
what is the smallest one; most of them are comparatively large. 

Ch. Mukhtar Singh: I am simply asking you this question because it 
> has been urged before us that the cost of working a branch in India is 
very high and, therefore, branches are not being ramified. 

Dr. Jeidels : I think I can say that many smaller branches are not 
be'ng run at a profit. 

Ch. Mukhtar Singh: What will be the cost of maintaining the smaller 
branches? 

Dr. Jeidels: May I suggest that I give this answer afterwards—outside 
the meeting? 

Ch. Mukhtar Singh : What means do you adopt to rope in the villages 
or other places which are a bit further from the town in which you have 
a branch? What agency will you maintain to get your clients from those 
places or to get into touch with those people? 

Dr. Jeidels : Commercial banks do not as a rule have branches in towns 
with ia population of less than 10,000 inhabitants I therefore do not think 
they are much interested in going into business in the villages. 

Ch. Mukhtar Singh: You do not maintain your agents or anybody 
there ? 

Dr. Jeidels • The distances with us are not as large as in your country. 

Ch. Mukhtar Singh: Do you consider that the fact that there are very 
few banks in India is due more or less to the illiteracy of the people? 

Dr. Jeidels: The smaller banking facilities? Yes. For the banking 
world I count the population only as far as it can read and write. 

Ch. Mukhtar Singh: You do not consider the other people? 

Dr. Jeidels: Yes, as most valuable citizens, but not as banking clients. 

Ch. Mukhtar Singh: Therefore, in order to get better facilities for 
banking in the country, we should first remove illiteracy ? 

Dr. Jeidels: I think so. Technically it is not possible to make an 
illiterate a bank’s client. 

Ch. Mukhtar Singh: You have said that there is more money invested 
in Government securities in India than elsewhere. Is it due to the fact 
that the interest granted on Government securities is very high? 

Dr. Jeidels : It is a doubtful attraction, but it is one of the attractions 
—I believe so. But I do not think it is the sole or even the principal 
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reason; it is a minor reason. With the liquid part of a Bank’s assets 
interest yield also counts, but it ought not to count as much as the 
quality of the investment as being liquid. 

Ch. Mukhtar Singh : If a Bank has more money invested in Govern¬ 
ment securities, the public will have more confidence in the Bank? 

Dr. Jculels : Yes. It is easy for the public to understand this kind 
of liquid assets. The general public know little about balance sheets and 
seeing that a bank has invested considerable amounts in Government 
securities, they feel that the banker is not devoted to speculative or 
unsound ventures. When the public are sufficiently educated to the 
character of commercial bills and if they know that there is a central 
banking institution which takes care of the bill market and offers tbe 
possibility for re-discounting bills, then the public accept this kind of 
liquidity. I think that in this country, like in England and elsewhere 
there will always remain a certain amount of liquid reserve invested In 
Government securities. I have remarked that Government securities 
ought to be considered as an additional reserve. It is perhaps not even 
sound that banks should have their liquid assets entirely in one single 
class. 

Ch. Mukhtar Singh: Am I correct in understanding that you feel that 
because India is an agricultural country therefore banks insist upon 
tangible security? 

Dr. Jeidels: You will realise that in all countries where agricultural 
produce plays a large part in the economic life banking credit attaches 
to merchandise. In Australia and South Africa, which are wool growing 
countries, banking system somehow attaches itself to those commodities. 
Germany or Belgium are industrial countries; there banking attaches 
itself more to manufactured goods. Please take this as a very general 
remark. 

Ch. Mukhtar Singh: Do I understand that in Canada, Australia or 
Denmark, where the people depend more or less on agriculture, the same 
sore of tangible security will be taken? 

Mr. Cassels: There are very few unsecured loans. Ours is predomi¬ 
nantly an agricultural country. 

Ch. Mukhtar Singh : And they take the merchandise as a tangible 
security in some cases ? 

Mr. Cassels : Oh, yes. 

Ch. Mukhtar Singh: Do they take the security from the merchant 
and the agriculturist? 

Mr. Cassels: The banks finance the farmer. The farmer has sold liis 
crop to the merchant and then the bank finances the merchant. 

Ch. Mukhtar Singh: In financing the merchant the bank will not 
insist upon having the agricultural produce as a tangible security ? 

Mr. Cassels : Oh, yes. 

Ch. Mukhtar Singh : Then there is nothing peculiar to India in taking 
the agricultural produce as a tangile security? 

Mr. Cassels : No. 

Mr. Ramaclas Pantulu: Do commercial banks in Canada lend any 
nionev to the agriculturist otherwise than on security of the produce? 
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Mr. (lasaels: I hey begin very often by lending the farmer money to 
buy seed, and there is a special form by which the bank secures itself 
for the money which says that the crop belongs to them. This security 
follows the growth of the seed. 

Mr. Ramadas Pantulu: The Rank has a lien upon the produce to the 
-extent that it finances the seed? ' 

Mr. Cassels: Yes, and the farmer, keeps the balance. 

Oh. Mukhtar Singh: In the case of an industrial concern, they will 
not insist upon the manufactured goods being taken as tangible security? 

Dr. Jeidels: This is a new question. The banks will in many cases. 

Mr Devadhar: Have you in your country any Acts which legally 
restrict the credit of the classes? 

Dr. Jeidels: Will you make the question a little bit clearer? Formally 
certain special landed estates were kept in the family. I think the law 
has been modified in this respect. 

Dr. Friderich: Our constitution of 1919 after the revolution removed 
this kind of agricultural estate. In former times it was only the eldest 
son of a family who could inherit the estate. The other sisters and 
brothers were only entitled to a sum of money. It was forbidden for the 
holders of the estate to sell any portion of his estate. Therefore this 
law was removed. 

Mr. Devadhar: The Imperial Bank grants loans for a period of six 
months? Will you consider it reasonable to extend the period of credit for 
one year? 

Dr. Jeidels: In practice I would. I am much in favour of removing 
all kinds of restrictions; but I doubt whether the Imperial Bank in practice 
would give longer credits than for six months. 

Mr. Devadhar: You speak about the secrecy. Is it common to human 
nature ? 

Dr, Jeidels : It seems to be a peculiarity of Indian nature. The Western 
business world has done away with many kinds of secrecy, which I admit, 
is to an extent rooted in human nature 

Mr. Devadhar: Is it due to comparative prosperity? 

Dr. Jeidels: It may be. 

Mr. Devadhar: If there were foreign banks m your country, your 
own countrymen would not deny to give information? 

Dr. Jeidels: I think my bank probably gives 120 to 30 pieces of such 
information to foreign banks every day. It is one of the services of banks. 

Mr. Devadhar: This secrecy is the product of poverty? 

Dr. Jeidels : It may be due to the agricultural character of the country, 
but also largely to lack of education. 

Mr. Devadhar: You consider then that spread of education side by 
side with banking facilities would be one of the things to consider'' 

Dr. Jeidels : I think so. generally speaking. 

Mr. Devadhar: One depends more or less on the other? 

Dr. Jcideh : Yes: 
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Mr. Devadhar : You seem to have no soft comer for money lenders. 
Was there at any time in Germany in the past a money lending class and 
has that class died out? 

Dr. Jeidels: I think it has died out. From time to time you find 
same sort of individuals charging excessive rates of interest. 

Mr. Devadhar: Have you law against usury? 

Dr. Jeidels : I cannot say, but will try to find out. 

Mr. Manu Subedar: You have your pawn shops and the rate of con¬ 
version is fairly heavier?— 

Dr Jeideh: Once in my early days 1 had to use a pawn shop in 
Chicago, U. S. A.; they charged me 5 dollers a day for 50 dollars. 

Mr. Manu Subedar: Have you any rate fixed by legislation? There 
is the law of Damduput in India, whereby the interest cannot exceed the 
amount of the principal. 

Dr. Jeidels: We have no law at the moment, but excessive rate of 
interest would, under the general civil law, be void. 

Mr. Manu Subedar: If the accumulated interest amounts to more 
than the interest, then it is not allowed. There is no such thing in 
Germany ? 

Dr. Jeidels : No. I hear that the law of Damduput does not work. 

Mr. Devadhar: It is obsolete. You say that an important problem is 
the use of vernaculars. You are in favour of vernaculars being adopted? 

Dr. Jeidels: Yes. I am in favour of extending their use. 

Dr. Jeidels : I would wish to see anything removed in the country 
which stands in the way of normal banking. On vernaculars a gentleman 
in Madras entreated me quite earnestly, how important it is, to give 
vernaculars the field which it deserves and to standardise it. I think it 
is necessary to remove illiteracy in every form; if a man writes a script 
which one cannot read or understand, it is from the banking point of view 
illiteracy- 

Dr. Hyder: Would you suggest to us, Dr. Jeidels, what practical 
steps should be taken for a bill market, for th^ use of bills? 

Dr. Jeidels : I would suggest that the money market and the bill 
market be discussed together. 

Mr. Manu Subedar: You say that the Imperial Bank serves as banker’s 
bank to satisfaction. To whose satisfaction? 

Dr. Jeidels: To the satisfaction of joint stock banks, at least I have 
the impression that it is so. The discussion of the money market may 
bear out if my impression is correct. 

Mr. Manu Subedar: I am trying to know from where you derived this 
impression ? 

Dr. Jeidels : There is no Beserve Bank at the moment. The question 
is. is commercial banking hampered by that to such extent that the 
arrangement with the Imperial Bank proves unworkable. Is commercial 
banking really so much hampered by it that one must call if unworkable?' 
The joint stock banks have after all a banker’s bank, they know where to 
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go, if they want to borrow or to re-discount. I think I ljave said myself 
that it is not quite convenient to use the competitor as banker’s bank. 

Mr. Manu Subedar : The statement is that the Imperial Bank renders 
service to the joint stock banks to their satisfaction? 

Dr. Jeidels: I believe it is so. 

Mr. Manu Subedar: Have you had any talk with joint stock banks on- 
the subject? 

Dr. Jeidels: I have talked to so many people in the country chat I 
really do not know the single instances. 

Mr. Mjinu Subedar: I take it that your colleagues and yourself have 
geen the evidence placed before us. Is it the impression gathered by 
all your colleagues also that the joint stock banks are satisfied with the 
service which the Imperial Bank gives to them? 

Dr. Trip: I have the impression that the banker is never fully satisfied. 
Bills are only re-discounted from approved customers. That- was agreed. 

I cannot say whether the belief is justified or not.—I gathered that from 
the statements of evidence. 

Mr. Manu Subedar: That is not the impression which some of us 
have formed. Joint stock banks have not expressed themselves satisfied 
with the service of the Imperial Bank as Bankers’ Bank. 

Dr. Jeidels : We shall be interested to hear something about it, if~ 
it is the case. 

Mr. Manu Subedar : I put it to you I do not consider this inference 
justified. Do you consider it justified? 

Dr. Jeidels: It is certainly not an ideal arrangement, but I think 
the lack of a Reserve Bank is more felt from other points of view. The. 
question is, whether commercial banking is really hampered by the fact 
that not a Reserve Bank but the Imperial Bank acts as Bankers’ Bank, 
and on this my opinion is that joint stock banking in the country is 
really not much hampered by the fact that the Imperial Bank serves as 
Bankers’ Bank. 

Mr. Manu Subedar: When you say Bankers’ Bank, what do you mean? 

Dr. Jeidels: A banker’s bank is a bank which is at other banks' dis¬ 
posal, if they wish to borrow or to re-discount . 

Mr. Manu Subedar : Are you aware of what facilities the Imperial 
Bank give ? 

Dr. Jeidels: They give facilities by way of re-discounting bills and 
also of loaning against Government securities. 

Mr. Manu Subedar: With regard to the latter point, you are quite 
correct, but with regard to the re-discounting of bills, it is for the Imperadr 
Bank to say. My impression from the examination of the Imperial'. 
Bank people was that re-discounting did not form an ordinary process. 

Mr. Lamond: Bills must come to the banks. 

Dr. Jeidels: It is done by every Central Bank in other countries. 

Mr. Manu Subedar: With regard to your country, what is the re¬ 
discounting rate? 
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Dr. Jeidels:. The same for everybody. There is only one bank rate, 
for large as for small banks. 

Mr. Manu Subedar: What does the bank rate signify in your country? 

Dr. Jeidels: One can discount bills, which comply with the provisions 
of the law, at the bank rate with the central banking institution. 

Mr. Manu Subedar: It may be a private paper, a bank bill or trade 
bill. The rate will be the same? 

Dr. Jeidels: Yes. 

Mr. Manu Subedar: In London it is not the same for both? 

Dr. Jeidels: Regulations differ. 

Mr. Manu Subedar: In your country is the bank rate one at which 
approved bills could be discounted including bank bills? 

Dr. Jeidels: Yes. 

Mr. Manu Subedar: What is the deposit rate ? 

Dr. Jeidels: It is generally lower than the Bank rate. It depends very 
much on conditions prevailing in a certain period. It is generally below 
and I think I answered that question before. 

Mr. Manu Subedar: At what rate would a private bill with two 
signatures, one merchant on another, be discounted bv his own bank? 

Dr. Jeidels: It depends; sometimes above the bank rate, i.e., the 
bank rate and a smlall commission; sometimes below the bank rate. When 
liquid assets with private banks are large, bills below the bank rate flow 
to the vaults of the private banks instead of being discounted with the 
Central Bank, which in its turn will probably reduce the bank rate 'in 
order to attract bills. 

Mr. Manu Subedar: That is not the normal thing. The normal thing 
is above the bank rate? ' 

Dr. Jeidels: Generally the Central Banking Institution tries to keep 
as close to the private banks as possible. If they can discount below 
the bank rate or if all bills flow to the Central Bank, it shows that the 
bank rate did not follow the receding or the rising market respectively 

Mr. Manu Subadar: In re-discounting bills doss the bank make money 
or is it merely a facility to increase its liquid resources? 

Dr. Jeidels : If the banks are of the opinion that the bank rate will 
go up, then they make money by re-discounting. Banks generally, how¬ 
ever, do not re-discount; they feel that they ought to use the Central Bank 
as little as possible. 

Mr. Manu Subedar: If that is so, do you expect the position to be 
materially different in India, Banks in India are reluctant to re-discount. 

Dr. Jeidels: I hope so. 

■ Mr. Manu Subedar: If that is so, why do you lay such stress on the 
establishment of a Reserve Bank to create a bill market? 

Dr. Jeidels: In order to create a real bill market and to regulate the 
rate of interest; it would bring a regulating factor into the money and bill 
market. I would suggest that this be discussed on the money market pro¬ 
blem. 
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Mr. Manu Subedar: I am quite willing to leave off that aspect to that 
■..stage, but with regard to the relation of the Imperial Bank with the. 
■other joint stock banks, your r.emark would I think apply to loans on 
Government securities, because the re-discounting of bills does not as 
a matter of fact exist even for the purpose of regulation. 

Dr. Jeidels: I do not wish to say anything about the money market 
now; the present system is neither perfect nor even satisfactory; but 
commercial banking is not so much nor so immediately affected by 
having the Imperial Bank as Bankers’ Bank. 

Mr. Manu Subedar: Bank acceptance may c-ome more into use with 
the establishment of a Reserve Bank? 

Dr. Jeidels: Yes. 1 

Mr. Manu Subedar: When the hank acceptance comes more into use, 
bank bill may be re-discounted by the Reserve Bank? 

Dr. Jeidels: Generally they will not. Bank acceptance of the 
Imperial Bank should command a rate lower than the bank rate and 
therefore it will not reach the Reserve Bank. 

Mr. Manu Subedar: I quite agree that the Central Bank should aim 
at securing commercial paper. It has been pointed out that that com¬ 
mercial paper should have 2 or 3 signatures, 2 of merchants and the 
third bank signature and only such bills should be re-discounted by the 
Reserve Bank. 

Dr. Jeidels: Those are bank endorsements, not bank acceptances. 

Mr. Manu Subedar: But from the point of view of the Reserve Bank, 
that becomes a proper document? 

Dr. Jeidels: If it has a bank endorsement; bank acceptance is a 
different kind of bill. 

Mr. Manu Subedar: Bank acceptance is something different when a 
bill is granted instead of cash credit. But if it is a genuine affair 
emanating from the transfer of goods, from the sale of goods, then it 
would be a very proper thing? 

Dr. J eideh : There is no objection, but it will probably not reach the 
hank. 

Mr. Manu Subedar: Why do you lay so much stress on bank accept¬ 
ance? 

Dr. JeideD: Because bank acceptance is the cheapest form of credit 
which a customer, can get. Bank acceptance is however of no value 
without a proper money and bill market. 

Mr. Manu Subedar: Talking of Government securities, the proportion 
is unusually heavy in this country. But you did not advocate any 
measures? 

Dr. Jeidels: No. 

Mr. Manu Subedar: I put it to you that if the proportion is from 
25 to 40 per cent, and the banking capital is above 200 crores—the rest 
being capital and reserves—40 per cent, of 240 crores would give you 90 
crores which in the foundation of banking and credit. If that is locked 
up in Government securities, to that extent the amount of trade and 
industry is reduced? 
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Dr. Jeidels: The question can be answered easily. Government- 
paper can only be replaced by other liquid assets; it cannot be replaced 
by loans. 

Mr. Manu Subedar: How will you replace it? Whether you give facili¬ 
ties to the public, by way of bills, cash credits or loans or secured loans it 
does not matter, but the facilities go to the public instead of going to Gov¬ 
ernment. 

Dr. Jeidels : You must distinguish between the various channels in 
which it goes to the public. You can only use those channels which are 
liquid. 

Mr. Manu Subedar: From the point of view of the banker, having due 
regard to liquidity does it not arise this way? If such a large bulk of 
money goes into the field of Government finance instead of into the 
field of trade, it may strengthen the position of Government finance, but 
it would weaken the resources to which trade would look forward? 

Dr. Jeidels: If bills are available and there exists Beserve Bank as 
the last resource to turn bills into cash; only then you will be able to 
judge, not earlier. Whether Government securities really take the place 
of commercial transactions, I am unable to say. 

Mr. Manu Subedar : In that event, if we have a bill market and pro¬ 
per discount rate, do you think this proportion of 25 to 40 per cent. 
Government paper would be much reduced? 

Dr. Jeidels: I think it would be. It should be reduced. 

Mr. Manit Subedar : To the extent to which it will be reduced, would' 
mean that it is replaced by other paper? 

Dr. Jeidels: By bills. 

Mr. Manu Subedar: To that extent the commercial community would 
be getting increased facilities? 

Dr. Jaidels: Yes, at present there is a lack of bills. 

Mr. Manu Subedar: But there is no lack of trade. As the Vice- 
President mentioned to you the amount of internal trade compared to the 
amount of foreign trade is 9 times to 15. 

Dr. Jeidels: If trade takes the form of bills, then it competes with 
Government securities. ( 

Mr. Manu Subedar: Let us try to get at common ground. The trade 
is there. Trade is in need of credit facilities. 

Dr. Jeidels: Of bills. 

Mr. Manu Subedar: Credit facilities do not exist at present. Credit 
institutions do not exist at present. Existing banks are not able to reach 
mare than the smallest fringe of the merchants actually engaged in 
trade. } 

Dr. Jeidels: You ask whether in my opinion Government securities 
as investment of banks are a disadvantage to trade. I ask you: arc 
there bills offered in competition with Government bonds? If so, then 
investment in Government securities works to the disadvantage of trade. 
But only if the demands of trade take the form of bills offered in the 
market, the banks have the choice between bills and Government secu¬ 
rities. If you or any of the other gentlemen can tell me that there are 



61 


tills offered and they are not discounted by the Danks because banks 
have invested their liquid resources in Government bonds, of course the 
position would be different. 

Mr. Manu Subedar: The banks would be better able to explain to 
you that position, but we had this morning from the Vice-President— 
who is this year the President of the Imperial Bank, who has many years' 
■experience, who has commercial experience—w© had it from him that 
one of the reasons why bills are net forthcoming is that the banks say 
we do not know the parties. 

Dr. Jeideh: 1 have not heard the statement. 

Sir PuTshotamdas Thakurdas : What I said was that bills have been 
in India years and years back: they are not a new thing but they have 
been replaced by cash credits which have been considered fashionable 
■and which the banks encourage. That is what I said. 

Mr. Shanmukham Clielty: Therefore if bills are not available, it is 
because banks have not encouraged them. According to the Vice- 
Chairman bills are not available though they are well known in the 
country because banks have not encouraged them. Banks have dis¬ 
couraged them. 

Dr. Jeideh: It was not understood by the Vice-Chairman in the 
way in which it has just been used. I "do not think there is divided 
opinion among the experts present about the advisability of trying to 
create a better bill market. 

Sir Purshotamdas Thakurdas: I think I might say this—it is open to 
any member of the Committee or to any member of the expert group 
to draw whatever inference he might from my expression this morning. 
What you are now doing iB to say that bills are available. I do - not 

think that is an inference justified from what I said. Perhaps the 

inference Mr. Chetty would draw would be a more relevant inference 
from what I said. 

Mr. Manu Subedar: If I were to make the position clear, the position 

I was taking up was this, that the trade is there, the transfer of goods 

is there and these men who are trading are in need of finance; but being 
small parties or parties unknown to the banks they are not at present 
able to get all the finance that they require from such banking institutions 
as we have. The demand for accommodation and for credit is there. 
If there were either more banks or more banking capital there is not the 
slightest doubt that they would find borrowers. 

Dr. Jeideh : The banks are not looking for borrowers; they are looking ■ 
for bills; they are looking for liquid assets. 

Mr. Manu Subedar: If a bank were willing to discount my bill but 
' it to give me an advance as credit or any other method of accommoda¬ 
tion, you can take it that a merchant would immediately realise that 
the form in which he would get money-is by a bill. 

Dr. Jeideh : We want to state matters as they are at present. I 
would be very glad if the bankers could tell us the amount of bills 
available; legitimate, regular bills drawn by the seller or the buyer of 
goods. The amount of those bills is as I understand the situation, not 
large enough to allow the banks to invest their liquid reserves in those 
bills. Is that statement true or is it not? 



Lala Hark when Lai : .That is a matter of fact. 

Mr. Buckley: Quite true. 

Mr. Shanmukham Chetty : But those bills are not available because 
of the banking practice in this country. 

Mr. Buckley: Who made the practice, Mr. Chetty? 

Mr. Shanmukham Chetty: I think the banks. 

Mr. Buckley: No, the banks did not. You ask any merchant whether 
he prefers to have a cash credit and only pay interest on the amount that 
he draws or whether he would like to create bills,—say for 5 lakhs and 
then find afterwards that he could only only use 3 lakhs. The merchant 
chooses the form of credit that he requires and not the banks. I must take 
that standpoint; it is not the banks, it is the merchants who decide the 
business. 

Sir Purshotamdas Thakurda *: Mr. Buckley is trying to make out 
that the merchant is all at fault for this. I submit with great deference 
that it is not so. If Mr. Buckley says that the merchants insist upon 
it, why have not the merchants succeeded in the same way in Germany 
or in England? It is this way. You, gentlemen, are relying upon our 
experience of facts in India as they are, and facts should be submitted 
to you correctly. That is why I am now questioning Mr. Buckley’s point. 
It is very necessary to my mind that we should get a view of the picture 
as we both see it. 

Mr. Buckley : Excuse me, I have no desire whatsoever to give a wrong 
impression to the experts. 

Sir Purshotamdas Thakurdas : I am not saying that you are. I am 
trying to meet the point. The fact is the hundi was known in India 100 
years back. Why did it get into disuse? T will not trouble about 
literature and books about it. I belong to a family which had a lot to 
do with it. I can show you bills 40 or 50 years ago in my firm, but 
to-day there is not a quarter. 

Mr. Lamond: The bill business 25 years ago was bigger than it is 
to-day. 

Sir Purshotamdas Thakurdas: My point is this. Mr. Buckley was 
trying to make out that the merchants prefer it and the banks have no 
option. Then, Dr. Jeidels, you and my friends in London have done a 
oreat disservice to your country in not letting merchants have what is 
to their advantage. It is therefore that I suggested that, if there is a 
fault to be placed, it has to be divided. Do not put on the merchant and 
sav the merchant will not have it. ; 

Dr. Trip: We must try to come to the reason which is at the bottom 
of the decline of the use of the hundi. 

Sir Purshotamdas Thakurdas: The banks show a preference .for cash 
credit advance to bill advance. It was fashion; that is all. 

Mr. Lamond: The banks wanted to see the produce behind the advance. 

Sir Purshotamdas Thakurdas: Don’t they see that in other countries? 
[f 40 years ago they had said “We will discount your bills backed by 
produce,” that would Jiave been in vogue- 



Mr. Cassels: The bills sold m the London market have no security 
attached to them. The reason they prefer bills is that they can- go aml 
discount them. 

Sir Purshotamda8 Thakurdas : We have very big discount markets 
in upcountry centres—I am speaking of my part of the country—in 
Surat, Broach and Ahmedabad, and those centres to-day are comparatively 
inactive. 

Mr. Lamond: Take 25 years ago, in a place like Karachi, we had a 
great number of endorsing shroffs and a very big business was done in 
the bazar. The endorsing shroff seems to have disappeared. 

Sir Purshotamdas Thakurdas: Why? The endorsing shroff did exist 
the same as your discount houses in London. They have slowly dis¬ 
appeared. Why? Because, as the banks’ advance was shifted on to 
cash payments, their turnover decreased. 

Mr. Lamond: He paid 9 per cent, or 8 per cent, and the endorsing: 
shroff discounted it at 1^ per cent. less. 

Sir Purshotamdas Thakurdas: Therefore your point is that cash credits 
are cheaper- than bills. 

Dr. Jeidels: With cash credit the borrower can select the length of 
time, for which he borrows. 

Sir Purshotamdas Thakurdas: Therefore, is it a fair inference that 
the system of bills which is in vogue in your country is more oppressive 
to the borrower than the system of cash credits here? Do you agree to< 
that? No, you would not agree to that. The only inference them 
would be that the system of bill advance which is in vogue in Germany 
is to the disadvantage of the borrower and to the advantage of the 
lender. I am only putting the reverse of what Mr. Buckley has been 
putting to us. You cannot agree to that? 

Dr. Jeidels : I would like to offer my practical experience by way of 
illustration. Whenever the money market is easy, we banks have diffi¬ 
culties to get bills. Our bills are generally, 90 days’ bills, corresponding 
to the habits of credit in trade between buyer and seller of goods; in, 
India with less extended credit in trade the bills are shorter. If our 
customer discounts his billS, he borrows for three months, but he needs 
the money only for say 4 weeks. As banks are eager to get the ’three 
months’ bills, we then offer him a possible discount rate, below bank 
rate. But still he will not discount with us, but will probably deposit 
the bills and take a four weeks’ cash credit. This is the way in which 
discounting of bills and cash credits compete in banking, and similar 
conditions may prevail here also.—If I may make the suggestion, this 
question of building up a bill market needs further and separate, discussion; 
why bills existed formerly and have now disappeared in this country. I 
do not think it will be disputed that a more extended bill market should 
he encouraged. But what Mr. Subedar suggests is that the hanks would 
be willing and in a position to buy bills if they had not to buy Government 
bonds. 

Mr. Manu Subedar: What I am asking you is a very simple ques¬ 
tion, namely, that the total banking working capital to-day being 240 
crores or 260 crores and 25 to 40 per cent, of this being in Government 
securities, that much money, which is in Government securities, is more- 
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•or less closed out from coming into the channels of trade and industry, 
'whether in the form of bills or in any other form. Is that so or not? 

Dr Jeideh: That is absolutely not so, in my opinion. The banks, 
-I may say, would prefer bills to Government bonds. 

Mr. Khaitan : Is that your statement that the banks here would prefer 
to have bills to Government bonds? 

Mr. Shanmukham Chetty: That will have to be verified. 

Mr. Khaitan: Whatever the bankers may say, we as merchants know 
•the opposite. 

Dr. Jeideh: Do you know eases, where bills were offered to banks 
•and have not been discounted? 

Mr. Khaitan: There is no occasion to offer bills, because they would 
not be discounted. I do not mean to say that the manager would go 
round to the offices of merchants and canvas for bills. I am not 
suggesting that, but the fact remains that there is an impression abroad 
even amongst rich merchants that if they offer bills to banks, they 
would not- be discounted. 

Mr. Jeideh: Have they asked in one case and has it been refused? 

Mr. Khaitan: Why then is there this impression among the mercantile 
community ? 

Mr. Lamond: Talking about this investment of securities, a bank 
must have a certain amount invested in securities. Take the Provincial 
Bank of Ireland. Their investments are 7,700,000 in Government securi¬ 
ties and 7,300,000 in advances. Who is going to decide what percentage 
should be in Government securities? Here is a bank which considers that 
it should have 50 per cent, in Government securities. 

Mr. Khaitan: With the greatest deference to Mr. Buckley’s country, 
which I love, and without meaning any offence, I can say that we do not 
want that Ireland should be taken as model. 

Mr. Manu Subedar: The heavy investment of banking resources in 
Government securities is made a ground by these gentlemen to stigmatise 
this country’s banking system as a comparatively undeveloped banking 
system. Therefore, I take it that Ireland Would also come under the 
same reproach? 

Mr. Lamond : I hear also that the Canadian banks have a large holding 
■of Government securities. 

Mr. Khaitan: Has Dr. Trip shown you the slip which he received 
from Sir Purshotamdas Thakurdas containing the numbers of provincial 
Indian Chambers of Commerce and the number of firms who are known 
to the bank? 

Dr. Jeideh: Excuse me, in this connection it is not so much the ques¬ 
tion of whether the banks know the merchants, but whether the merchants 
know' the bank. _ i 

Sir Purshotamdas Thakurdas: I do not think that this enquiry- would 
lead to anything. Would you not take things as they are? The fact 
is that there are no bills available owing to the bank not discounting. 

Dr. Jeideh: I perfectly agree that there are no bills available, but 
why they are not I have not found to be satisfactorily explained. 
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Mr. Manu Subedar: That is not the position. The position we are 
discussing is that in the event of the Reserve Bank being formed this 
proportion of Government security would diminish, and I am trying just 
to get this admission from Dr. Jeidels that, if the investment of banks 
in Government securities diminished, what would happen to that money? 
That money would go to trade. 

Dr. Jeidels: Excuse me, it would not. 

Mr. Manu Subedar: Where would it go? 

Dr. Jeidels: Will you tell me why the banks in your opinion buy 
Government bonds? 

Mr. Manu Subedar: You are here to answer my questions; I am not 
here to answer yours. 

Dr. Jeidels : If this rule is established I will not answer any question 
of Mr. Subedar. We are consulting here; we are not witnesses. I tell 
you in the most friendly spirit, Mr. Subedar, that it is a great pleasure 
to me to answer your questions because they are very interesting; but 
if you say you are entitled to put questions to me but I am not entitled 
to put questions to you, then I shall not answer yours and you need not 
answer mine. 

Mr. Manu Subedar: When I prepare a memorandum and submit it 
to the Committee I shall certainly answer any questions put by you. 
You are under examination at the present moment. 

Dr. Jeidels: No. I should like to have our position cleared. 

Chairman: It is a consultation and I think every other member here 
was courteous enough to answer any questions put to him by Dr. Jeidels 
in the course of that consultation, and I think courtesy demands that 
Mr. Subedar should treat Dr. Jeidels in a similar manner. 

Mr. Manu Subedar: What is your question? 

Dr. Jeidels: You say that the banks are not in a position to buy 
trade bills, to invest in a commercial liquid reserve—to give it this 
definition—because they invest in Government bonds. I said they 
invest in Government bonds because they have no liquid commercial 
investment. You contested that. Now I ask you why, in your opinion, 
do the banks buy Government securities? 

Mr. Mamt Subedar: I do not contest that they at present invest in 
Government securities because they have not such assets on which they 
can immediately raise money. Also the yield of Government securities 
is very considerable, sometimes actually higher than the rate at which 
they can raise their deposits- 

Dr. Jeidels : Now we come much nearer to the point. You say that 
practically there is no real bill market while there is always the possibility 
of getting loans on Government securities. 

Dr. Hyder: As regards this matter, I want to ask Mr. Lamond a 
question. Is it a fact that when the Imperial Bank have to borrow from 
currency they go round to their customers and say : “We want you to 
sign bills; we pay the stamp duty?" 

Mr. Lamond: We have to do everything we can to establish the bill 
habit, even to paying the stamp duty. 

Vol. IV. f 
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Dr. Trip: May I for a moment intervene ? That question and other 
questions with regard to the Imperial Bank, the money market and the 
bill market will be discussed in my memorandum. I can, of course, with¬ 
draw my memorandum but if you want that, it is better to postpone 
this discussion until the memorandum is before you. 

Mr. Manu- Subedar: The only point I was trying to make is: Here 
is a characterisation of the Indian banking system as undeveloped. The 
terms of reference to this Committee include the development of Indian 
banking. We have therefore to find out the means. You, gentlemen, 
are invited here to assist us in that process. Now, the main reasons 
which Dr. Jeidels finds for this state of affairs are two. One is the 
excessive investment in Government securities and the second is loans 
against tangible security. We have to consider what we can do. The 
only point I wanted Dr. Jeidels to give his opinion upon was that, if 
something could be done—and in his opinion the Reserve Bank would 
probably secure that result—by which the amount of Government security 
in a bank's balance sheet could be reduced consistent with safety and 
conservative banking, if something could be done by which the holding 
of Government paper could be reduced, the money which will be realised 
in this manner would then go to the bank’s clients, that is trade and 
industry. That is the point. 

Dr. Trip : If they could place it. 

Mr. Manu Subedar : They have to take it consistent with the bank’s 
rules and in a form in which the bank would be willing to lend it. That 
is the whole trouble. Is not that so, Dr. Jeidels? 

Dr. Trip: There is only one thing, that there would be competition 
between the Government paper and the trade paper. The Government 
wants money; if the Government cannot get the money outside the country 
they have to take it in the country. 

Mr. Manu Subedar: And the rates at which commercial advances 
could be secured would tend to go down. That would be the position 
other things being equal. 
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29th January 1931. 


Chairman : When we adjourned yesterday Mr. Manu Subedar was referring 
to the following :— 

“ If agricultural credit other than against clear tangible security in 
quickly saleable merchandise is expected from banks, then es¬ 
pecially the Land Alienation Act has to be revised so as so pro¬ 
tect legitimate bank loans.” 

Now it is perfectly true that in certain tracts of the country there is the Land 
Alienation Act, or there are tenancy laws which stand in the way of the ryot 
producing tangible security other than quickly saleable merchandise. At the 
same time there are large tracts, say, in Madras Presidency, where the peasant 
enjoys the fullest right in his land. It is, therefore, possible for him to produce 
tangible security. But even so, commercial banks do not touch him, and if 
the sentence were to stand it is likely to be subjected to severe criticism as 
not being a correct statement applicable all over the country, and although 
yesterday I suggested that the position might be improved by a slight addition 
to the sentence, I have on reconsideration come to the conclusion that the 
< entence had better be omitted. 

Dr. Jeidels :|I welcome your suggestion. The sentence may be misleading ; 
I prefer to omit it. We have discussed the subject and know now what the 
situation is in my country, how it compares with other western countries and 
how with India. I believe to have t xplained the point sufficiently yester¬ 
day. 

Mr. Manu Subedar : You know the yield on Government paper in India, 
and you know its relative position with regard to deposit rates, that is, rates 
at which banks take deposits. Having regard to the facts do you think that 
investment in Government paper by banks is altogether on the point of its 
liquidity ? It may be because the yield is good and they earn something. 

Dr. Jeidels : I think it plays a part that the investment is as profitable 
as possible. 

Mr. Manu Subedar : If the yield on Government paper went down, do you 
think the holding in Government paper will automatically be reduced ? 

Dr. Jeidels : I think so. The quotation for Government paper has also 
to be considered. With a reduction in yield there is automatically an appre¬ 
ciation in price, which further stimulates the sale of such securities. 

Chairman : Please explain what you are saying. If you are holding 
Government paper, and if there are no commercial bills offering, what will 
you do as a practical banker ? 

Dr. Jeidels : I would change Government bonds into treasury bills, which 
are a short term investment. 

Chairman : You will convert your holding in long term Government secu¬ 
rities into short term treasury bills, and as commercial bills become available, 
you will replace treasury bills by commercial bills. 

Dr. Jeidels : I think so. 

Chairman : One other question. When the rate of interest on Govern¬ 
ment securities is halved, will it not affect the yield on liquid commercial 
paper ? 

f 2 
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Dr. Jeidela : It will. 

Chairman : As a practical banker you would be prepared to say that, 
generally speaking, the yield on commercial paper would follow the yield on 
Government securities. 

Dr. Jeidels : Only of treasury bills. The yield on self-liquidating commer¬ 
cial paper would follow the yield of treasury bills. 

Mr. Manu Subedar : Will it follow or be influenced by the yield on com¬ 
mercial paper ? 

Dr. Jeidels : The money market determines the rate for commercial 
bills. 

Chairman: If Government, for some reason or other, wanted to raise trea¬ 
sury bills at a particular rate—it has happened in other countries, leave aside 
India—which might not be the rate in the money market, will the rate for 
commercial bills respond to the rise in the rate for treasury bills ? 

Dr. Jeidels : Generally speaking, certainly. 

Mr. Manu Subedar : Having regard to the volume of these two classes of 
bills, it will depend on the amount of treasury bills thrown on the market at a 
heavy rate whethi r the banker will be induced not to take so many commer¬ 
cial bills, but to earn a little more on treasury bills ? 

Dr. Jeidels : It depends on the volume of supply as well as on the rate. 

Mr. Manu Subedar : If Government was in need of urgent finance, not by 
way of treasury bills, but by way of long term loans, and offered a big block 
at a heavy rate— Government of Bombay raised 10| crores at 61% yield which 
was an extremely favourable rate from the point of view of the investor— 
that wohld attract a lot of money both from the public and from the banks ? 

Dr. Jeidels : Yes. 

Mr. Manu Subedar : I am asking whether banks would not like to hold 
this paper. 

Dr. Jeidels : I do not think so. 

Mr. Manu Subedar : There has been an actual case whin the Bombay 
Government came into the market at a high rate. But supposing the Gov¬ 
ernment of India came into the market at a heavy rate for a large amount, 
t hat would attract a lot of public money as well as bank money. 

Dr. Jeidels : It would influence the banks more indirectly than directly. It 
would appeal to the public, and the public will pay partly from bank deposits. 
This tends to make money scarcer and more expensive. If Government 
offers a large loan at an attractive rate you will see its effect in the next state¬ 
ment on banks’ deposits, perhaps, also of postal savings. 

Mr. Manu Subedar : Would the banks themselves take up any portion of 
the 1 oans ? In this country when the Government float a loan, they are most 
anxious for the success of the loan as every Government is, and they secure 
the co-operation of the banks. That co-operation means that bankers give 
facilities to the public, but should the public not come in, Government would 
very much appreciate bankers taking a big block. 
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Dr. Jeidels : Do you wish to know how it is in other oountries ? 

Mr. Manu Subedar : I am raising a specific point, namely, the influence' 
of Government paper on bank’s holdings. You said that if the yield on 
Government paper went down, the holding of the banks would go down. 
Now I put the contrary case. If the yield increased, the holding in Govern¬ 
ment paper might increase. 

Dr. Jeidels : It depends largely on the extent to which the public with¬ 
draws deposits in order to buy Government bonds. If the banks lose part of 
their deposits owing to the attractive offer of Government, they are not in a 
position to buy themselves. Banks do their business with the depositors’ - 
money. 

Mr. Manu Subedar : If deposits decrease, banks’ working capital de¬ 
creases. 

Dr. Jeidels : Yes. 

Mr. Manu Subedar : Therefore, the amount banks can loan out is also 
diminished. Heavy Government borrowing therefore affects the volume of 
trade in the country. 

Dr. Jeidels : Certainly. 

Mr. Manu Subedar : And it affects it adversely if the borrowing is too 
heavy. 

Dr. Jeidels : Certainly. 

Mr. Manu Subedar : Have you found by your examination of the Indian 
position that the Government have come into the market in India too 
heavily ? 

Dr. Jeidels : Government is certainly borrowing in this country, as in 
every other country, much more than it did normally. Government securities 
absorb, with the exception of a few extremely fortunate countries, at present 
no doubt a larger percentage of a country's liquid reserves. 

Mr. Manu Subedar : Do you know that the postal certificate rates are 
more attractive than the deposit rates, with the result that they have been 
eminently successful, but the money raised in this manner, if it was raised by 
banks, would have gone to the trade, but being postal certificates it has gone 
to augment the Government finances. 

Mr. Currie : I would rather liks to question that. Nearly all the money 
which Government borrows is invested in what is known as industrial con¬ 
cerns, railways and for development of the country. You cannot really say 
that money borrowed for that purpose is taken away from the trade of the 
country. 

Sir Purshotamdas Thakurdas : I do not think that we should express any 
opinion as to the right or wrong of the Government borrowing and I do not 
think it would serve any useful purpose to do so. All that we are concerned 
with is the effect of Government borrowing on trade and commerce. For 
what purpose Government borrow we had better leave out. 

Mr. Manu Subedar : You say that “ both classes of banking investments 
signify a comparatively undeveloped banking system, but it cannot be doubted 
that under existing circumstances no change of policy is possible By 
whom ? 

Dr. Jeidels : By the banks. 
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Mr. Manu Subedar : Your reference is directly to the banks themselves. 
The banks working in their own interests should not do otherwise than what 
they are doing ? 

Dr. Jeidels : They cannot do otherwise than what they are doing. 

Mr. Manu Subedar : You say that “ no steps must be taken to prema¬ 
turely encourage the banks to be less cautious and conservative in granting 
credits”. We only deal with general principle. What steps have you in 

mind ? 

Dr. Jeidels : No advice should be given. 

Mr. Manu Subedar : All sorts of advice have been given to us by various 
witnesses and various representatives of banks. 

Dr. Jeidels: My opinion is that no advice should be given to the banks, 
to be less conservative in their loan policy. 

Mr. Manu Subedar : You think that under existing conditions commercial 
banks would not b« well advised to grant loans without security ? 

Dr. Jeidels : Yes. 

Mr. Manu Subedar : Not even collateral ? 

Dr. Jeidels : That is different. Is investment in block the object for which 
the loan is used ? 

Mr. Manu Subedar : Your point is that if the block was merely a collateral 
security fcr current leans, then it would be perfectly right for commercial 
banks to giant leans, but if an industrial concern wanted money for capital 
extensions for capital purposes, it would not be right for commercial banks 
to do so. 

Dr. Jeidels : Yes. 

Mr. Manu Subedar : With regard to house and real property, what would 
be your position ? 

Dr. Jeidels : It is good security, but it is not good purpose for borrow¬ 
ing. 

Mr. Manu Subedar : The purpose is trade and business. If a man owns 
two or three houses—valuable property—in a town, would you then recom¬ 
mend a commercial bank to take these documents as collateral ? 

Dr. Jeidels : I do not see any objection, if the loan is self-liquidating. 

Mr. Manu Subedar : You said that no steps should be taken to prematurely 
encourage the banks to be less cautious and conservative in granting credits. 
Those steps have been recommended to us as steps which would make real 
property form a collateral in the first instance. But supposing an industrial 
concern weakens, the bank may have to take possession and take steps which 
would involve the rendering of that process cheaper, easier from the banker's 
point of view, less costly for realisation, etc. Those steps you are not warning 
us against ? 

Dr. Jeidels: No. 

Mr. Manu Subedar : Would any customer refuse his banker full inform¬ 
ation even under existing conditions ? 

Dr. Jeidels : I do not go as far as to say that they refuse information. 
I have used the expression : “ they do not divulge information freely ”, I 
do not know whether it is nice English. 
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Mr. Manu Subedar : Is it your information that the banker in India wants 
to know what the customer is doing, what his activities are, what his profits 
for the last year were, and do you mean to say that the customer would not 
give information % 

Dr. Jeidels : Not to the extent required, nor of his free will. 

Lala Harkishen Lai : He attempts not to give, he dodges. 

Mr. Manu Subedar : Is that not human nature all over the world ? 

Lala Harkishen Lai : It may be. 

Mr. Manu Subedar : I want to know whether anything peculiar exists in 
India by which we are regarded as primitive and backward people incapable 
of developing. 

Mr. Lamond : Things are improving in the last few years but they are 
coming in very slowly. 

Mr. Manu Subedar : The position may have been like what you have 
described here. 

Mr. Lamond : Still it does exist. There has been a big improvement. 

Mr. Manu Subedar : What do you say with regard to their falling into 
line with western methods ? 

Dr. Jeidels : The quicker they do it, the better. 

Mr. Manu Subedar : With regard to your firms in Europe, those firms 
have got a definite and substantial position. There must be some weaker 
firms. It may be that the firm became weaker after they became your custom¬ 
er. Would the tendency of human nature be the same ? 

Dr. Jeidels : Tendency of human nature is the same everywhere, but educa¬ 
tion has had greater or quicker results in western countries. 

Mr. Manu Subedar : You have yourselves ruled out the uneducated from 
the scope of banking. Therefore we are only talking about the educated 
people. 

Dr. Jeidels : Tho°e who come within the scope of banking do not divulge 
as far as I have heard. I do not know whether you dispute that at all. 

Mr. Manu Subedar : You can only say that, if you were a banker both in 
this country and in the west. 

Dr. Trip : That is our impression from what we have heard. 

Mr. Manu Subedar : Some of the impressions are changing. I have spent 
about seven years of my life in Europe and seen many nationalities, coming 
into very close contact with many friends. In my opinion human nature 
is the same all over the world. 

Dr. Jeidels : On the information which a customer gives to his banker ? 

Mr. Manu Subedar : You say that personal ornaments would not con¬ 
stitute a valuable part of the assets of your clients, but in India they do. 
A very large class of the people who have a substantial amount of possessions 
put them into ornaments and ornaments are liquid. 

Dr. Jeidels : I paid my compliments to this kind of business. 

Dr. Hyder : Do you include silver ornaments or only gold ? 

Dr. Jeidels : Principally gold. 

Dr. Hyder : No advance is made on silver ? 
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Dr. Jeidels : I suppose not, because it would require too large a quantity 
of ornaments. 

Sir Purshotamdas Thakurdas : I think what Dr. Jeidels is referring to in 
his memorandum is gold. 

Mr. Manu Subedar : You advocate the use of vernaculars in the various 
fields of banking. Do you refer to the use of cheque books or pass books ? 

Dr. Jeidels : I have only suggested to do something about the vernaculars 
in order to increase that part of the population which I count as banking 
clients. Therefore I want to include as many of those who can read and write, 
even if they cannot read and write a specific vernacular. 

Mr. 3Ianu Subedar : Correspondence is one field in which the vernacular 
is recognised ; that is entirely for bankers concerned. With regard to cheques 
and pass books, it is for the client concerned to see that the entries are properly 
made. Do you not think that some of the higher staff would have to learn 
vernaculars ? 

Dr. Jeidels : I suggested that it should be regulated and handled as far as 
possible on a common basis, so that every single bank in every single locality 
should cultivate the use of vernaculars on the same standardised basis. It 
would increase the part of the population, which is available for banking. 

Mr. Manu Subedar : But the superior staff of the bank will have to know 
vernaculars ? 

Dr. Jeidels : I do not know, if it is necessary. 

Mr. diamond : We never turn down a bill because it is written in the ver¬ 
nacular. We accept bills in vernacular. 

Dr. Jeidels : What I am driving at is this : it is not sufficient that one 
bank follows a certain policy, however good that policy may be. Banks 
ought to try to come to an agreement among themselves with regard to ver¬ 
naculars, as it would increase the possibilities of banking. 

Sir Purshotamdas Thakurdas: Dr. Jeidels refers to an important problem 
in connection with the extension of banking. It is exactly why hanks like 
the Central Bank and other Indian banks have not introduced more vernaculars 
in banking than exist at present which we have to examine. I do not think 
our friends on the other side of the table can give any lead on that. 

Mr. Manu Subedar : I was trying to understand whether the existence 
of superior staff not knowing any vernaculars in this country had not some¬ 
thing to do with it. I personally feel that it is one of the causes we have 
to deal with. 

Sir Purshotamdas Thakurdas : Dr. Jeidels has put it in as an important 
problem and let us leave it at that. 

Mr. Manu Subedar : In Germany you have the giro system and, therefore, 
there is no question of any cost for remittance ? 

Dr. Jeidels : It costs something, of course. 

Mr. Manu Subedar : Who pays the cost ? 

Dr ’« Jeidels : The party who uses it, but I cannot tell you how much. 

Sir Purshotamdas Thakurdas : It can be ascertained very easily. 

Dr. Jeidels : Yes, but I cannot tell you off hand. We could get the figures. 
The giro system is the system of remittance administered by the Central 
Bank and its branches. 
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Mr. Manu Subedar : Does jt cost anything to the banker ? 

Dr. Jeidels : It does. 

Mr. Manu Subedar : You have no branches of your bank, but the Reichs- 
bank have many branches. If I have an account in Berlin and one in Ham¬ 
burg, would it cost me anything to transmit my money \ 

Dr. Jeidels : It costs you generally two days’ interest. If you have a 
credit balance in Berlin and you draw the money in Hamburg you are charged 
for the money two days earlier than the day, when you received the money. 

Mr. Manu Subedar : When I withdraw from Berlin on the 17th, am I 
not debited to Hamburg on the 17th ? 

Dr. Jeidels : No, on the 15th. 

Mr. Manu Subedar : So that the cost of internal remittance in Germany 
has been brought down. 

Dr. Jeidels : I don’t know whether it has been reduced recently. 

Mr. Manu Subedar : Even between the bank and its client, there is this 
charge 1 

Dr. Jeidels : Yes. 

Sir Purshotamdas Thakurdas : It goes to the Central bank ? 

Dr. Jeidels : No. Mr. Subedar asks about the inter-branch business, not 
the payments through the Central bank. There is a charge on these too 
but I cannot say how much. 

Sir Purshotamdas Thakurdas : What the central banks charge to the bank 
you cannot say ? 

Dr. Jeidels : No. 

Mr. Manu Subedar : You said there were no bank audits in Germany ? 

Dr. Jeidels : No. 

Mr. Manu Subedar : How does the Reichsbank then keep itself fully 
informed about the affairs of any particular bank ? 

Dr. Jeidels : The majority are joint stock banks. The Reichsbank sees 
their balance sheets. 

Mr. Manu Subedar : But the balance sheets are not audited, they are 
prepared by the banks themselves. 

Dr. Jeidels : Yes, they are supposed to be correct just the same. 

Mr. Manu Subedar : You have not the phenomena of what is called window 
dressing in your country ? 

Dr. Jeidels : I only know the windows of my own bank and they are not- 
dressed. 

Mr. Manu Subedar : Is there a comment in the financial press that < )me 
of the banks try to show a better liquid position, and more cash on that date- 
of the balance sheet, than they actually usually have for months toge'iier. 

Dr. Jeidels : That has other reasons. 

Mr. Manu Subedar : Supposing for three or four months, their cash is 
only, let us say, 10 per cent. ; on the balance day they show it as 14 per cent. 

Dr. Jeidels : The reason is not to particularly impress the newspapers.. 
It is done, because the 31st December which is the balance sheet day, is a 
day when banks have to be prepared for much larger payments than usual. 



Certainly one has to have a larger cash at the end of the month than during 
the month, and still more ready cash at the end of the year. 

Mr. Manu Subedar : You have savings banks in Germany ? 

Dr. Jeidels : Yes. 

Mr. Manu Subedar : There is an apex bank besides the savings bank. 

Dr. Jeidels : There are savings banks, clearing houses and one Central 
clearing house. 

Mr. Manu Subedar : Is it part of the Reichsbank ? 

Dr. Jeidels : It has nothing to do with the Reichs bank ; it is a private 
institution of the public savings banks, 

Mr. Manu Subedar : It is an association of, say, the public savings banks. 

Dr. Jeidels : Yes, it has its own capital. 

Mr. Manu Subedar : So that the savings bank deposits in Germany are 
put on the deposit side, not on the loan side ? 

Dr. Jeidels : It is only an apex bank, similar to the provincial banks in 
the co-operative movement in India. 

Mr. Manu Subedar : Suppose I was a citizen of Germany and saved 10,000 
marks in a particular month. I want to put that as deposit in the savings 
bank, what happens to the 10,000 marks ? 

Dr. Jeidels : They are given to the savings bank, not to the apex bank. 

Mr. Manu Subedar : How do they earn their interest 1 

Dr. Jeidels : They loan it out in different ways. I can give you all parti¬ 
culars. 

Mr. Manu Subedar : To which class do they loan it, to traders ? 

Dr. Jeidels : Partly, yes ; they also hold Government securities, munici¬ 
pal bonds, loan against mortgage. 

Mr. Manu Subedar : But apart from what is invested in Government 
securities, the savings in Germany go to the financing of trade and industry. 

Dr. Jeidels : Yes, if you understand finance correctly. 

Mr. Manu Subedar : They are lent out to trade and industry. 

Dr. Jeidels : Let us not use the word ‘ loans ’. They invest in mort¬ 
gages, in industrial debentures to a certain extent, particularly in municipal 
bonds. ' 

Mr. Manu Subedar : They do not constitute part of the Government’s 
current finance, but are invested in this sort of investment which you have 
just mentioned. 

Dr. Jeidels : Yes. 

Dr. Trip : They do not disappear in the exchequer of the Government . 

Dr. Ryder : The customer who makes use of this • Giro ’ remittance 
system of the Reicbsbank has got to keep a minimum balance ? 

Dr. Jeidels : Yes. 

Dr. Hyder : The profit which the bank derives from the use of these free 
balances meets a considerable part of the cost of remittance ? 

Dr. Jeidels : Yes. 
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Dr. Ryder : Up to the year 1920 it was free of cost, but since 1921 we all 
know that a fee is charged. Does it cover transfers from one branch to an¬ 
other ? 

Dr. Jeidels : I could not tell you. It is a detail, which can be furnished 
easily ; I can neither tell you whether the bank charges commission, besides 
holding the balances. 

Mr. Shanmukham Chetty : When you talk of the Imperial bank and in¬ 
dustrial finance, you mean only financing the block account or you mean 
financing of the working capital ? 

Dr. Jeidels : They are certainly not financing the block account. 

Mr. Shanmukham Chetty : But commercial banks do finance the working 
expenses of an industrial concern ? 

Dr. Jeidels : They supply, to industrial firms by way of bank loans, a cer¬ 
tain part of their working capital, but not all of it. 

Mr. Shanmukham Chetty : A certain part of the working capital of indus¬ 
trial concerns is financed by commercial banks 1 . 

Dr. Jeidels : Yes, a certain part. 

Mr. Shanmukham Chetty : What would be the percentage ? 

Dr. Jeidels : A small percentage. I cannot tell you exactly because it 
depends on the various lines of business. 

Mr. Shanmukham Chetty : I know we will have to examine this point more 
in detail when we come to industrial banks. What exactly is the part played 
by commercial banks in financing industry ? 

Dr. Jeidels : They finance a limited part of the working capital. 

Mr. Shanmukham Chetty : How is that financing generally made and on 
what security ? 

Dr. Jeidels : It entirely depends on business and quality of the customer. 

Mr. Shanmukham Chetty : There is no hard and fast rule that a com¬ 
mercial bank will finance the industrial firm only upon security ? 

Dr. Jeidels : No, certainly not. 

Mr. Shanmukham Chetty : You say that there is no general agency in this 
country devoting its banking activities to the business done by the London 
private banker ? 

Dr. Jeidels : The expression “ private banker ” is somewhat misleading 
“ Issuing houses ” makes it much clearer. 

Mr. Shanmukham, Chetty : You say that with further development, with 
the increasing number of firms of undisputed standing, the reluctance of the 
banks to loan against block mortgage or without security will, by and by, 
diminish. You recognise that in India at present banks are more reluctant 
to finance against block mortgage than in other places ? 

Dr. Jeidels : Yes. 

Mr. Shanmukham Chetty : Is that a handicap for India, whatever might 
be the reason ? 

Dr. Jeidels : Yes. 

Mr. Shanmukham Chetty : Do you think that in India there certainly 
ought to he some firms which can come under the category of undisputed 
standing ? 
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Dr. Jeidels : Yes. 

Mr. Shanmukham Chetty : Is it your impression that the joint stock banks 
in India are very reluctant to advance against block mortgage ? 

Dr. Jeidels : I really cannot tell you. 

Mr. Shanmukham Chetty : Is it your impression that even in the ease o' 
firms of undisputed standing joint stock banks in India are inclined to be 
more conservative than the institutions in other countries ? 

Dr. Jeidels : I could not say so. 

Mr. Shanmukham Chetty : You talk about encouraging the customers to 
disclose their state of financial business to banks. Is it your impression 
that the banks do really attempt to find from the customer himself the inform¬ 
ation rather than go to the market for bazaar rumours ? Is it the practice 
in your country for a joint stock bank to require its customers to furnish periodi¬ 
cal statements of their financial position and standing in business ? 

Dr. Jeidels : Yes, even without being asked. 

Mr. Shanmukham Chetty : Have you found out whether the joint stock 
banks in India or the Imperial bank have established it as a practice that the 
customer should periodically furnish a return in a form 1 

Dr. Jeidels : The question ought to be put to the bankers. I have tried 
not to be inquisitive. 

Mr. Shanmukham Chetty : My impression is that the banks have not really 
made an attempt to secure from their customers periodical returns in pres¬ 
cribed forms and therefore part of the blame should lie on the banks. 

Mr. Lamond : That statement is not correct. 

Mr. Shanmukham Chetty : I have been a customer of the Imperial Bank 
for the last 12 years and I have never been asked to supply periodical re¬ 
turns. 

Mr. Lamond : They would not ask yon. They have got facilities for find¬ 
ing. 

Sir Purshotamdas Thakurdas : It is more for the Committee to go into 
this and I suggest that we leave it at that. 

Mr. Shanmukham Chetty : Do you think that in India there is that per¬ 
sonal contact between the client and the banker as there is in your country ? 

Dr. Jeidels : That is rather difficult to say. My impression does not lead 
me to a general criticism. 

Mr. Shanmukham Chetty : As a practical banker, don’t you attempt to 
keep in touch with your clients ? 

Dr. Jeidels : Yes, within possible limits. 

Mr. Shanmukham Chetty : Yon are not in a position to say whether that 
touch exists in India ? 

Dr. Jeidels : I have not the impression that that touch is lacking. One 
would have to ask the customer ; I cannot ask the banker whether his cus¬ 
tomers are satisfied. 

Mr. Khaitan : Regarding the touch, our impression is different from what 
you have gathered. May I know from what places you gathered your in¬ 
formation ? 
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Dr. Jeideh : My information was mostly gathered in the towns I visited— 
Madras, Calcutta, Lahore, Cawnpore, Lucknow. If you ask whether I have 
seen hundreds of people, then I say I have not ; hut I believe to have seen 
enough to form an impression. 

Mr. Khaitan : What is the practice of banks about re-discounting bills f 

Dr. Jeidels : The word “ re-discount ” is generally used for re-discounting 
with the Central Banking Institution. Banks buy bills all over the country 
from their customers ; it is one of their principal lines of business. Some¬ 
times they sell bills in the market. It is a matter of calculation and pro¬ 
fit. 

Mr. Khaitan : Do the banks in Germany consider it beneath their dignity 
to sell the bills in the market ? 

Dr. Jeidels : Generally, they do not sell bills- Our free bill market is not 
highly developed. But it is not a matter of dignity ; it is a business con¬ 
sideration. German banks do sell bills which they have discounted from 
their clients. They sell them at a profit owing to their endorsement. 

Mr. Khaitan : They sell the bills to the public in the market 1 

Dr. Jeidels : They do sometimes, for instance, to foreign banks. 

Mr. Khaitan: Supposing there were wealthy German citizens and they 
were prepared to buy bills ? 

Dr. Jeidels : I do not know to what extent it happens. 

Mr. Khaitan : What happens in England ? Supposing a bank has got 
a number of bills which they want to convert into cash, would there be any 
objection on the ground of prestige or otherwise ? 

Mr. Cassels : Not the slightest. You do it every day. It is the business 
of the discount market to buy and sell bills. 

Mr. Khaitan : That is, the banks freely go into the market to buy bills 
and to sell ? 

Mr. Cassels : Yes. 

Dr. Jeidels : In countries where there is a bill market. 

Mr. Khaitan : Supposing there is no bill market, supposing there are 
.people who are willing to buy, banks go to them fr eely ? 

Mr. Cassels : Yes. 

Mr. Khaitan : Similarly, as regards bank acceptances. From the very 
nature of things I suppose it means that the banks can sign their acceptances 
to customer’s bills and that the customer may sell it in the market with the 
acceptance of the bank on it ? 

Dr. Jeidels : Yes. 

Mr. Khaitan : Have you made any inquiry in India whether the banks 
in this country have shown the slightest intention of pursuing that class of 
business ? 

Dr. Jeidels : I cannot tell you. 

Mr. Khaitan : I hope you have not got the impression that there are not 
people in India, especially in places like Calcutta and Bombay, who would 
be quite glad to buy bills and buy bank acceptances at good rates of inter¬ 
est ? 

Dr. Jeidels : You must make a difference between banker’s acceptances 
and banker’s endorsement. 
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Mr. Khaitan : The hill market simply consists of individuals who are pre¬ 
pared to buy and sell bills. If you always find them ready to deal in bills, 
that constitutes a bill market. Have you formed the impression that at least 
in Calcutta and Bombay there used to be a good bill market ? 

Dr. Jeidela : I do not think so. 

Mr. Khaitan : Would you be surprised if I told you that in Calcutta and 
Bombay there are a large number of firms which deal in bills as a regular 
feature of their business ? There do exist quite a number of respectable firms 
at least in Calcutta and Bombay, as also at some other big places, who are 
prepared to buy bills from time to time, according, of course, to their finan¬ 
cial requirements. 

Dr. Jeulels: I would like to know whether firms make it their business to 
buy bills and sell them to such institutions, like insurance companies and 
banks, which cultivate that kind of investment. 

Mr. Lamond : They do. 

Sir Purshotamdas Thakurdas : They are box bills. They are the best 
bills. They are kept in the box. 

Mr. Lamond : In the Imperial bank there are 5 to 6 lakhs of box bills 
The multani takes the desposit from the client and instead of giving him a 
deposit receipt, he gives him so many bills with his endorsement on them. 

Dr. Jeidels : That is an interesting inst itution. 

Mr. Cassels : It is a matter of negotiation. We have been speaking of a 
free market, whether the rate is the same for all bills. 

Dr. Jeidela : It is not a bill market. 

Mr. Lamond : They take those bazaar bills. The rate may not be the 
same. It all depends on their standing. 

Dr. Jeidela : I think it is an important element of a bill market. Such 
business of buying bills from trade and selling them to proper parties has been 
a speciality of some banking firms in New York, previous to the establish¬ 
ment of the Federal Reserve Bank system. 

Mr. Khaitan : Bill brokers in India are.understood differently. In London, 
a bill broker means a firm or individual who buys and sells bills with his own 
money or borrowed money. But here in India, bill brokers are really brokers 
or go-betweens between the buyers and sellers of bills. There are two kinds of 
bills, genuine trade bills and finance bills. The latter are those that are drawn 
say, by a firm in Calcutta either upon itself or upon another who stands in the 
position of a guarantor. But there are bills coming from the interior of the 
country payable at 3 months’ sight and so on. If wheat is moved from Cawn- 
pore to Calcutta, the seller draws a bill upon his commission agent in Calcutta 
payable at 3 months’ sight. The commission agent accepts that bill and gets 
the railway receipt from the post office. He takes delivery of the goods and 
the goods are immediately sold that way. When the bill becomes due he pays 
it. Would you not call it a genuine trade bill ? 

Dr. Trip : It is, I think. 

Mr. Khaitan : There are bills already worth crores of rupees. What is 
wanting is the touch between the joint stock banks and the bill market, 
which does not take place and no endeavour is made by the banks to get 
into touch with the bill market. In 1929 and 1930 it so happened that when 
the bank rate was 5 or 6 per cent, the rate for good bills in the bill market 
was only 3 or 3£ per cent. 
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Mr. Lamond : We have opened a branch in Burra Bazaar specially with 
a view to get into touch with the bill market. 

Mr. Khaitan : I am not talking about the Imperial Bank alone which 
might have perfected itself. I am talking generally of all banks. What is 
wanted is that the banks should get into touch with the bill market. Would 
you, as experts, advocate that banks should get into touch with the bill market 
so that the opportunities of buying and selling bills irrespective of 
whether or not a Reserve Bank comes into being in this country ? 

Mr. Cassels : The normal way of conducting the bill business is for the 
customer to go to the bank and ask the latter to discount the bills in the 
possession of the former. 

Mr. Khaitan : You have been told that there are about 2,400 towns in 
India and about 700,000 villages and the number of banks that are doing 
business in this country including co-operative banks is only about 750, so 
that either the head office of a bank or the branch of a bank does not even come 
up to 25 per cent, of the towns ; and therefore it is not the banks that often 
receive these railway receipts and kundis as we call it. What happens is that 
the hundi is discounted with some shroff at the place from which the goods are 
sent and the railway receipt is sent direct to the commission ag nt. Otherwise 
what happens is that the shroff who pays the money to the seller of goods at, 
say Cawnpore, might like to discount that bill with some other party and it 
might take a long time for the hundi to reach its destination, say Calcutta, 
for acceptance purposes and delay might cause demurrage and other charges. 
And by "the time it reaches Calcutta, it may contain over 7 or 8 signatures. 
Are not such bills good for the banks to buy ? 

Sir Purshotamdas Thaturdas : Provided the parties to the transaction are 
quite sound. 

Mr. Khaitan : That is always presumed, certainly. Would you gentle¬ 
men, sitting as experts, recommend the creation of an instituti n whereby 
the banks would get into touch with the bill market ? 

Mr. Cassels : I think there ought to be a proper money market. 

Mr. Khaitan : Going a step further, would you recommend to the banka 
here to give up their shyness and to deal with the system of bank acceptances ? 

Dr. Jeidels : That can scarcely be done before the establishment of a 
Reserve Bank. 

Mr. Khaitan : I can quite understand your point when the bank buys bills 
and then rediscounts them with the central banking institution of the country 
but I am not able to understand how the question of a Reserve Bank arises in 
the case of bank acceptances ? 

Dr. Jeidels : The case is the same. 

Mr. Khaitan : Why should a bank bother about the question as to whether 
that person who is buying the bill has another channel available to him, through 
which he could approach the central banking institution of the country ? 

Dr. Trip : It would be a channel for the bank to fall back upon. 

Mr. Khaitan : As a matter of fact the shroff rate of discount in the market 
for good bills is never above the bank rate ? 

Mr. Cassels : But will that market be available even during times of crisis ? 
If there were a Reserve Bank in existence, then you have always something to 
fall back upon. 



80 


Mr. Khaitan : We, in India, have not experienced a worse crisis than we 
had last year—and Sir Purahotamdas will bear me out in my statement when 
I say so—and even then enough money was available for the purpose of die- 
- counting bills. 

T.r. Jeidels : German banks give their acceptance to a large extent; but 
they would certainly be reluctant to do so, if there was not some agency 
always rediscounting bills offered. 

Mr. Khaitan : Would you not recommend that this is a matter which 
this Committee should enquire into ? 

Dr. Jeidels : My information on the bill habit and on assets is not 
complete; I, therefore, only mentioned the matter as one which you should 
•follow up further. 

Mr. Khaitan : I would not trouble you further on that point, in view of 
the promise by Dr. Trip to supply us with a memorandum on this subject. 

Mr. Khaitan : Would you recommend the starting of any other institu¬ 
tion to finance the industries of the country apart from commercial banks ? 

Dr. Jeidels : I could anticipate the answer, but I would prefer not to do it, as 
I shall express my opinion carefully in the memorandum on Industrial Banking. 

Chairman : Referring to the figures of deposits, I am not sure in my own 
mind whether these figures are conclusive. I believe the figures include Govem- 
. ment deposits. 

Dr. Jeidels : Only private deposits. 

Mr. Lamond : They include bankers’ balances, not Government balances. 

Chairman : Therefore they are not wholly private deposits. 

Dr. Jeidels : Where banking is highly developed, bankers’ balances are 
usually large. 

Chairman : Perhaps some practical bankers might pursue it. 

Mr. Manu Subedar : May I know, before proceeding further, whether the 
other gentlemen are in entire agreement with the portion of the memorandum 
which you have just read and have nothing to drop or add. 

Chairman : I understood they were in agreement with these views—they 
. are in provisional agreement—though it is quite possible that as a result of the 
discussions, they may modify the views. That, I understand, is the precise 
position. 

Mr. Sarker : I take it that as at the present moment these are also their 
views. 

Mr. Cassels : Yes. 

Mr. Khaitan : From the figures of deposits you have to draw the conclu¬ 
sion that the country does not abound in untapped banking facilities. Have 
you considered the question of the amount of deposits in connection with the 
index figures ? May I draw your attention to some of the index figures. I 
have the Indian Trade Journal, October issue. Let us take the total figures, 
because the Imperial Bank figures have moved in the same line with the total 
•deposits. 

In the year 1919 the index figure was 196. 

In the year 1920 the index figure was 201. 

In the year 1921 the index figure was 178. 

In the year 1922 the index figure was 176. 
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In the year 1923 the index figure wa*. 172, 

In the year 1924 the index figure was 173, 

In the year 1925 the index figure was 159. 

In the year 1926 the index figure was 148. 

In the year 1927 the index figure was 148. 

In the year 1928 the index figure was 145. 

In the year 1929 the index figure was 141. 

'The highest index figure was in 1920 i.e. 201, and the deposit figures wer - ' 
highest in 1920 i.e. 226 crores. Since then the index figure went down to 141 
from 201. 

Dr. Jeidels : It practically means that owing to the higher purchasing 
power of money the deposits show an increase, in the 10 year period, of 25 
per cent. 

Mr. Khaitan : That is only from the point of view of the index figures 
Then we come to the figures of public debt; that also draws money from the 
public. 

Dr. Jeidels : Yes. 

Mr. Khaitan : I am reading from the Budget for 1930-31. The figure of 
public debt in India, rupee debt, rose from 476 crores in 1923 to 566 crores on 
the 31st March 1928 and to 644 crores on the 31st March 1930. In 1921 the 
figure of debt was 339 crores. I am reading from the Statistical Abstract for 
British India. From the 31st March 1921 the public debt rose from 310 to 
566 crores on 31st March 1928 and to 602 crores on the 31st March 1929. When 
we deal with the year 1928, it is better to take the figure of 31st March 1929. 
It means 602 crores. Between 1921 and the 31st March 1929, roughly speaking, 
about 300 crores went into the public debt from the market. I am onjy 
referring to the rupee debt, not to the sterling debt. Now, in addition to 
this—I may draw your attention—there are also the figures of contraction of 
ourrency. 

Dr. Jeidels : What Mr. Khaitan says is quite clear. If the deposits show 
the same amount to-day as 10 years ago, it means they have increased practi- 
cally by 25 per cent. 

Chairman : The second point is that so much money has been withdrawn 
from the market by Government borrowing and also by Government’s con¬ 
traction of the currency. He has not yet been able to give the precise figure 
for contraction, but that is not of any account. 

Dr. Jeidels : It does not modify the statement. 

Mr. Khaitan : In 1919-20 and 1920-21 the total contraction was about 68 
crores ; in 1929-30 the figure for contraction of currency was about 32| crores 
and in 1930-31 it has been 29 crores, so that in these two years again the con¬ 
traction of currency has been to the extent of 61J crores of rupees. Now, 
in spite of these contractions of currency which must have an effect on the 
amount of currency in circulation, and the fact that the index figures are re¬ 
duced in the way that I have already given to you, you find that the figures of 
deposits have not only remained intact but during recent years, in spite of 
these factors, there is a tendency towards increase. For example, in 1923 the 
deposits totalled 190 crores ; in 1924 they went up to 202 crores ; in 1925 
to 206 crores ; in 1926 to 208 crores ; in 1927 they went down to 205 crores, 
but again in 1928 they rose to 208 crores. This shows, really speaking, that 
there has been an increase in deposits. Furthermore, we have got to remember 
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that in terms of gold there has been another increase by about 12£ per cent, by 
reason of the rupee value having been increased from Is. 4 d. to Is. 6 d. On the 
top of all this the Government has been able to tap the resources of the market 
to the extent of about another 300 crores of rupees. Would not these figures 
change your view a little as regards the country abounding with possibilities 
of banking resources 1 

Dr. Jeidels : Yes, it does to a certain extent. The deposits are not as low 
as they appear at first sight. There is really an increase, while no increase is 
apparent in the face value of the figures. How far this changes the answer 
to the question whether much more banks would really find employment 
remains to be seen, but I think my statement has to be revised according 
to the index figures quoted by Mr. Khaitan. There is an increase in deposits 
while the figures do not show one. 

Dr. Trip : There seems to have been about 1920,1 think, a kind of inflation 
in this country as there was in most countries. There was too large an amount 
of currency all spread over the country I suppose. Was that not the case 1 

Mr. Khaitan : There was no inflation in India. What happened really 
is that, when there was so much currency in circulation in the year 1920, 
the Government suddenly decided to increase the exchange value of the rupee 
from Is. 4 d. gold to 2s. gold and in order to achieve that result Reserve Councils 
were sold and currency was contracted to the figure that I have already given 
you. The result was that there was a contraction of currency and at no time 
was there an inflation of currency. After that, when the Government could not 
maintain exchange at 2s. gold, the exchange fell with a crash to very nearly 
Is. gold. Then the Government again decided to increase the exchange value 
of the rupee to Is. 6 d. gold and as a result of that, there has again been a con¬ 
traction of currency. At no time during this period, either during the War or 
after the War, was there an inflation of currency in the sense that there was in 
Germany or France or Belgium or in any other country. Whatever increase 
there was in the circulation of currency was due to natural and normal factors, 
but never was there a sense of inflation. The amount of currency did increase 
but that was because of the profits that Indians received on account of increase 
in prices and the tender of gold to the Government currency chest. 

Dr. Trip : Your index number, is that the index number of the wholesale 
prices ? 

Mr. Khaitan: Yes. 

Dr. Trip : So you are of the opinion that the rise of that index number to 
201 in 1920 was due not to inflation but to the rise in the market prices of the 
products of India 1 

Mr. Khaitan: Exactly. 

Dr. Jeidels : Mr. Chairman, I have marked in my copy of the memorandum 
that the increased purchasing power by about 25 per cent., modifies somewhat 
the figures contained in the memo. I am much obliged to Mr. Khaitan for 
the correction. 

Chairman : As regards the other two parts of Mr. Khaitan’s statement* 
that is the deflation and the Government borrowing, would not that seem to 
indicate that there was a rise in the depositable savings—if I may use that 
word—in the country ? 

Dr. Jeidels : One cannot fully compare bank deposits and investment 
securities. The investor who deposits with a bank is of a different kind 
from the investor who buys Government securities. I mention this to support 
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my opinion that, after all, the banking possibilities of the country are not 
so tremendously large. 

Chairman : I am not sure myself, without looking at the reports, about all 
the figures given by Mr. Khaitan. For example, if I remember right, there 
was an issue of currency against what wo in this country call ad hoc securities 
which would be one form of inflation. I do not want to go into that very com¬ 
plicated problem at this stage, but what J do want to say is this. 
I would not like at this stage to subscribe to all that Mr. Khaitan has said. 
It is an undoubted fact that Government during this period did take in the 
market 300 crores of savings or whatever the precise figure may be. Then it is 
possible that there has been a certain amount of deflation. What the precise 
amount has been or that there has actually been deflation as compared with 
1919 is another matter. I should like to know would the effect of deflation be 
the withdrawal of savings by Government. 

Dr. Trip : No, I do not think so. The currency decreases but on the other 
hand purchasing power increases. 

Mr. Khaitan : You mean purchasing power of the rupee or the purchasing 
power of the raipal ? 

Dr. Trip : The purchasing power of the rupee. 

Mr. Khaitan : Does not it depend upon whether the exchange value of the 
rupee is increased ? 

Dr. Trip : If you look at the index numbers of the United States you will 
find that the international purchasing power of the dollar has not increased 
with regard to the other currencies. 

Chairman : You know in other countries what the effect of deflation has 
been. Has it had the effect of withdrawal of savings ? That is what Mr. 
Khaitan’s point is. 

Dr. Jeidels : I think Mr. Khaitan’s remarks are largely correct; he says, 
“ You give us figures which you believe to be comparable, but they are not 
comparable ”. They are indeed not comparable, because the index number 
has changed ; if a man had one rupee ten years ago his rupee means now 
one and one-third rupee in purchasing value. Besides the rupee is worth 
Is. 6 d. instead of Is. 4 d. The bank deposits have really increased while the 
figures which I have given seem to show that they have not increased ; so I 
accept this correction of Mr. Khaitan. 

Mr. Khaitan : Another question which I would ask you is, what is the pro¬ 
portion of bank deposits to the amount of currency in circulation in England 
or any other country generally ? 

Dr. Jeidels : The bank deposits are in Germany about four times as high aa 
the amount of currency in circulation. 

Dr. Trip : It is about the same in Holland. 

Mr. Khaitan : That is my information also. Does not it strike you as a 
little bit queer that the amount of deposits in banks in India are almost equal 
to the amount of currency in circulation ? 

Dr. Jeidels : It is not surprising. 

Mr. Khaitan : I did not say surprising. “ Queer ” is the word that I used. 
Does not that also indicate to you that there is a vast possibility of an increase 
of banking in the country ? 

Dr. Jeidels : Not necessarily. In the long run, of course, there may be 
vast possibilities, but we speak of the actual ones. Is the part of the country’* 
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resources, which by its nature is apt to go into banks, so large that it cannot 
be properly handled by the existing banking institutions ? This is how one 
ought to put the question. Are there too few banks to take care of those re¬ 
sources in the country, which normally go into a bank ? 

Mr. Ehaitan : After all, India is not an uncivilised country ; it is not a 
country in which trade is not carried on ; it is not a country in which industry 
is not carried on. India is in fact the sixth biggest industrial country in the 
world. It has got a good export and import trade and the internal trade, as 
you have heard from the Vice-Chairman, is at least 7 to 24 times as great a3 
the foreign trade. India, therefore, cannot be said to be a kind of primitive 
country in which people do not understand banking requirements and the 
banking position. I do not mean any offence to anybody, but India was per¬ 
haps the first country that developed banking before any other country did. 
When I find that in other countries the banking deposits are about five times 
as great as the amount of currency in circulation, and that the banking deposits 
in India are only about equal to the amount of the currency in circulation, does 
not that give you some idea that there is a great possibility of banking develop¬ 
ment in this country ? 

Dr. Jeidels : Yes, undoubtedly. I have not dealt with the question, 
whether there are banking possibilities. If you wish to ask me this, I say: 
there are very large banking possibilities. 

Dr. Trip : I think 72 per cent, of the population are agriculturists. Do 
you think that they offer the great many banking possibilities which are meant 
here by my friend, Dr. Jeidels ? 

Dr. Jeidels : I have only answered as to whether there are large banking 
possibilities for the future in the country, but, for the present, I stick to my 
statement. 

Mr. Khaitan : We are only discussing the future Dr. Jeidels, and the 
raison d’etre of this Committee is to take into account the future possibilities ; 
to study whether the banking system is deficient at present ; and to lay down 
the lines on which it ought to be improved so that there may be better banking 
possibilities. In order to consider these questions we have got to look into the 
future whatever may have happened in the past. 

Dr. Jeidels : You do not know whether there will not in future be sufficient 
banks. You may even duplicate the present figures, but even then the banks 
existing at present could easily take care of the deposits in the country. 

Mr. Khaitan : I do not understand how you come to that conclusion. 
Pardon me for not being able to agree with you. Does not that argument cut 
both ways. You say that the banks take care of the deposits that they receive 
at present. My contention is that there are not enough banks to receive more 
deposits and to give more banking facilities to the country. If there were 
more banka, if there were better banks, if there were banks that took a more 
national outlook, then there would be more deposits. There are possibilities 
in the country of getting more banks, and the country as a whole, including 
agriculturists, industrialists and merchants, would be catered for much better 
■n their financial matters. 

Dr. Jeidels : I have considered the question whether the present banking 
facilities in India are more or less sufficient for the moment. It is indeed the 
first question to be put while investigating a banking system. I tried to 
show that, on the whole, banking facilities correspond to the present general 
development of the countrv. 
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Mr. Khaitan : As regards the proportion of deposits to capital, it is very 
difficult in India to know that because, for the exchange banks, we cannot lay 
down any proportion between the deposits which they receive in India and the 
capital they haye here, which is zero. 

Dr. Jeidels : I do not understand. 

Mr. Khaitan : So far as the exchange banks, which are not Indian banks' 
are concerned they have got their head offices outside India and are sterling 
companies. You state that there must be a proportion between the paid-up 
capital and reserves on the one hand and the amount of deposits they receive on 
the other hand. It may be 1 to 10 or 1 to 14 or 1 to 15 ; whatever it may be. 

Dr. Jeidels : I am sorry I made that remark. It leads the discussion astray. 
I asked : are the banking instruments in this country overstocked with depo¬ 
sits ? No doubt, a bank has to adjust its capital to a proper ratio of deposits 
and capital. But it has really nothing to do with our problem. I ask : are 
the 200 crores of bank deposits at present so large as to require a more 
extended banking system, a greater number of banks and more branches of 
banks ? My impression is that the banking instrument of the country 
is about large enough. 

Mr. Khaitan : I still cannot see your conclusion being based upon the facta 
that you admit. I was showing to you from the figures that there is a great 
possibility and I am showing you from the analogy of other countries that the 
banking system in India ought to have been more developed than it is at pre¬ 
sent. That is the reason why this banking committee has been appointed. 

Dr. Jeidels : Let us assume, that there were 200 banks more in the country; 
do you think there would be many more deposits in the banks, in the aggre-, 
gate ? 

Chairman : There may have been. You probably know that there are 
many places in India which do not possess a single bank. Is it your considered 
view that even if a bank were opened there, no deposits would flow into that 
bank ? 

Dr. Jeidels : I do not know, if there would be a great influx. 

Chairman : It would be a question otherwise of these deposits being sent 
to a bank at some other place. I think there are even many district towns in 
India where there is not a single bank. Therefore, people at those places may 
not have an opportunity of depositing their money. 

Dr. Jeidels : They have the Post Office Savings Banks. 

Chairman : They have, but those are not commercial banks. 

Dr. Jeidels : Excuse me, from the point of view of deposits it does not make 
a difference. 

Chairman : Doesn’t it ? The Post Office Savings Bank attracts a certain 
class of deposits, but it does not attract deposits of all kinds. I am prepared 
to admit that there are certain avenues of investment open to them, but even 
then there are difficulties. You must have realised that the machinery for 
making investments is rather deficient in this country. I simply make the 
suggestion that people in those places owing to the lack of a bank which will 
take deposits may not deposit their money in a bank to the same extent as they 
would have done—I use these words deliberately—if there was a commercial 
bank or its branch or agency there at the present moment. I throw out the 
suggestion leaving it to you to discuss it, and perhaps my friends, the practical 
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bankers, particularly Lala Harkishen Lai, would be able to bring out something 
on the point. 

Dr. Jeidels : It is the general belief that a country ought to be covered by a 
rapt number of banks and their branches, and that it would do much good to 
the country. A bank has a natural tendency to go wherever it thinks it can 
find deposits. I think deposits in a district generally attract banks. 

Chairman : Is it only the question of deposits being there ? Is it not the 
real point that if only a bank branch can manage to run itself from the income 
it makes out of its deposits there arises the question of opening a branch bank 
where a branch does not already exist ? 

Dr. Jeidels : A bank can do business only to the extent of its deposits 
minus a certain amount of liquid asset which it has to keep. Let us assume 
the case of a prospective depositor who lives in a place where there is no 
bank. What do you think he will do ? Having only a limited knowledge 
of the country, I put the question to you as to myself. He may put his 
money in a postal savings bank or buy postal certificates. If there is an 
indigenous banker in the town, he may deposit his money with the indigenous 
banker, and we can consider him as being taken care of. The figure of 700 
bank establishments given to us refers only to joint stock banks and branches. 

Mr. Khaitan : Including co-operative banks. 

Dr. Jeidels : Yes, but not co-operative societies. The problem in our 
present case comes down to whether in the small town mentioned enough 
money is available for banking purposes to warrant the establishment of a bank 
or a branch. 

Mr. Khaitan : I will answer your question. You mentioned Postal Savings 
Banks. In India they do not receive from an individual more than Rs. 2,000, 
and it is a very small sum. They are not intended for merchants. They are 
intended not even for middle class people, but for the lower class of people. 
So far as postal cash certificates are concerned its limit extends to Rs. 10,000 
only. No person or firm can invest in postal cash certificates more than Rs. 
10,000, the idea being that they are not intended for merchants, but are for 
middle class people who do not invest, their money in trade. Then they can¬ 
not draw cheques against postal cash certificates. Now what happens is this. 
The person who has got money buys gold or invests it in jewellery, if he cannot 
properly invest it because of want of banking facilities. Or if he is a poor 
man he invests it in silver ornaments. Or if he cannot deposit it with an 
indigenous banker he keeps the money in cash which reduces the velocity of 
circulation of the currency of the country. Now, you know that if transac¬ 
tions are done wholly through the medium of currency then the amount of 
credit that may be established is very much reduced, whereas if it is done 
through banks, the amount of credit established upon the volume of currency 
in circulation may be ten or twenty times that currency according to countries. 
Now, therefore, the same volume of currency in the absence of a proper banking 
system reduces the amount of credit available in the country, at large. 

Dr. Jeidels : May I put a question to the practical bankers 't What is 
the Imperial Bank’s experience in establishing new branches ? Did large 
amounts of deposits come forward ? 

Mr. Lamond : Our small deposits have increased. They have replaced 
large deposits which may have gone into treasury bills. 
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Mr. Khaitan: Have not Government been putting on the Treasury Bills 
at least 1 per cent, more than what banks pay on their deposits for the same 
_p eriod 1 

Mr. Lamond : Three months treasury bills yield 6 - 6 per cent. No bank is 
P aying more than 5 per cent. 

Chairman : There has been a growing increase in the small deposits. 

Mr. Buckley : Three months’ deposits give 5| per cent. Treasury bills 
yield 6 • 6 per cent. 

Mr. Lamond'. In spite of this it is the experience of the Imperial Bank that 
there has been a large increase in the small deposits. 

M r. Buckley : A large amount of large deposits have been going into treasury 
bills to counteract the increase in small deposits. 

A r. Shanmukham Chetty : We want to know whether as a result of the 
opening of branches of the Imperial Bank they attracted large deposits. 

Mr. Lamond : That is so. 

Mr. Sarker : I want to consider it from another point of view. Th© 
Imperial Bank have in these few years established a number of branches, and 
we have got evidence that most of them have been able to attract deposits 
more than the ordinary banks. Almost in every case they have been able to 
meet their expense. That means they have got deposits at least to meet 
their expenses. 

Lr. Jeidels : It follows, what I have said in the memorandum, that the 
policy of the Imperial Bank to open new branches should be encouraged. Of 
course, quite generally the extension of banking ought to be encouraged, be¬ 
cause it will tap whatever there is available. 

Mr. Shanmukham Chetty : From the trend of the paragraph from which 
my friend has read a sentence, I take it that you have come to that opinion 
from the lact that there are no more deposits to be attracted by the branches. 
W hat is the criterion that you have adopted in arriving at the conclusion that 
we have now reached the limit of attracting deposits ? 

Dr. Jeidels : One cannot say in regard to any country, that its possibilities 
are exhausted. 1 only wished to warn against those complaints, which you have 
heard, that with more banks the country would be in a better condition. I felt 
it my duty to state that such information and complaints are not of much value. 
If the Imperial Bank believes that in a certain place some business might bo 
forthcoming, 1 do not see what should prevent the bank to establish a branch. 
I think, in the Punjab alone the bank has about 18 sub-stations. 

Lala Harkishen Lai : They have 34 in the Punjab. 

Dr. Jeidels : The more, the better. The bank tries to tap the money in 
order to use it in its business. I have not the slightest doubt that banking 
facilities will increase in India, thnt there will be more bank branches parti¬ 
cularly, but I do not see what special action could be taken about it. You 
■ cannot force anybody to open a business ; nor to open a new joint stock bank. 
With the Imperial Bank the Government may, owing to the special position, 
be able to insist cn the opening of some branches ; but even here I do not see 
that much could or should be done ; and I cannot agree that there is at present 
any particular reason for complaint. 1 think there exist, more or less, the neces¬ 
sary banking facilities, as far as tapping of deposits in the country is concern¬ 
ed. Of course others may hold a different opinion. 
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Mr. Shanmukham Chetty : My question was a limited one. I agree that" 
banking facility does not mean facility to lend money as much as facility to > 
mobilise the savings of the people. 

Dr. A. Friederich: May I suggest in this connection that increase of 
savings is not only a matter of increasing banking facilities, but it is also tu 
matter of education. People must have confidence in their banks, and to this 
confidence they must be educated, not in the last instance also by good bank 
management deserving confidence. 

Chairman : We realise all that. But my colleagues find it difficult to re¬ 
concile the statement made by Dr. Jeidels ‘ that the country is not abounding 
with untapped banking possibilities ’ with the deposits attracted by the 
Imperial Bank. It is precisely that at which, I take it, all these questions are 
directed. I am pretty sure my colleagues fully realise the aspects to which 
you have referred, and because that statement has raised certain doubts in our ’ 
minds we are trying by discussion to clear up our doubts. I can give figures 
which show a growth in the number of banks and branch banks and an 
increase in deposits. Do these data justify the conclusion you have recorded 
here 1 

Mr. Shanmukham Chetty : I agree with Dr. Jeidels that by banking facility 
we should emphasize more the possibilities of mobilising the savings of the 
people by means of deposits. You are of opinion that the country does not 
abound with immense banking possibilities beyond what exist at the present 
moment. What I am after is this. My friend Mr. Khaitan applied one test, 
that is the ratio between the currency in circulation and the amount of depo¬ 
sits. In other countries this ratio is as 1 : 4, and here it is almost equal. 
And from that my friend Mr. Khaitan draws the inference that there are still 
immense possibilities of attracting deposits, by providing banking facilities. 
If you are of a contrary opinion do I take it it is simply an obiter dictum or have 
you arrived at your conclusion by a study of the index figures or by any other 
scientific method, and if so what are they 1 

Dr. Jeidels : The wealth of a country consists to a part in such amounts 
which are available for investment. I have tried a survey of the 
investment market. Large amounts are in this country used in 
money-lending. A certain amount is hoarded; by hoarding I do not 
mean personal ornaments of the lower classes, but what can be 
made available for banking. There exist many kinds of savings in¬ 
stitutions, postal savings banks, co operative banks etc. ; all try to tap the 
country’s liquid resources, with the result that there is not so much left of which 
a newly established bank could take care. A man who lends his money as pro¬ 
fessional or occasional money-lender, will not put it into the bank. One who 
wishes to buy postal cash certificates, has every opportunity to do so. No 
doubt, with new bank branches opened, some deposits will be forthcoming, 
but I do not believe in large amounts ; but in any case, where they can be 
reasonably expected, banks or bank branches wilt appear in due time. My 
opinion is that available resources are more or less taken care of. 

Mr. Shanmukham Chetty : I only want to know what are the data you 
applied in arriving at your opinion. 

Dr. Jeidels : I told you. 

Mr. Manu Subedar : You are extremely pessimistic about the possibility- 
of banking development in this country. 
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Dr. Jeidels : This is an unwarranted conclusion. I do not doubt there wilt 
be further development. 

Mr. Manu Subedar : Will the development be at least as much as it has been 
in the last ten years ? 

Dr. Jeidels: It depends very much on the economic conditions of the 
country. Money available for bank deposits will first have to be earned and 
then saved. 

Mr. Manu Subedar : With regard to deposits which in your opinion limit 
hanking facilities, are you aware that there are industrial and other concerns 
which are receiving money directly from the investors ? 

Dr. Jeidels : I have tried to make an estimate. I estimate it at about 30 
crores. 

Mr. Manu Subedar : All that is money, which is ultimately bound to be 
attracted to banks. 

Dr. Jeidels : I do not think so. I think it is drawn away more from other 
kinds of investment than from banks’ accounts. 

Mr. Manu Subedar : Have you seen the banking map of India ? If you 
look at the banking map of India you will sec there are extensive' 
tracts which have no bank at all, and you say the indigenous banker does not 
go into your calculation. * 

Dr. Jeidels : Oh yes, he does. 

Mr. Manu Subedar : What amount of capital should the indigenous bank 
havo in order to call it a banking institution ? 

Dr. Jeidels : I think we arrived atthe figure that there are about 5,000 
indigenous bankers who can be compared to other banking institutions. If 
you speak of banking facilitites you ought to take those indigenous bankers 
who are not taking excessive interest into account. 

Mr. Manu Subedar : If you look at the banking map of India you will see 
that about one-fifth of the population is in Indian States and that in Indian 
States thore has been less banking than in India ? Taking India as a whole, 
you do not think there is still hope for Government, municipal and other 
finances as well as private finance ? 

Dr. Jeidels : My principal hope is the money hoarded. 

Mr. Manu Subedar : What do you call hoarded money 1 A man does not 
want the money for a month or two and lets it lie in the current account 
You call current account also deposits ? 

Dr. Jeidels : Yes. 

Mr. Manu Subedar : You know the Western principle of loans creating 
deposits ? 

Dr. Jeidels : I have heard of it. 

Mr. Manu Subedar : You do not think that can apply to India ? 

Dr. Jeidels : Ko. I even do not believe in its importance in other countries. 
It is a controversy among political economists. 

Mr. Manu Subedar: You know the rates at which the Imperial Bank, 
borrows ? They give 3J per cent, for 12 months on deposits and nothing on 
current account. Would you regard the growth of deposits in the Imperial 
Bank as the sole criterion of there being no deposits ? 

Dr. Jeidels : There are other banks. 
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Mr. Manu Subedar : More deposits could be attracted by higher rates ? 

Dr. Jeidels : I think so. 

Mr. Manu Subedar: If the Imperial Bank gives higher rate of interest, 
it will probably get more ? 

Dr. Jeidels : I think so. 

Mr. Manu Subedar : You have put down the Imperial Bank as the test of 
the deposit possibilities in tapping banking resources ? 

Dr. Jeidels : Not entirely ; I gave a figure for all banks in India. 

Mr. Manu Subedar : You are aware that the Imperial Bank have reduced 
their deposit rates during the last 10 years ? Would you still hold on to 
your opinion that there is no room for expansion ? 

Dr. Jeidels : There is room, but not very much. I am only speaking of 
expansion in banking. 

Mr. Lamond : In Scotland the banks are paying 1$ per cent, on deposits 
and nothing on current account. 

Mr. Manu Subedar : You say “ There is a danger in too many banks 
or branches competing in a locality as it leads the weaker banks to offer higher 
rates for deposits and accordingly to give loans at higher rates and increased 
frisk ”, You fyave examined the position of the exchange banks in India ? 

Dr. Jeidels : Not as fully as you have. 

Mr. Manu Subedar-. Whatever is possible within four weeks 1 

Dr. Jeidels : Yes. 

Mr. Manu Subedar : It would be correct according to you to sav that the 
weaker banks are the joint stock banks ? 

Dr. Jeidels : Some banks are weaker than others. 

Mr. Manu Subedar : Tho Imperial Bank is not an Indian joint stock 
bank being governed by a special law. Therefore, excluding the Imperial 
Bank, tho weaker banks are the indian joint 6tock banks ? 

Dr. Jeidels : Some of the Indian joint stock banks are weaker than others ; 
some are stronger. 

Mr. Manu Subedar : Taking the Indian joint stock banks as a whole you 
eonsider them weaker than the exchange banks ? 

Dr. Jeidels : Weakness and strength I measure by tho amount of capital 
at their service. 

Mr. Manu Subedar : But the rate which they give for their deposits is also 
a sign of weakness. 

Dr. Jeidels : Sometimes. 

Mr. Manu Subedar : You draw attention to the danger in branches being 
established at centres where there are banks already existing ? 

Dr. Jeidels : I draw attention to the dangers for a certain class of banks. 

Mr. Manu Subedar : If a strong bank with greater capital and reserve 
went to a place and established a branch, it would make the position of tho 
•existing banks rather weak ? 

Dr. Jeidels : No doubt. 

Mr Manu Subedar : I put it to you whether tho danger is not of Indian 
joint stock banks being squeezed out by this competition ? 
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Dr Jeidels : I have no doubt that such is possible in all countries. 

Mr Manu Subedar : In a further paragraph you say that the position of 
the Indian joint stock banks seems to be less secure ? 

Dr Jeidels : I have tried to be very careful in choosing my "words. 

Mr Manu Subedar-. Would you not suggest that something should bo 
done to prevent them from going to the wall by the competition of foreign 
banks ? 

Dr Jeidels : Not at all. I favour competition, whether from Indian or 
foreign banks ; bank is bank for me. 

Mr. Manu Subedar: If a foreign bank is ruined the shareholders of the 
bank are foreigners. If an Indian bank is ruined, the shareholders are Indians. 
Would you not suggest to us as an Indian Committee any measures which 
would secure for the Indian shareholders the right and privilege of giving 
banking facilities in this country ? 

Dr. Jeidels : I would suggest to you to see to it that the country enjoys 
the best banking. Not even 5 per cent, of the population belong to the banking 
■community, while tho remaining 95 per cent, are interested in having free 
competition and survival of the fittest and best banks. Competition for small 
joint stock banks comes principally -from larger joint stock banks. On® 
cannot say that an exchange bank competes with a small joint stock bank of 
Rs. 1 lakh capital. Competition is primarily in the same class ; the stronger 
joint stock bank is the keenest competitor of the smaller. 

Mr. Manu Subedar : You have not discovered any competition by an 
exchange bank with the joint stock bank ? You yourself said just now that 
they compete ? 

Dr. Jeidels : All competition in the world of business is felt differently by 
different firms. Tf you ask me who is the dangerous competitor of the small 
joint stock banks. 

Mr. Manu Subedar : Who is the most dangerous competitor of the large 
joint stock banks ? 

Dr. Jeidels : I do not think they have a dangerous competitor. 

Mr. Manu Subedar : Well established foreign banks are penetrating inland 
now ? 

Dr. Jeidels : I do not think that such competition is dangerous. It is 
sound, healthy competition. 

Mr. Manu Subedar : You say they do not compete at all, or you say they 
compete but not dangerously ? 

Dr. Jeidels : They compete, but not dangerously. 

Mr. Manu Subedar : How do you judge it ? 

Dr. Jeidels : I am taking the point of view of the customer. 

Mr. Manu Subedar : Take it from tho point of view of the joint stock 
banker. 

Dr. Jeidels : From the point of view of the joint stock banker, I would 
like to be the only banker in the country. 

Mr. Manu Subedar : What would be the system by which you would judge 
-whether a large joint stock bank in this country was menaced by strong com* 
petition or not ? 
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Dr. Jeidels : I think a bank ought to have, in order to operate successfully,, 
* minimum size. A bank of too small a size is not in a position to compete. 

Mr. Manu Subedar: We are running away from the point. By what, 
tests would you judge whether the competition is dangerous or not ? I am 
speaking of the well-established joint stock hanks whose size you are well 
aware of. 

Dr. Jeidels: I would consider competition dangerous if there were too- 
many banks. But, as the general opinion apparently is that there are too 
few hanks in thecountry, I do not think there is dangerous competition between 
the stronger banks. 

Mr. Manu Subedar : May I put the question through you, Mr. Chairman ? 
My point is this. Here are 5 or 6 established joint stock banks of a certain 
Bize whose balance sheet is very well known to Dr. Jeidels. They have to 
offer higher rate for deposits than the foreign competitors. < 

Chairman : That is a question of fact. I remember the evidence of the 
manager of one of these banks and he did not accept that statement as correct. 

Mr. Manu Subedar : Let us put it, most of them. 

Chairman : I would not myself accept it without reading the notes. My 
recollection is that one of the managers said that there was no competition 
in regard to the rates for the deposits. I would simply say that you have 
reason to believe so. 

Mr. Manu Subedar : I said that the Indian banks are unable to attract, 
deposits at the same rates as the foreign banks. 

Chairman : That is your impression. I cannot vouch for that impression. 

Mr. Manu Subedar : I appeal to you. Dr. Jeidels is not inclined to answer 
the question and you yourself feel disinclined to ha ve a precise answer. I 
do not want to put the question. 

Chairman : I do not want to commit myself to the accuracy of that state¬ 
ment at this stage. The Vice-Chairman also deos not subscribe to that state¬ 
ment. I have got here, also the evidence of a manager of an Indian joint 
stock bank where he says he cannot support this complaint. 

Mr. Manu Subedar : The foreign gentleman does not feel inclined to answer 
a straight question in a straight manner. That is why I am putting the question 
through you : “ whether the Indian joint stock banks are not menaced 
with very dangerous competition by the foreign banks established in this 
country 1” 

Chairman : Will you please answer that question ? 

Dr. Jeidels : For the strong banks of the country my answer is “No ” 
On the question whether the exchange banks offer a higher rate of interest 
for deposits—“ they do not ”. 

Mr. Manu Subedar : Are the exchange banks in a position to give loans at 
a cheaper rate or not ? 

Dr. Jeidels : That would deprive the other banks of the respective assets f. 
the balance sheets do not confirm such assumption. The essential point 
is the deposits ; they constitute the working capital, and competition for 
deposits influences the amount of working capital at the banks’ disposal. 
Therefore, the question remains : “ Are. the exchange banks competing in a 

dangerous way about deposits in the country ?” Are the exchange banks 
offering higher rates for deposits ? I have taken care to investigate that 
question and I say they do not. 
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Mr. Manu Subedar : Are they ablfe to give loans on cheaperrates ? 

Dr. Jeidels : I do not know, but I hope they will, because the country is 
interested in getting cheap banking facilities. 

Mr. Manu Subedar : You yourself say they do not offer higher rates for 
deposits. As a matter of fact they,offer lower rates. If they secure money 
cheaply, are they not in a position to lend out cheaply ? 

Dr. Jeidtls : I do not think banks can be harmed much by competition 
which may take away some of the debtors. They may be very much harmed 
if competition takes away the depositors. Competition on the assets sideof 
the balance sheet, competition for customers, is no doubt competition but 
scarcely dangerous competition. 

Mr. Manu Subedar : It is a dangerous competition in the sense that the 
first class business goes to those who can offer a lower rate ? 

Dr. Jeidels : This is rather generally expressed ; I can only repeat that it 
oan never be a dangerous competition. It is a competition, but not a 
dangerous competition. 

Mr. Manu Subedar : To what extent is that competition felt on the assets 
side 1 

Dr. Jeidels : I am more interested in the liability side. 

Mr. Manu Subedar : Is it not true that the bank which receives deposits 
cheaply is able to lend out cheaply and in doing so collar the best business of 
the locality 1 

Dr. Jeidels : I will take that statement from you. It can never be a 
.dangerous competition, and it cannot be an unwholesome competit ion if the 
rates for loans are reduced ; but if the rates for deposits are raised by compe¬ 
tition, then I consider that a dangerous competition. 

Mr. Manu Subedar : If the business of the banks dealing with the first 
class party is gathered away by the stronger man, the second class party is 
only left to the joint stock banks and that being so, is their position rela¬ 
tively secure ? 

Dr. Jeidels : Does that mean that you imply that joint stock banks in India 
bave only second class customers ? 

Mr. Manu Subedar : I did not say nor mean it. Their business goes 
to the party who gives the cheapest accommodation ? 

Dr. Jeidels : I do not believe it. My impression of the larger Indian joint 
stock banks is that they have very good customers. They have probably 
also some less good customers, but unfortunately this cannot bo avoided. In 
no way I have the impression that Indian joint stock banks have a poor class 
of customers, I think they have a good class of customers. 

Mr. Manu Subedar : You have not looked into it very closely. 

Dr. Jeidels : I have not looked into the ledgers of the banks, but my impres¬ 
sion is that the larger and the well-managed Indian joint stock banks Lave a 
- very good class of customers. 

Mr. Manu Subedar : Then why do they have to pay more rates for depo¬ 
sits ? 

Dr. Jeidels : I cannot answer the question. 

Mr. Devadhar : Am I to understand that your observation with regard 
to the need for extension of banking facilities only relate to commercial 
.banking and not to general banking habits 1 
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Dr] Jeidels: Wfe favour, of course, an extension of tanking mcilities to 
such places where there are no hanks. 

Mr. Devadhar : And these remarks of yours, that there is a sufficiency of 
banking facilities existing in the country and it would probably be risky to- 
overbank the country, more or less concern the commercial banks 1 

Dr. Jeidels : Yes. 

Mr. Devadhar: Was it not ever felt necessary in your country to take 
advantage of some development and cultivate among the people the habit 
of taking advantage of banking facilities ? 

Dr. Jeidels : In my country no official steps have ever been taken to open 
bank branches, with the exception of the Reichsbank as Central banking insti¬ 
tution, but this is not a State bank ; it is what your Reserve Bank will be. It 
does not do general banking business nor does it keep other than clearing 
accounts. All Central bank charters contain, to my knowledge, a provision 
that the institution is not allowed to pay interest on deposits. 

Mr. Devadhar : That is, they receive deposits without interest ? 

Dr. Jeidels : Accounts ; I would not call them deposits. The increase of 
branches of the Reichsbank is really the only extension of banking facilities 
which one may call an official policy. 

Mr. Devadhar : To create more centres of which advantage should be 
taken by people from the banking point of view ? 

Dr. Jeidels : For discounting bills, issuing notes, collecting cheques and 

bills. 

Mr. Devadhar : Even there, is not the number of 300 branches the resu 7 
of some active effort ? 

Dr. Jeidels : It certainly is. 

Mr. Devadhar : The development of co-operative societies in this country 
as well as the central banks. 

Dr. Jeidels : Central co-operative banks are something quite different 1 
from Central banking institutions to which I alluded. 

Mr. Devadhar : I am simply stating my own view that unless there is som* 
kind of co-operative effort done by those who are in a position in the banking 
world or by Government or by those who understand these things, real facilities 
would not be within the reach of the people. 

Dr. Jeidels : No official effort has been made to extend commercial 
banking beyond what I stated. 

Mr. Devadhar : With regard to your plea about hoarded money, I may 
mention our experience in the field of co-operation. The extension of the 
co-operative banking system has brought to light a large amount of hoarded 
money. 

Dr. Jeidels : This is one of the great merits of co-operation. 

Mr. Devadhar : If it is true of the co-operative movement, would it not be 
equally true of large commercial banks ? 

Dr. Jeidels : Not equally. 

Mr. Devadhar : You think that if more facilities are to be created there is no 
need for any creative effort but that the initiative must come only from 
people outside. 

Dr. Jeidels : Yes. 
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Mr. Devadhar : There is no need for teaching people how to develop % 

Dr. Jeidels : Yes, there is. Education of the public is one of the principal', 
steps to extend banking. 

Mr. Devadhar : So far as the need for further extension is concerned, would 
you wait till education is spread up to a certain minimum or leave the matter 
to the people themselves ? 

Dr. Jeidels : It is rather difficult to say. I might have some practical 
hints for it ; there is always something one can do in a business way to increase 
the banking habit of the population. 

Mr. Devadhar : Because we have found that even in bigger places where a 
co-operative bank has been opened, a good deal of money has flown into the 
co-operative society. 

Dr. Jeidels : I believe it. 

Mr. Devadhar : Money which would otherwise have not gone into it. 

Dr. Jeidels : The lack of education among the majority of the population 
is of course the main hindrance. 

Mr. Devadhar : But the existence of an institut ion like this in the midst 
of the people would be an education in itself ? 

Dr. Jeidels : To establish a branch for educational pin-poses is a rather 
expensive sort of education. I would not recommend to open branches 
merely for educational purposes. One has to find a less expensive way. 

Dr. Hyder : Can you acquire the banking habit if you know what a bank 
is ? 

Dr. Jeidels : We have seen a good deal of co operative propaganda work in. 
writing and print to educate the public ; there is a great field for propaganda. 

Mr. Devadhar : Just as you see the usefulness of propaganda in the co¬ 
operative field for dealing with the needs of smaller men or of middle-class 
men, do you not see a similar need with regard to commercial people ? 

Dr. Jeidels : No, I do not think so. 

Dr. Hyder: How did people in Europe get out of the hoarding habit and 
the stocking habit ? 

Dr. Jeidels : Stockings do not produce interest. 

Dr. Hyder : But they did hoard money in many countries and they do 
it still ? 

Dr. Jeidels : They do not do it to a large extent, but they do it as long ks 
they can dispense with interest. 

Dr. Hyder: The main point is that the majority of the people there are 
educated ? 

Dr. Jeidels : Propaganda can do a great deal in India. I do not think that 
jn Western countries propaganda is so essential. 

Dr. Hyder : Was it never done ? 

Dr. Jeidels : To an extent banks have always done and still do some pro¬ 
paganda work through circulars, advertisement, etc. 

Mr. Devadhar : I feel strongly that there is a large field for expansion; 
e.g., in respect of life insurance, there was not that convention to get one’s 
life assured, but now you will see that a great improvement has taken place. 

Dr. Jeidels : I agree that propaganda does a great deal. 

Mr, Devadhar : Who is to do it ? 
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Dr. Jeidela : Those who are interested ; I would leave it to the banks and 
■bankers. Before opening a branch, the bank could probably try to open the 
ground by propaganda. 

Mr. Devadhar : But you cannot always be sure of making both ends meet. 
You have to take a little risk. 

Dr. Jeidels : Nobody expects a branch to pay in the first or even second 
year. 

Ch. Mukhtar Singh : Would you advocate strong propaganda in favour 
of commercial banking ? 

Dr. Jeidels : I am not much in favour of official propaganda which serves 
business purposes. 

Ch. Mukhtar Singh : But you would like the Indian banks to do it ? 

Dr. Jeidels : If I were a banker in this country, I would try to make banking 
-as popular as possible. 

Ch. Mukhtar Singh : And, therefore, you would advise propaganda ? 

Dr. Jeidels : If you ask me for advice, I would say that the banks them¬ 
selves should do propaganda ; I would leave it to the business side. 

Ch. Mukhtar Singh : But the bankers may not be in a position to take it up! 

Dr. Jeidels : One may rely on human nature which likes to make money, 
and on competition, which I value so much higher than my friend Mr. Subedar. 

Mr. Mann Subedar : We shall soon reach an estimate of the relative values 
of competition. 

Ch. Mukhtar Singh : Then you would like us to recommend propaganda 
even if bankers are not willing ? 

Dr. Jeidels : When they see an opportunity, I think bankers will wel- 
oome propaganda. 

Ch. Mukhtar Singh : The first sentence in this paragraph, viz., “the question 
whether the banking facilities of India are sufficiently large for the economio 
needs of the country has in the enquiry been almost unanimously answered in 
-the negative—by non-bankers ” seems to imply that no banker has ever done 
it. If any banker has told us that he is not willing to do propaganda, would 
you say that he was wrong ? 

Dr. Jeidels : I do not think that the majority of bankers would be unwilling. 

Ch. Mukhtar Singh : The fact that it exists clearly shows that the man who 
knows his business would not do it. 

Dr. Jeidels : Mr. Chairman, I would not like to be questioned on every 
single word of what I have written in the memorandum, but only on the 
essential contents of it. I stand for the contents, but am not prepared to 
defend every word. 

Chairman : What Dr. Jeidels says is that the question has been answered 
by non-bankers. Does it follow from that that it has not been so answered 
by bankers ? 

Ch. Mukhtar Singh : I think it does. It gives the idea that if any bankers 
have done it, they would be considered non-bankers. 

Dr. Jeidels : I have used the words ‘almost unanimously’. You are 
certainly entitled to have a different opinion from mine. 

Ch. Mukhtar Singh : From the whole paragraph I feel that you consider 
4hat banking facilities consist only of facilities for deposits. 



Dr. Jeidels: No. I have said several times and am glad to repeat it, 
■that a bank cannot do business beyond the volume of deposits which it re¬ 
ceives. 

Gh. Mukhtar Singh : If banking facilities include something other than 
-deposits, then would you admit that the banking facilities are not sufficient ? 

You admit that the banking facilities consist of facilities for deposits and 
facilities for certain other purposes. You maintain that, because there is no 
increase in deposits, therefore the banking facilities are sufficient. 

Dr. Jeidels : Taking it for granted that all banks in this country together 
have to administer 200 crores of deposits, I think that the existing banking 
institutions are sufficient. 

Gh. Mukhtar Singh : As far as the question of deposits goes, let us agree 
for argument’s sake that there are sufficient banking facilities. Even though 
the facilities for depositing may be good enough, is it not possible that 
still the banking facilities may not be sufficient ? 

Dr. Jeidels: You apparently understand banking facilities in a different 
-way; you believe that lending money can be done independently of the volume 
of deposits. 

Ch. Mukhtar Singh : I have not said that. Take the case of remittance 
.discounting of bills ? 

Mr. Khaitan : What Choudhri Mukhtar Singh means is not the discounting 
>of bills drawn by customers and the bills being discounted by the bank, but the 
discounting of bank acceptances such as the banks themselves discount ? 

Dr. Jeidels : To do any sort of business, you must have money. 

Ch. Mukhtar Singh: Money can be got not only through deposits 
but also by banks selling bills ? 

Dr. Jeidels: My understanding is limited to a banker’s understanding. 

Ch. Mukhtar Singh : My understanding is much less than yours in that 
case. 

Dr. Jeidels : It is unfortunate. 

Sir Purshotamdas Thakurdas : Dr. Jeidels is speaking from the point of 
▼iew of a banker and Choudhri Mukhtar Singh from the poiut of view of a 
public man. 

Ch. Mukhtar Singh : There are a number of ba.nking facilities. The term 
* banking facilities ’ consists of a number of other things. 

Sir Purshotamdas Thakurdas: Did not Dr. Jeidels say that a man who 
wants to borrow may walk 5 or 10 miles in order to get it, but he should have 
available facilities to deposit money and he does not want to walk that distance 
fn order to get that facility. 

Ch. Mukhtar Singh : I can very well understand that there are no banking 
facilities in this country because there are no deposits; one is the sequence and 
the other the cause of it. But I cannot understand Dr. Jeidels to say that the 
banking facilities are quite sufficient. 

Sir Purshotamdas Thakurdas : Because you say that people want to 
borrow. 

Ch. Mukhtar Singh ; People want to borrow cheap ; people want to remit 
money from one place to another; people want to draw their bills for which 
they have paid at one end ; all consist of banking facilities. 
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Sir Purshotamdas Thakurdas : I do rot think it is quite correct to go on- 
harping on that one sentence of Dr. Jeidels. 

Ch. Mukhtar Singh : If he means that the banking facilities in this country 
are not sufficient, but as far as deposits go they are quite sufficient, lean 
agree with him. 

Dr. Jeidels : You may take it that I am unable to answer your question 
more satisfactorily ; please ask the next question. 

Ch. Mukhtar Singh : By the development of banking, you mean develop¬ 
ment of banking as it is done in other countries ? 

Dr. Jeidels : Commercial banking. 

Ch. Mukhtar Singh : Indigenous banking ? 

Dr. Jeidels : Yes, indigenous banking is included in commercial banking. 

Ch. Mukhtar Singh : When you say that banking facilities are sufficient 
in this country, do you mean there is no room for development ? 

Dr. Jeidels : I never said that. 

Ch. Mukhtar Singh :I quite appreciate that. Do you include indigenous 
banks also ? 

Dr. Jeidels : Yes. 

Ch. Mukhtar Singh : Would you not like the idea of replacing indigenous 
bankers by joint stock banks ? 

Chairman : We might discuss it when we discuss the indigenous banker. 
Instead of having scrappy discussions, it might be convenient to everybody 
if we discussed it when dealing with indigenous bankers. Dr. Jeidels is willing 
to answer, but if I allow this, many other questions will le asked. I. therefcie, 
ask you to reserve it to the next stage. 

Ch. Mukhtar Singh : The other thing I have not been able to understand 
is this. In the first place you say that banking facilities are sufficient which 
means that there is no necessity of developing them. In another place you say 
that the establishment of branches of Imperial Bank oughtto be encouraged. 

Dr. Jeidels : Every sort of banking in the country ought to be encouraged.. 

Ch. Mukhtar Singh : Though banking facilities are quite sufficient ? 

Dr. Jeidels : I have not said that banking facilities are sufficient for ever, 
I advocate to let matters develop as in the past under the economic law of 
competition ; the development will tend to extend banking facilities by new 
branches being opened and new banks being founded. In this way the country 
will in 10 years from now enjoy a much larger banking establishment. 

Ch. Mukhtar Singh : You want the establishment of new branches and new 
banks. I quite appreciate the point that there should not be much competition 
amongst the different branches at a place where there is already a bank. 

Dr. Jeidels : It is only an observation. 

Ch. Mukhtar Singh : To avoid this, would you not suggest any authority 
from whom permission should be obtained before opening a branch ? 

Dr. Jeidels : I do not think so. 

Ch. Mukhtar Singh : Does it not obtain in other countries ? 

Dr. Jeidels : No. 

Ch. Mukhtar Singh : In no country is permission required for opening a 
new branch ? 

Dr. Jeidels : Not of existing banks. 
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Ck. Mukhtar Singh : Would you advise that permission from a certain 
authority should be needed for opening new branches and banks. 

Dr. Jeidels : I certainly do not recommend it. If you wish legitimate and 
proper extension of banks a nd bank branches throughout the country, then you 
ought not to create obstacles by settingup an authority which has to be asked 
before a bank can open. Certainly I do not advocate such regulation ; I 
would regret it. 

Ch. Mukhtar Singh: May I know why other countries havemadesuch a 
regulation ? 

Dr. Jeidels : There is only one country I know in which branch banking 
is not allowed generally. 

Ch. Mukhtar Singh : There are certain countries in which permission is 
required for opening a new branch ; there may or may not exist a branch. I 
simply -want to know why such a rule exists in certain countries and why 
should it not be helpful to us so that then may be no dangerous competition ? 

Dr. Jeidels : I think, Mr. Chairman, I can take it for granted that there is 
general desire for increased banking facilities in this country. I have only 
alluded to the consequence of over-banking in certain districts. If Mr. Mukhtar 
Singh prefers and if you think it would facilitate discussion, you may delete 
the sentence. It is an advice which I consider useful; those to whom it is 
submitted may take it or drop it. I suggesf not to discuss it. It is really 
difficult toanswerquestionswhiehit is scarcely possible to understand. 

Chairman : That is not the point. Mr. Mukhtar Singh’s point is this. 
In other countries there are regulations which provide that before a bank or a 
branch of a bank is established at a part icular place, the approval or sanction 
of some authority should be obtained. 

Dr. Jeidels : You can take it as granted that for practical purposes, with 
the exception of the United States of America where branch banking is in most 
respects forbidden there is no such regulation for extending a bank’s branches. 
In a few states in Germany I think one has to get a consent, which, however, 
is more a sort of notification. 

Chairman : In the United States under the Federal Reserve system per¬ 
mission has to be obtained. There are regulations against the opening of 
banks at places where there is already a bank. 

Dr. Jeidels : As far as I know—I may be mistaken—it is forbidden to 
open branches in most of the States. In those States where it is allowed, 
no special permission is required. 

Chairman : In Canada what is the position if a new bank is to be 
opened. Is not the permission of some authority required ? 

Mr. Cassels : Any bank can open a branch at any time. If a new bank 
is to be established, it has to be established under the laws governing bank¬ 
ing. 

Chairman : Don’t those laws contemplate permission ? 

Mr. Cassels : Yes, of the Minister of Finance. 

Chairman : This is the sort of thing that Mr. Mukhtar Singh has in view. 
He wants to know win* these countries have made regulations to that effect. 
We have the two instances of Canada and the United States. The point is if 
thero are countries like Canada and the United States where such a regulation 
is in force, could the experts tell us how those regulations came to be in force 
and why similar regulation shoidd not be introduced into India ? 

H 2 
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Mr. Cassets : In regard to existing banks opening branches in Canada 
it is perfectly open to anyone to do so ; there is no regulation in regard to it 
The question of establishing a new bank in Canada comes under the Canadian 
Banking Act, and anybody can establish a bank in Canada provided he con¬ 
forms to the Canadian Bank Act. 

Chairman : Is not one of the provisions of the Canadian Bank Act that 
the permission of the Minister of Finance should be obtained before a new 
bank is established ? 

Mr. Cassels : Quite right. 

Chairman : Mr. Mukhtar Singh's point is why such a provision is intro¬ 
duced in the Canadian legislation, confining ourselves for the moment to 
Canada ? 

Mr. Cassels : I could not tell you the reason. It is an old Act which has 
been in existence for a good many years. 

Chairman : If you cannot answer that question, that settles it. Arising 
out of that, came the second question. If there is such a regulation in Canada, 
why should not there be similar regulation in India. 

Mr. Cassels : There is no reason why there should not be a regulation 
here. 

Chairman : That is your view. That is what Dr. Jeidels was not prepared 
to agree. 

Mr. Cassels: The Canadian system was not an adopted system. It was 
a made system, that is, a system that had grown up by a process of evolution ; 
and just now it has been so evolved that it is possible to put it on the statute 
book by a separate Canadian Banking Act. One of the provisions is that 
anybody could establish a bank in Canada provided he adheres and conforms 
to the regulations laid down. 

Chairman : And inter alia obtain the approval of the Minister of Finance. 
I fully realise that thoro is evolution here too in India ; the banking system has 
been growing ; and Mr. Mukhtar Singh’s point, which undoubtedly struck us 
on various occasions is : why should not that provision be introduced in India. 
That is the only point on which we wanted the opinion of the experts. You 
said a little while ago that you saw no reason why such a provision should not 
be introduced in India. 

Mr. Cassels : I do not see at all why it should not be introduced, if it is 
going to fit in with the country’s needs. 

Chairman : Therefore, if it is considered by this Committee that to meet 
Indian conditions such a provision should find a place either in the Indian 
banking law or in executive orders, in your opinion there is no reason why it 
should not be introduced. 

Mr. Cassels : There is this difference, that if you introduce something en¬ 
tirely new hero you might bo up against a good many difficulties in changing 
the whole structure of your banking system. It opens up a very wide field. 

Lola Ilarkishen Lai : Mr. Chairman, you have used “ evolution ”. It 
would be engrafting from the experience of other countries. 

Mr. Cassels : The difference is this. When this Act was brought into 
force, there was only one class of bank in Canada—Chartered Banks. That 
was all that was there ; there were no other banks. This Act was framed for 
the existing banks. No change has been made. It has been built up into a 
separate Banking Act for the existing banks. 
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Chairman : Supposing I tell you that even the Exchange Banks ’ Association 
have advocated that there should be some such regulation in regard to future 
banks, then what would you say ? This question has been discussed by us 
very fully with various experts including the Exchange Banks’ Association, 
and I am correct, Mr. Buckley, that they advocate that there should be some 
such regulation in regard to future banks, not in regard to existing banks. 

Mr. Buckley : We see no objection to such a regulation. 

Dr. Jeidels : Mr. Chairman, I do not mean to contradict Mr. Cassels. We 
are not speaking on the general question of regulation ; it will certainly come 
up later. In the present connection I am strongly against every sort of regu¬ 
lation, which might prevent creation of new banking facilities. I would really 
warn against any difficulty being put in the way of more banks being estab¬ 
lished. After ten years from now, one may reconsider it. At present encourage¬ 
ment should be given. All gentlemen, who took part in the discussion, have 
expressed themselves in favour of increased banking facilities, especially up 
country. As I have unintentionally led to this discussion, I may be allowed 
to suggest that we pass it over. 

Chairman : I fully appreciate your point of view, Dr. Jeidels ; but still 
there is the point which I mentioned to Mr. Cassels. When they introduced 
regulation in Canada it could not be said that Canada was too full of banks ; 
there were only the Chartered Banks. For the present I agree with you te 
pass over this. I shall simply ask the other experts whether they subscribe 
to your point of view that there should be no regulation imposed on the opening 
of new banks to this extent that such a measure should require the approval, 
as in Canada say, of the Finance Minister or, as in the United States, of the 
Reserve Bank. I shall simply put it to the other experts. 

Dr. Trip : I should like to Bay that we are one of the exceptional countries ; 
we are a free country ; we are a free trading country and banking also is abso¬ 
lutely free. There are no restrictions whatever on the establishment of 
banks. 

Mr. Manu Subedar : You have just said that there is no restriction on 
he establishment of banks. But you have restrictions on the establishment 
of German banks by certain measures. I just wanted to remind you. 

Dr. Trip : I will come to that point. I fully share the opinion that the 
more freedom there is and the more competition is allowed the better it is 
for the country. It may be different for the banks, but I agree with you 
in the general interests of the country. Therefore, I for one am opposed to 
any restrictions being placed on the establishment of banks or branches. 
The only limitation is banks which are not strong and which are a danger to 
the general interest of the country. The best way to restrict them is that 
the Reserve Bank of the country should refuse to grant them facilities, and 
then it will be impossible for the bank to work. 

Chairman : You mean facilities for re-discounting ? 

Dr. Trip : Yes. The only restriction that the Netherlands impose is that 
if a bank wants re-discounting facilities, it should be incorporated in Holland. 
That is the restriction that Mr. Manu Subedar referred to. 

Chairman : Therefore you would be agreeable to impose a certain restric¬ 
tion of the nature you have indicated. 

Dr. Trip : I would leave that to the Reserve Bank. I would make no' 
legislative restrictions. Exchange banks are working in the Dutch East 
Indies. There is no Reserve Bank. They are not compelled to establish 
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one. They are quite free. We have Japanese, English and American banks 
working there ; they have branches there. For the economic development 
of the Dutch East Indies it is better to leave those strong banks to work freely 
in the country. 

Dr. Hyder : Is there any restriction on any corporation or firm or indivi¬ 
dual doing business ? 

Dr. Trip : Yes, because they have to pay a dividend tax ; all the joint 
stock banks have to pay. That is not a special measure applicable to banks, 
but it applies to all foreign companies that work in Holland, all foreign corpo¬ 
rations. 

Chairman : Mr. Cassels, do you subscribe to that view ? 

Mr. Cassels : I do. I want to add a word of explanation, that when the 
Canadian Banking Act was drawn up, Canada was at that time fully banked. 
It was a regulation for the existing banks. Foreign banks are not excluded. 
They simply have to come into line with the same regulations as exist ing banks 
and the fact, that foreign banks are not excluded is indicated by the fact that 
the last bank established a year or less than 2 years ago was the Barclay’s 
bank. But it had to adhere to the same regulations as the existing Canadian 
banks. 

Chairman : Mr. Cassels : I am afraid that there is some apprehension on 
your part. Assuming that we do not want to have this regulation only in 
"the case of foreign banks as in Canada, if we want a regulation for all banks 
that before a new bank is established, be it foreign or be it internal, that it 
should require the approval of the Finance Member or the Reserve Bank, 
supposing something of that sort were in our mind, that is the only thing on 
which we want your views. 

Lala Harkishen Lai: You have asked all the members to give a definite 
reply to the question of regulation. I may have to cross-examine them on 

that. 

Chairman : Yes. I am only asking their views. If you thereafter want to 
cross-examine them, by all means do so. 

Lala Harkishen Lai : The views must depend on the opportunity and the 
case as put to them. The case may be put to them very differently on the 
other occasion. Therefore the question of this regulation should be left to 
that particular occasion. On no other question have you asked all the mem¬ 
bers to give their views in advance. Every time that an important question 
has come up, you have ruled that that ought to be left over to such time as 
the matter itself is under consideration. 

Chairman : The regulation is not under consideration. But I do not 
think that they have dealt with it in any other part of this memorandum 
and if they prefer not to express an opinion then, I have always left it to 
them. In this sense if you want it to be reserved, I am quite willing to re¬ 
serve it. 

Lala Harkishen Lai: That is my view. The matter that is being put to 
them does not embrace all the aspects of the question. 

Mr. Cassels : May I be permitted to say that I think this matter should 
be left over until the banking regulations come up. 

Chairman : This matter will be left open until we are discussing the ques¬ 
tion of regulation of banks. Therefore, you need not pursue the matter. 
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Ch. Mukhtar Singh : Am I correct in assuming that you maintain that 
in an agricultural country there would hecessarily be a less humfccr of banka 
and less banking facilities ? 

Dr. Jeidels: Yes. 

Ch. Mukhtar Singh : May I know the number of banks either by mileage 
or by population or on some other basis in Germany, in Canada and ift the 
United States of America ? Is it a fact that in England there are the largest 
number of banks, in Germany there are less banks, in the United States of 
America still less and in Canada still less ? 

Chairman : If you have that information is it necessary to ask Dr. Jeidel 
for it ? 

Ch. Mukhtar Singh : I simply ask for that information to support this 
argument of his with those figures. 

Chairman : You have not got the information ? 

Ch. Mukhtar Singh : No. I want to know whether this idea of yours that 
in an agricultural country there ought to be less banking facilities.• 

Dr. Jeidels: No, I did not say that. They are naturally less. In Germany 
single banking establishments—every branch counts as a unit—including 
the co-operative credit societies number 28,000. Of these 7,000 are real banks 
and 21,000 are co-operative credit societies. 

Ch. Mukhtar Singh : And in the United States ? 

Dr. Jeidels : I cannot say. 

Mr. Cassels : In Canada there are about 4,500 branches of banks with i. 
pop llation of 10 millions. There is, accordingly, otte bank fof each 2,200 
people. 

Mr. Manu Subedar : In Germany the agricultural population is 14 millions 
out of a total population of 63 million. In Canada would the agricultural 
population bo about 00 per cent ? 

Mr. Cassels: Nothing like that. 

Mr. Ramdas Panlulu : In your memorandum you say : “ The question 
whether the banking facilities of India are sufficiently large for the economic 
needs of the country has in the Enquiry been almost unanimously answered in 
the negative by the non-bankers.’’ By non-bankers do you mean the ordinary 
lay public ? 

Dr. Jeidels : I mean the witneesses. I have read the evidence of 83 Wit¬ 
nesses. Of these 83 witnesses the majority have said that there is not suffi¬ 
cient banking and those who said so almost all were non-bankers. 

Mr. Ramdas Pantulu : Non-bankers are connected with commerce, trade 
and industry, are they not ? 

Dr. Jeidels : Yes, generally. 

Mr. Ramdas Pantulu : Your opinion is based upon the possibilities of bank¬ 
ing against the deposits. Are you prepared to Bay that the demand made by 
the borrowing public connected with trade, industry and commerce that they 
want more banking facilities is not correct ? 

Dr. Jeidels : The demands of the borrowers are not quite satisfied ? I do 
not know of any country where they are satisfied. 

Mr. Ramdas Pantulu : The people whom this Committee had invited, not 
only bankers but also the people who want the assistance of banks—and the 
people who want the assistance of banks are traders—they have said almost 
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unanimously that they have not banking facilities. Do you think that this- 
Committee ought to address itself to the question of how to supply the needs 
of these people who are connected with trade and commerce ? 

Dr. Jeidela : Banks can only give facilities if they have Fuffcirnt working 
eapital; about nine-tenths of the working capital consists of deposits. 

Mr. Ramdaa Pantulu : When I am satisfied that the limit of deposits in this 
country is reached and that much more money cannot be forthcoming, I 
for one, might advise the Committee of the advisability of attractirg external 
capital. 

Dr. Jeidels: Domestic banking facilities are limited ; general economic 
needs have to adopt themselves to this limit or have to find other sources. 
There are, however, not many to take the place of domestic bank loans. 
Foreign facilities are not available for all kinds of needs. The logical answer is 
that a country has to adapt its needs to the possibilities, demand to sujply, 
and banking supply is practically identical,with the vedume cf deposits. 

Mr. Ramdaa Pantulu : The problem about the shyness of capital in India 
is by itself a matter of controversy between two sets of people. What I want 
to know is whether you have made any intimate enquiry as to the existence of 
such capital or as to the alleged shyness of such capital ? 

Dr. Jeidels : I have taken the pains, perhaps not successfully, to try an 
estimate of the Indian capital market, which you will have an opportunity 
to read, also how the capital market in India could eventually be enlarged. 
We will have to discuss this, when the subject ‘‘investment habit ” comes 
up in connection with industrial banking. 

Mr. Ramdaa Pantulu : Have you made any enquiry ? 

Dr. Jeidels: I have given the matter a great deal of thought, and doubt 
whether much more bank deposits are available than those which we know 
at present. 

Mr. Ramdaa Pantulu : Is it not possible that the indigenous bankers may 
have in these 10 years more deposits than we know of ? 

Dr. Jeidels : We spoke about the deposits with the indigenous banker 
yesterday, but did not arrive at a conclusion. None of you could 
give a much better estimate than wc experts. The liquid resources, for which 
figures are available, are the bank deposits—these of the exchange banks, 
the Imperial Bank, the joint stock banks, the post office savings banks and the 
co-operative credit societies. 

Chairman : I think you have discussed that matter, that the transfer of 
the money, whicn is now in deposit with indigenous bankers to commercial 
banks of the western type, does not in any way increase the total amount of 
depositablo capital of the commercial banks. 

Mr. Ramdaa Pantulu : May I tell you w'hy I am pursuing this question of 
the available capital, in spite of the fact that you have answered it more or 
less fully from your own standpoint ? It seems to me that your inference is 
based upon the statistical figures from the Post Office, etc., but there may be 
causes which operate against the monoy finding its way into these sources. 
In regard to our co-operative credit banks, which are absolutely like commercial 
banks, so far as attracting capital is concerned, I may tell you that in the 
last 18 years we were able to got capital to the extent of 40 or 50 crores, of which 
we did not know the existence in the villages. To-day we are not in any 
difficulty in getting more money but our difficulty is to use all the money we 
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get. If we want to tap more money we are absolutely able to get it; that i» 
my personal experience. I therefore think that there are more facts which 
you ought to investigate before you dogmatise by saying that the limit of 
capital has been reached. 

Dr. Jeidels : I give you the figures on which I base my argument. I count 
three times 70 crores for the three groups of banks ; 1 count another 70 crores 
for postal savings; I venture an estimate of about 100 crores for working 
capital of indigenous bankers of all kinds and I add an estimate of 1,000 crores 
used in moneylending. One has to operate with such figures as are avail¬ 
able. My figures include two very rough estimates, which I admit as very 
arbitrary : 100 crores with the indigenous bankers and 1,000 crores invested 
in moneylending. I do not wish to defend these figures ; I submit them for 
consideration. 
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30th January 1931. 


Mr. Lamond: With regard to the development of banking during the 
last ten years Mr. Khaitan brought out certain points yesterday which, he 
considered, affect deposits. There are one or two other points which might 
also be considered. Mr. Khaitan referred to the index number. In the 
last ten years you agreed that there was an increase in the value of the 
deposits or in "the purchasing value of the deposits. You also admitted 
Government borrowings particularly treasury bills, affect deposits. An¬ 
other point is the transfer of capital during the last ten years from this 
country which must also affect bank deposits to a very great extent. 
Another point is that during the last ten years Government have autho¬ 
rised public bodies to deposit their money in concerns other than com¬ 
mercial banks. In the last few years permission has also been given to 
co-operative banks to receive deposits from public bodies. Now the trans¬ 
fer has been very large. The deposits of public bodies with co-operative 
banks are over 2 crores. That is money withdrawn from commercial banks. 

Dr. Jeidels : Does this information mean, that at the beginning of the 
ten year period the balances of banks with the Imperial Bank were larger 
in proportion? 

Mr. Lamond: What I mean is that deposits for 1919-20 included these 
amounts. The amounts which may have been removed later also pre¬ 
vented fresh monev coming into banks and helping their growth. Another 
thing which must" also be taken into consideration is the duplication of 
deposits. The duplication of deposits is very much less to-day than ten 
years ago. What I mean is that the exchange banks’ balances with other 
banks or the lending of exchange banks between themselves is less to¬ 
day than ten years ago. The figures we have given confidentially to 
-fche Committee "show the banks’ balances to be about 2 crores, so that 
if you take all these things into consideration, the figure for 1928 really 
shows a very big tapping of fresh money. There has been a very big 
development of banking, in the country in the last ten years if you take 
these facts into consideration which are not apparent from the figures. 
The position really, is that big deposits have gone down and been replaced 
by small deposits, and that means fresh sources of deposit.— 

Dr. Jeidels : The banker who holds the accounts is in the best posi¬ 
tion to judge from the number of depositors and the character of the 
deposits and whether there has been a tapping of new sources. 

Mr. Lamond: On the other side of the balance sheet, the assets side, 
the money required to finance big industries, to move big crops, is very 
much less than it was in the first part of the last ten years. Cotton has 
gone down, iute has gone down, and very much less is required. 

Dr. Jeidels: The drop in prices began in 1925-26; it finds expressions 
in the index figures. 

Mr. Lamond: One other point I should like to mention. Interest is 
not being paid on current accounts by the Imperial Bank because we are 
the bankers’ bank, and we feel it unfair to pay interest on current 
accounts in competition with other banks. 

Lola Harkishen Lai: Yesterday you were told by Mr. Khaitan that 
though the actual number of rupees may not have increased, their value 



107 


has increased and to-day you are told that the actual requirements have 
decreased, and, therefore, the deposits are sufficient. That is what Mr. 
Lamond's figures will imply. In other wordB the requirements or the 
demand for money is smaller for the same turnover in weight, the amount 
of money required for circulation ought to be smaller than it was 3, 4, 
or 5 years ago. But an indication of that would be in the rate of interest 
charged, and especially in the rate of interest fixed by the Imperial Bank 
in the busy season. 

Dr. Jeidels: I do not see it. 

Lala Ha.Tki8h.en Lai: If there is more money in the market than is 
required, naturally the interest rate goes down ? 

Dr. Jeidels: You cannot count the same factor several times. The 
amount of deposits is Rs. 70 crores to-day, which is more or less the same 
figure as ten years ago; but it means something different because it 
has a higher purchasing power. The change in purchasing power does 
however, not create a different situation with regard to supply and demand 
m the money market, because the demand for loans and the deposits 
available fur it with the banks have not changed in relation to eRch other. 
This finds expression in the rate of interest. 

Laid Harkishen Lai: It does. Sugar factories which required so much 
per cwt. require so much less per cwt. The difference must remain 
in the bank. 

Dr. Jeidels : Then you suggest that there has been no general deve¬ 
lopment in trade. 

Lala Harkishen Lai: Yes. Also so far as the figures of imports and 
-exports are concerned there is a decrease. 

Dr. Jeidels: The Sugar factory needs less working capital than it did 
at higher prices. 

Lala Harkishen Lai. You can reckon up. There has been no large 
increase in industrial production in the last few years. The sugar pro¬ 
duction in the Punjab has not gone up. The cotton production and the 
piece-goods production are not higher now than they were. Another 
factor you will have to consider is the bank cbbIl balances. TheBe show 
a downward tendency, and so far as I have heard yesterday, the Im¬ 
perial Bank is in the hands of the Currency officer with regard to Govern¬ 
ment borowings. Cash balances are smell, but lust year about this time 
they were 6 to 7 crores, it is only one crore now. 

Mr. Buckley: There have been no currency borrowings Bince April 

1929. 

Bir Purshotamdas Thakurdas : What is called the emergency borrow¬ 
ing from Government. 

Dr. Jeidels: I have not much to say about that. 

Mr. Lamnnd: On this point I should like to give an explanation. 
The hanks in India are to-day working much more finely than they did 
years ago. In case o! emergency they fall back on the Imperial Bank 



Lala Harkiahen Lai: If deposit value has increased and if deposits 
come in largely from sources which are not shown, and the demands have- 
decreased, the interest must not increase. 

Dr, Trip : Is there less demand from the whole community ? 

Mr. Lamond: The requirements of money are smaller on account of 
the fall in prices. 

Lola Harkishen Lai: Now if you say that the public demand or the 
commercial demand might have decreased, the Government demand 
should have increased, and kept up the rate of interest. Then it means 
that Government borrowing has influence on deposits. 

Dr. Trip: I should like to say that Government borrowing has in¬ 
fluence on the bank rate. 

Lala Harkishen Lai: I make a bit wider proposition. Government 
borrowings have influence not only on the rate of discount of the Im¬ 
perial Bank, the interest rate of joint stock bankB, money lenders and 
so on, but also on the deposits. 

Dr. Trip: I suppose so. 

Dr. Jeidels: It shows that there has been a fair development o£ 
banking resources and banking facilities, a fair but not a rapid and. 
perhaps not a quite satisfactory one; more it does not show. 

Lala Harkishen Lai: The point I am raising is this. Banking faci¬ 
lities are not sufficiently extended. The reason is that our rate of 
interest is high compared even with countries which have gone out for 
improvement after the war, and so long as our rates of interest are higher 
than those of other countries, banking facilities cannot be as good as in. 
those countries. 

Dr. Jeidels: The rate of interest in this country as compared with, 
others, seems to me not to belong in this discussion. 

Chairman: You really do not want to discuss the question whether 
the rate of interest in this country is higher or lower than in certain other 
countries. That is not at the present moment for discussion, but 
beginning with this fact which we shall be glad to discuss, you want to 
draw certain inferences which in your opinion conflict with the inference 
or opinion expressed in this document, and, therefore, you want to pursue- 
the matter here. 

Lala Harkishen Lai : Yes. Within the last two years the rate of. 
interest has not decreased, while the deposits nominally have also not 
increased. Therefore my inference is that trade requirements, indus¬ 
trial requirements, would have increased if the rate of interest showed 
a tendency to fall. Because the rate of interest does not show a tendency 
to fall, commercial and industrial enterprise is at a standstill. 

Dr. Jeidels: I can put on the table statistics which I have here re¬ 
garding rates of interest in many Countries, about 20 European countries, 
some foreign countries and also British India. They can be discussed 
with greater value in connection with money market. Here are the 
rates of interest for British India. The figures do not show' such a 
sharp rise in interest rates. 



Interest Bates. 


Country. 



1 

1922. 

1923. 

1924. 

1925. 

1926. 

1927. 

1928. 

1929. 

Belgium . 


. 

4-7 

5-4 

5-5 

5-7 

7-0 

5-4 

4*2 

4-3 

Denmark . 



5*1 

5'7 

6-9 

6'4 

5-2 

6 

5 

6-1 

France . . 



5-1 

fi 

6 

6-5 

6-6 

5*2 

3-2 

3-5 

-Great Britain . 



3-7 

3-6 

4 

4-6 

5 

4-6 

4-6 

6-5 

Italy 


■ 

5-8 

5-5 

6-5 

6*5 

7 

7 

6-9 

6-8 

Holland . 



4-3 

4-0 

4-9 

3'9 

3-5 

3' 7 

45 

51 

Sweden 



4*8 

46 

5 5 

5-2 

4-6 

4-1 

4-0 

4'7 

U. S. A. . 



4-2 

4'4 

37 

3-4 

3-8 

3'8 

4-6 

6-2 

India ... 

• 


5-8 

5*9 


6-6 

4-8 

5*7 

6-2 

6-3 

Japan . 

• 


8 

8 

IQ 

76 

7 1 

5-9 

6.5 

6-6 

Germany . . . 

• 


, 

6-3 

38 ‘7 

m 

9 I 

6-7 

58 

7 

7-1 


Lola Harkiahen Lai: I do not say the rates are higher, but that the 
rate of interest continues high. 

Dr. Jeidels: The rate has beeu increasing up to 1929 in Great Britain. 
The development is different particularly in France, but that country is 
least fit for comparison. 

Chairman: Leaving out France, the general experience is that the 
rate of interest has gone up. 

Dr. Jeidels: Comparatively high rates with no decisive downward 
trend. 

Lola Harkiahen Lai: Is it not a fact that in those countries where the 
interest has a tendency to rise again, the common complaint is that 
banking facilities and finance are not in good condition? 

Dr. Jeidels: In my own country' there is more recently a rising 
tendency in interest rates; it has been rather accentuated in December 
and January, but nobody will say that banking facilities are generally 
not sufficient. 

Lala Harkiahen Lai: I used the words—banking facilities and finance. 
Is it not also a fact that there are now lurge numbers of bills of Germans 
in the London market than there were when the interest was low. 

Dr. Jeidels: The amount of bills in circulation in Germany is smaller 
now than two years ago, owing to the reduced price level; I think it 
has gone down from 12,000 to 9,000 millions Reichsmark. 
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Lain Harkishen Lai: It is the amount, not the number, of bills that 
must be smaller? 

Dt. Jeidels : Normal progressive development in trade is at some 
periods offset by the business cycle; these trends may go parallel or may 
overlap or keep each other in balance. 

If the Imperial Bank has had ten years ago and now the same 70 
crores of deposits, normal development and reduction in price have 
balanced each other. 

Lala Harkishen Lai: My point is that from the evidence of the rate 
of interest and the quantity of deposits I would conclude that there are 
not sufficiently extended banking facilities. I am asking you whether 
the b anki ng facilities here are on a par with other countries? 

Dr. Jeidels : What do you mean by “banking facilities’’? 

Lain Harkishen Lai: Would you please define it? 

Dr. Jeidels: As I understand it, the extent of banking facilities is 
defined by the deposits available. 

Lala Harkishen Lai: I understand banking facilities to consist of two 
sides—facilities for the depositor to deposit his money with a good bank 
and facilities for the borrower to be able to get money at reasonable com¬ 
petitive rates of interest. 

Dr. Jeidels: We agree on it. 

Lala Harkishen Lai: I say that a man cannot get money at com¬ 
petitive rates in India. 

Dr. Jeidels : What is it due to? To lack of deposits, I presume. 

Lala Harkishen Lai: Very likely. In the same way, from the 
borrower’s point of view they are not sufficiently extended. 

Dr. Jeidels: We discussed this yesterday afternoon extensively. 

Lala Harkishen Lai: Was it admitted yesterday that the class of 
borrower who wants money for various requirements cannot get it at 
cheap rates and is it on record? 

Dr. Jeidels: If I may repeat your question; you ask “Is there more 
demand for loans than can be satisfied by the banks?” I may well 
answer: Yes. 

Lala Harkishen Lai: Therefore, higher rates of interest prevail. 

Chairman: The rates of interest were not discussed yesterday. 

Lala Harkishen Lai: I adduce the rate of interest as evidence. 

Chairman: Then it is admitted. 

Mr. Manu Snbedar: It is understood that people require loans and 
have got adequate security to give and they are unable to get loans. 

Dr. Jeidels: I do not know whether these are loans suitable to the 
banks. When there are people in the country who can offer sufficient 
security and yet do not get loans, then there is scarcity of banking facilities. 
You say- that there are people who do not get the necessary bank loans 
although they are good parties and offer the usual security. If you 
say so ... . 



Laid Harkishen Lai: I say so with two evidence which I produce 
before you. One is the rate of interest. If everybody could get money 
from the bank, then the rate of interest would be lower. 

Dr. Jeidels: If demand and supply in bank loans balance, or if the 
demand is smaller than the supply then the rate of interest should 
become lower. 

Mr. Manu Subedar : If the demand is larger, then the rate will be 
high? 

Dt. Jeidels: Then there will be a tendency for the rates tc. rise. 

Mr. Manu Subedar: If the rates are high then it shows that the 
demand is larger ? 

Dr. Jeidels: Not necessarily. One oannot express a general opinion 
whether 6 per cent, or 5 or 7 per cent, is a high rate, because no sensible 
expert ought to answer the question whether the demands for credit in 
the country are satisfied or not. I think no expert can answer. How could 
he know it ? 

Lala Harkishen Lai : You can form vour opinion on the rate of interest 
prevailing. 

Dr. Jeidels: The figures which I have read to you fcr the years 
1922-29, do not show a particularly high rate and therefore do not 
signify an essential discrepancy between supply and demand. 

Laid Harkishen I.al: What am I to take—whether the admission is 
made or not made, 

Chairman: Is it your considered opinion that the demand for loans on 
proper security is fully satisfied by the banking facilities at the present- 
moment available? 

Lain Harkishen Lai : In the light of the interest question. 

Chairman: Interest may be one of the considerations. There may 
be many other considerations. But the proposition is broadly stated. 
As the result of what you have seen, is it your impression that the 
demand for loans in this country on adequate security is sufficiently met 
by the banking facilities already existing? 

Dr. Jeidels: To answer the question, one has to consult two sources. 
One is the banks’ balaflce sheets; which would show a reduction of liquid 
assets. A second source is information from reliable witnesses and from 
newspapers; such information may tell that people, offering all necessary 
security, yet do not in many cases receive loans from banks. I do not 
know anv other source from which to answer the question. From the 
balance sheets it does not appear that there is an unsatisfied demand for 
loans, because the balance sheets, which I have seen, are all rather liquid; 
it shows that demand and supply for loans more or less balance. With re¬ 
gard to witnesses and similar kind of information, I am not sufficiently 
supplied with it, and therefore must refer exclusively to the balance sheet. 
The best balance sheet for this purpose are monthly statements. Our banks 
publish monthly statements from which the ratio of liquid assets to 
loans of various kinds are apparent. Using the, balance sheets here as 
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they are, I cannot find that the demand for bank loans is visibly in 
excess of the supply. 

Chairman : Would not the inference from a study of the balance sheet 
be this, that at the rate at which the Bank grants loans, the demand 
is sufficiently met. If it were possible for the Bank to grant loans at a 
lower rate of interest it would not have been possible for them to meet 
all demands? 

Dr. Jeidels: Indeed, with a lower rate of interest as a rule the demand 
increases. 

Chairman: That brings in Lalaji’s point. 

Dr. Jeidels: Bank loans are a commodity, and with lower price 
generally but not always, demand increases. Cotton and money are 
quite similar in this regard. You know that all over the world during 
the present economic crisis demand for bank loans did not increase in 
spite of lower interest rates; demand even decreased owing to depression 
in trade. Therefore it is not exclusively the rate of interest which deter¬ 
mines the volume of demand. Economic conditions, trade activity, the 
business cycle are essential factors. 

Chairman: Let us take the case of a sugar factory. If it can get 
money at a lower rate of interest, it might want to take more money 
for the simple reason that by using that money in the business at the 
current price of sugar, it might still make a profit. 

v ~ ,'K 

Dr. Jeidels: I do not think it can ever be exactly determined for what 
reasons demand increases or decreases. The rate of interest plays a 
part just as the price in the demand for any commodity. 

Chairman: I think we had better now finish this discussion. I take 
it that your proposition is this, that from a study of the bank balance 
sheets you have arrived at the conclusion that at the rates charged the 
present facilities sufficiently meet the demand. That is all that you can 
say. 

Dr. Jeidels: That puts it correctly. 

Dr. Hyder: Is the demand for credit elastic or inelastic? Suppose the 
price goes down, what would happen? 

Dr. Jeidels: One cannot give a uniform answer. There are two 
tendencies or trends which may balance or increase each other; one is * 
the general condition of trade, economic depression <?r economic prosperity, 
and the other is the price of money. Reduction in the rate of interest, 
which has taken place in many European countries and in the United 
States of America during the last months has not resulted in increase 
of trade or demand for loans. This applies to practically all western 
countries during the last six months with the exception of my country, 
where particular circumstances prevail. Rates for money in France, 
England, Holand, Switzerland, the United States have come down during 
the year 1960 without being followed by an increase in demand. The 
cause is the economic crisis. I do not think I have to tell the economists 
present that price of a commodity and demand for a commodity are 
two quite different matters. Both influence each other; and it can 
happen sometimes both are added, sometimes one is subtracted from the 
other and sometimes they balance. 
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Chairman : May I pursue this discussion on general economics a little 
further? You know at the present moment there is a great world com¬ 
petition. I shall focus my attention on the sugar factory to which 
Lalaji refers. If it were the fact that India alone is producing the sugar 
and therefore she can produce the sugar at any price she likes, or even 
if it were the case that no sugar grown outside India is coming into 
India, then I should be quite willing to subscribe to your thesis that it 
does not matter what the irate of interest is. But the price of the 
commodity under present conditions all over the world is affected by 
various other considerations, and therefore, if the rate of interest .in India 
is higher than, (taking all other considerations to be the same, but they 
are not) in any of the other competing countries, obviously the sugar 
factory referred to could not possibly live on those rates of interest. 
It may want further credit at certain rates of interest. It cannot possibly 
go beyond that rate of interest without finding the business unprofitable. 
But the banks according to your statement are unwilling to supply the 
credit at that rate of interest. They charge a higher rate of Interest, 
Therefore, that will operate against that particular sugar factory. 

Dr. Jeidels■ You have made two statements. As far as it concerns 
the question whether for India the rate of interest at least for the 
majority of commodities is of great importance, I subscribe to it. In 
all commodities where India has to compete with other countries, where 
one item of cost of production, the rote of interest, is lower, the com¬ 
peting countries are in a better position than India. The high rate of 
interest is in such case unfortunate. But you said, “If the banks 
charge higher Tates.” This implies a kind of responsibility on the part 
of banks for the higher rates of interest, and this I cannot subscribe to. 

Chairman: I do not mean to say that the bank is responsible. I 
simply look at the facts. I do not blame the bank. The position, 
regarding the interest rate, etc., we shall discuss later on. 

Mr. Manu Subedar■ I would like to understand what you say. If there 
is an economic crisis, business is slack and therefore the demand for 
money is less. Is that not so? 

Dr. Jeidels -. Yes. 

Mr. Manu Subedar: That being so, it iB not the bankers’ arbitrary 
fixing of the rote. 

Dt. Jeidels: The money market establishes the rate. 

Mr. Manu Subedar: In your opinion, is not India passing through an 
economic crisis of a serious type? 

Dt. Jeidels: But this economic crisis is international. 

Chairman: Mr. Manu Subedar is more concerned with India than 
any other country.—He asks whether there is an economic crisis; of 
course that, concerns India also. 

Mr. Manu Subeiar: In your opinion an economic crisis reduces 
business and, therefore, reduces the demand for money? 

Dr. Jeidels : Yes. 

Mr. Manu Subedar: In India there has been an economic crisis 
during the last two years and from that point of view, the demand for 
money should be less. 

Von. iv. 



Dr. Jeidela: Yes, 


Mr. Manu Subedar: That being ho, the rates should be low, but they 
actually are not. 

Chairman: The answer is that Government is borrowing. 

Mr. Manu Subedar: I would say with all reBpect that it is not correct 
for you, Mr. Chairman, to answer the question. 

Dr. Jeidels: I did not expect to have to go into these high problems 
of political economy, reaching far beyond banking conditions. It iB a 
dangerous venture to express opinion on a subject on which hundreds of 
books have been written by political economists of the highest class. I am 
following the. method of stating facts and observations where I do not 
know a solution of the problem; 1 do not try to draw conclusions which 
do not satisry me. The problem, which is extremely difficult, is the 
following: why do money rates in a country where trade activity has 
undoubtedly decreased, do not go down correspondingly and in accord¬ 
ance with past experience and with other countries?—-This condition 
exists at present in several countries; it does in my country, it does in 
India-, in Australia, it exists in some, but not in many countries. Permit 
me to venture the following observation. Government, States, Munici¬ 
palities, show in my country as in others in times of economic crisis an 
increased demand on the money market. This observation is quite general 
and affects the various countries according to the state of their liquid 
assets. An economic crisis leads, at least in the outset, to an increase 
of public expenditure, while revenue decreases. In the compound balance 
sheet of the country there appears an item of demand for money which 
is not immediately a trade demand. Trade demand for money has un¬ 
doubtedly gone down partly due to lower commodity prices, partly owing 
to the reduced volume of business. But a new demand has appeared, 
i.e., the demand of public finance- It is to this that I attribute the 
comparatively tight money market in my country. The state of public 
finance in this country you know better than I do. Here too is a reduc¬ 
tion of revenue and therefore an increased demand for money for public 
finance. I think, this state of affairs is rather general all over the world; 
all Governments are borrowing more than they did in times of economic 
prosperity. 
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Chairman: I would request you to go on with your answer, because it 
concerns most of us and me in particular and that is why I did not wanj; 
you to overlook the other aspect. With the considerable experience you 
have in Germany I would like you to give us your views on the whole 
problem. 

Dr. Jeideh: In summary : trade demand has diminished as it is bound 
to do in times of business depression; but a new demund appears in the 
market, i.e., the Government deficit. 

Mr. Manu Subedar: Does it appear in the form of Treasury Bills or 
is it short-period borrowing or long-period borrowing? 

Dr. Jeideh: It is a matter of financial policy of Government and 
depends, of course, on the rate of interest and market conditions for 
Government bonds and treasury bills. 

Chairman : It also depends on maturing debt. 

Dr. Jeideh: Yes. Maturing debt also increases a demand which is 
not a trade demand. In accordance with the difference of rates for 
long term and short term borrowing and with the inclination of the 
investing public one may say that many governments borrow at present 
on short term or for 3 to 5 years, which means that they appeal not only 
to the investment, but also largely to the money-market. 

Mr. Manu Subedar : Or, have they to create a floating debt? 

Dr. Jeideh : In those countries where there is a broad money market 
with low rates, like in England or the United States Government borrows 
freely in form of treasury bills. In countries with a leBs broad money 
market, as for example in my country Government needs require very care¬ 
ful handling; there Government, prefers to loan on longer term instead of 
absorbing the limited short-term resources of the: money-market. 

Sir Purshotamdas Thakurdas: I just want to ask one question which 
to my mind would clear up the position from the point of view which 
strikes me. It appears to me that Dr. JeidelB’ reply to this question 
"Are the banking facilities sufficiently extended’ is “Yes, as far as the 
information given by the bank reports go." Would that be a correct 
inference from your reply? 

Dr. Jeideh: Yes. 

Lala Harkhhen Lai: Whether we are satisfied with that answer is 
a different question. 

Sir Purshotamdas Thakurdas : I am only trying to get my next point, 
which is that these reports are reports of 18 Exchange banks and 74 
Indian joint stock banks with a capital of more than one lakh of rupees, 
and the Imperial Bank. 

Dr. Jeideh: I have looked at the statements of the principal joint 
stock banks and the Imperial Bank. 

Sir Purshotamdas Thakurdas: Even supposing that you had the 
chance of going through some of these, it means that you have come bo 
tho.i conclusion from the reports of 93 institutions In India. 

Dr. Jeideh: Those from which I formed my opinion, constitute, about 
75 per cent, of all deposits; they are all contained in the pages of the 
Indian Einance Banking Enquiry Number. It is not necessary to go 
into the balance-sheets of the smaller banks. 

i 2 
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Sir Purahotamdas Thakurdas: What about the other institutions which 
play a very important part in financing India, e.g., the co-operative 
credit, societies and the indigenous hankers and moneylenders? Have you 
had any material before you came to this conclusion tentatively that the 
banking facilities were adequate for the present needs of India and have 
you given any thought to this part of it which, as I have given you the 
number, goes into about 300,000? 

Dr. Jeidels : My statement says that it applies to commercial banking 
proper. It does not include moneylenders nor co-operative societies. It 
'is principally based on the facts of the Imperial Bank and the joint stock 
banks. With regard to indigenous banks I stated that the available 
material is not sufficient for a valuable estimate of all figures which are 
not contained in published balance-sheets. Therefore I cannot answer 
the question whether banking facilities with indigenous bankers are 
sufficiently large and whether with those bankers demand and supply 
balance in about the same way as I derived it from the balance sheets 
for the other commercial banks. 

Sir Purahotamdas Thakurdas: Therefore, in arriving at your conclu¬ 
sion you have not been able to get at any information regarding the 
class served by this institution. 

Dr. Jeidels : The other day I put on the table compiled figures from 
monthly statements of German banks; there are three classes of banks; 
the large Berlin banks, provincial banks and public banks,—if I Bee the 
figures of one of these classes, I can draw conclusions how the situation 
is with the .others. 

Sir Purahotamdas Thakurdas : Do you not think that that conclusion 
may be very misleading even to voU? I mean that if the class served 
by the three institutions are more or less so different that the one affects 
the other, it may be very misleading. 

Dr. Jeidels: My opinion is based on published balance sheets, not 
on occasional rumours. I cannot speak about banks whose balance sheets 
are unknown not only to myself but practically to anybody. Conclusions 
from one class of banks on another class of banks may not be as legiti¬ 
mate ns it is in other countries; I realise this and leave it to your 
judgment whether the balance sheets of the Imperial Bank, the larger 
and the smaller joint stock banks, which are all no doubt interesting 
and valunhlc material, allow conclusions also on the indigenous bankers’ 
position or not. I do not want to express a judgment of my own, but 
wish to state that between various banking institutions of similar kind, 
and therefore between the various institutions for commercial blinking 
there is always a certain relationship; evidently there is not the same 
relationship, between co-operative b3nka and commercial banks. 

Sir Purshotamdas Thakurdas: Therefore, all that you have Baid is 
subject to this: that the conditions prevailing in the class served by the 
indigenous bankers and the moneylender class are not included in your 
view. 

Dr. Jeidels: They are not. 

Sir Hugh Coke: I have one question arising out of the discussion 
yesterday. On the question of encouraging deposits, it was pointed out 
that there might be deposits waiting to be encouraged, but there are so 
many places in India which are obviously not large enough to have a branch 
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of a bank. There is an indigenous bank, I take it, in practically every 
place of any size at all. The question does arise in view of the remarks 
which have been made whether the indigenous banker will attract 
deposits and whether he is sufficiently trusted. Then we got on to 
the post office saving's banks and it was pointed out that they did not 
meet the demand, because you could not d*aw your money out easily and 
so forth. The question I want to ask is this: Is there any country in 
which postal banking is adopted more on the lines of ordinary banking 
where withdrawals can be made more easily and would you consider the 
possibility of such in India from what you have seen?— 

Dr. Jeidels: I would be rather glad if no postal savings system 
existed in the country ; it would give me the opportunity for a nice 
practical suggestion, namely to establish such a system. To no country 
a postal savings institution can he more suitable than one with a great 
number of larger villages or small towns; their economic structure does 
not readily suit joint stock banks or branches, I would therefore always 
advocate for such countries the establishment of a postal savings institu¬ 
tion. In my country we have no postal savings institution, because the 
■economic structure allows banks to spread far into the. country, and there 
exists a net work of municipal savings institutions as well as a thoroughly 
■developed co-operative banking system. From academical side a postal 
■savings institution has often been recommended in Germany, but in view 
of those other existing institutions there is no necessity for it and it is even 
doubtful whether it would not lead to over-organization. In this country 
it is quite a different matter. 

Sir Hugh Cocke: That does not quite meet my point. We have got 
postal savings banks which are very largely used. What I want to know iB 
whether in your view it would he possible to extend that and make it a 
■different kind of banking. It has been shown that there are not enough 
deposits to attract a branch of a bank And I want to know whether in any 
country post offices are used for ordinary banking as distinct from savings 
hanking. 

Dr. Jeidels: You mean transmittance of funds? 

Sir Hugh Cocke: Yes, but mainly the question of drawing eheques on 
deposit accounts. 

Dr. Jeidels: From my experience it could only mean the so-called 
postal cheques, for transmittance of money through the post office. 

Sir Hugh Cocke : It is the formalities of withdrawing which are the 
difficulty with the ignorant villager. 

Dr. Jeidels: The postal cheque system exists in manv countries, but it 
requiries, I think, a rather high standard of education all over the country. 

Sir Hugh Cocke: There is no difficulty about transmitting. Money 
orders are used tremendously in India. 

Dr. Jeidels I know it. 

Sir Hugh Cocke: My point is that the ignorant villager will be reluctant 
to open a postal savings bank as now constituted on account of the diffi¬ 
culties of withdrawing. Could the procedure be simplified, so that he could 
go and draw his Rs. 5, 10 or 15 when he wanted it over the counter without 
having to give notice to the post office. 
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Dr. Jeidela: I would not advocate the development of the postal savings 
institution into regular banking, because we ought to try to draw as many 
bank branches as possible into the smaller towns. 

Sir Hugh Cocke: But it may be 50 years before many of these places 
are ready for banks. They are so small. It will be years and years before 
a bank can ever reach many hundreds of these places. Could not the 
Government step in and do something more than they are doing under the 
existing arrangements of post office savings bank? 

Dr. Jcidcls: It would never be able to extend banking business to 
giving loans 

Sir Hugh Cocke: No, but it would attract deposits. 

Dr. Jeidch- It could take deposits in a somewhat more modern form. 

Sir Hugh Cocke: It would encourage thrift and bring out deposits which 
would not go to the indigenous banker because he is not trusted. 

Dr. Jcidels: I am not really in favour of an extension of postal ins¬ 
titution into banking business. There should be a certain amount of com 
petition in attracting deposits in those places where no banks exist or where 
banks are not possible; the postal savings institution is extremely valuable 
to the country, but I would not recommend to develop them in a direction 
which would make it less attractive for banks to open branches. 

Sir Pur8hotamdas Thakurdas: I want to put to you a question regarding 
hoarding. I find there is a reference in one of the other papers. May I 
put that question now'- 1 

Dr. Jeidela: I have mentioned the subject in my paper about the Invest¬ 
ment market. 

Sir Purshntamdng Thakurdas . Therefore, I am asking whether you 
would like to be questioned now. 

Dr. Jeid.els: In view of the great importance of the subject 1 would 
rather recommend to postpone it for special discussion. 

Sir Purshotamdas Thakurdas: I am quite ready to postpone it till' 
then. 

I wish to refer or supplement the information which my friend Mr 
Khaitan gave you in connection with how capital has been attracted during 
the last 10 years I think he would himself like it. Provincial and Central 
co-operative banks with a capital of ] lakh and above had deposits ami loans 
in 1919-20 of 3 crores and 60 lakhs. In these 10 years 20 crores might 
have gone there. It has great relevancy' to the figures which you give in 
your memorandum and to the view which Mr. Khaitan put to you yester¬ 
day. T wonder whether you propose to revise your reasoning in these two 
paragraphs ? 

Dr. Jeid.els: I would not care to because I dealt with the possibilities 
for commercial banks to tap these resources. Some resources can be tapped' 
by other institutions some by postal savings, some by co-operative 
organisations; but I doubt if the same resources can be tapped just as weU 
by commercial banks. 
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Sir Purshotamdas Thakitrdas: I think you were dealing more with the 
country abounding in untapped banking possibilities; getting more capital 
to banks, whether indigenous, co-operative, commercial and making more 
capital available to the borrowers. 

Dr. Jeidels: I dealt only with commercial banks and their ability to tap. 
I doubt, whether the 40 crores, which I have in mind as deposits with co¬ 
operative organisations, would be available to banks; they are most valuable 
to the co-operative movement, which ought to cultivate them. In Germany 
the amount of deposits not available for banks but available to co-operative 
societies is as high as 3400 million marks which is more than 200 crores. 

Sir Purshotamdas Thakurdas: Do you for this purpose, divide in water¬ 
tight compartments what is available for commercial banking and what is 
available for agricultural banking? 

Dr. Jeidels: There is a certain overlapping. 

Sir Purshotamdas Thakurdas: We are concerned with the main question 
whether for further expansion of banking facilities of a kind which is 
generally approved you can tap more capital or not; whether more capital 
can be tapped for agricultural banking, or commercial banking or for pur¬ 
poses of Government bonds, it is more capital available to the country at 
large. 

Dr. Jeidels: If it is not available for banks, then it is also not available 
for bank loans. The 40 crores of the Co-operntive movement are available 
only for special loans, for a certain kind of needs of the country. 

Sir Purshotamdas Thakurdas: If that movement were not started and 
had not made the enormous strides during the last 10 venrB, that would 
have meant more demand on the capital available for commercial banking. 
For practical purposes we are concerned with the total banking capital avail¬ 
able in the country. 

Dr. Jeidels: In making the full survey of available banking capital, 
you ought to mark this ns a special class, because it is only available for 
a special class of loans. In every county you have to add savings deposits, 
to those amounts available for doing banking business. In my country, 
for instance, only about 60 per cent, of the entire deposits are available for 
banking, the rest are savings or co-operative deposits which find their use 
outside of banking. 

Sir Purshotamdas Thakurdas.: Have you considered as to what happened 
before the co-operative movement was started? Did it not make a greater 
demand on your commercial banks? 

Dr. Trip: The money came from moneylenders. 

Dr. Jeidels: In studying this problem, one has always to keep in mind, 
that whatever proportion of these deposits with the co-operative move- 
nient is withdrawn, reduces agricultural credit. It is not replaced by bank 
loans but the borrower has to take refuge with the moneylender. Even if 
you do not follow me in treating these deposits as a separate item, there 
is no harm in neglecting them in a survey of banking possibilities, because 
the amount is small, almost negligible in this connection. 

Sir Purshotamdas Thakurdas: The point of view which Mr. Khaitan 
put before you does not ehange your reasoning as you have given it? 

Dr. Jeidels: No. 
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Sir Purshotamdas Tkakurdas: Even the fall in the. price as indicated 
by the index numbers and the appreciation in the value of the rupee do not 
modify your reasoning? 

Dr. Jeidels: Not essentially. 

Sir Purshotamdas Thakurdas: In spite of these new factors and crores 
of more capital, you think that in the last 10 years there has been no 
change so far as the total banking facility in the country is concerned? 

Dr. Jeidels ■ I have been corrected yesterday in regard to the meaning 
of the figures and have changed rnv opinion correspondingly ; 70 crores of 
to-day are not 70 crores of the past. I now say there has been fair progress 
in bank deposits. 

Sir Purshotamdas Thakurdas: Do you think that progress is due to 
more banks being opened, especially co-operative, Imperial Bank, etc. 

Dr. Jeidels: In these 10 years the country has progressed in education 
and otherwise; I think it is a satisfactory development. 

Sir Purshotamdas Thakurdas: And the only change has been 100 more 
tanks by the Imperial Bank and comparatively nothing except the exten¬ 
sion of co-operation. 

Dr. Jeidels: It seems to me, that the resources available and the bank¬ 
ing instruments to handle them have more or loss equally improved 

Mr. D. P. Khaitan: When Sir Purshotamdas put to you the figures about 
co-operative banks, you thought the monies which went into co-operative 
banks might not have gone to the' commercial banks. 

Dr. Jeidels: The loans would not have been given by commercial banks. 

Mr. Khaitan: I am not talking of loans; I am talking of deposits. The 
deposits that have gone to the co-operative banks might not have gone to 
the commercial banks" 

Dr. Jeidels: At least partly not. 

Mr. Khaitan: Did you notice the distinction between the figures given 
bv Sir Purshotamdas and the figures you were relying on. Sir Purshotarn- 
das gave you the figure of just over 23 crores, and he took care to exclude 
the deposits in the rural credit societies. So far as the rural credit societies 
are concerned, it may to some extent be said that the deposits might have 
come from the agricultural classes. But the provincial and central banks 
figures which he gave you are. situated in big cities. 

Dr. Jeidels: They are mostly members' deposits. 

Mr. Ramdas Pantulv: Members’ deposits are much fewer than non- 
members’ deposits. 

Mr. Khaitan: Non-agricultural credit societies are excluded. 

Dr. Jeidels: Mr. Avangar will be able to tell us—he has compiled a sum¬ 
mary—the amounts of deposits, without duplications, of the co-operative 
movement. 

Mr. Ramdas Pantulv.: I have got the figures and I will give you after 
lunch. 

Dr. Jeidels: Is my assumption correct—which I drew from those figures 
that the co-operative movement collects about 50 crores of deposits in the 
country ? 

Chairman .- Mr. Ayangar will give you the figures after lunch. 
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Mr. Lamond . I wish to say that with regard to the opening of branches 
Lala Haikishan Lai’s bank, the Peoples Bank of Northern India, have 
•opened 65.branches. 

Dr. Jeidels: My congratulations. 

Chairman: My observation, Dr. Jeidels, is for all the experts. I am 
referring to the 3 main questions under commercial banking. The first 
question is. Are the banking facilities sufficiently extended? I understand 
that that refers to facilities relating to commercial banks. I confess I do 
not quite realise what the answer of the experts is to that question. Is the 
answer of the experts that banking facilities are sufficiently extended. I 
have gone through the portion of this memorandum and listened to various 
discussions and it may be lack of intelligence on my part, but I Bhould like 
to have a straight answer to a straight question. Is it the opinion of the 
experts that banking facilities in regard to commercial banks is sufficiently 
extended in India? 

Lala Harkishan Lai: I suggest that the question be put now and the 
answer taken later. 

Chairman: I am quite willing to put the question and to wait for the 
•answer in the afternoon. I must sav this, I am not providing any pitfalls 
fcr the experts. 

Dr. Jeidels: I have offered some observations, which may help to form 
•an opinion. I never expected that a question, whether banking facilities of 
a country are sufficient, a question which has to be put for the purpose of 
the enquiry can be answered with a clear yes or no. I ofFer those observa¬ 
tions in view of those answers which the Committee has heard and on the 
material put before us. 

Chairman: I understand your present remark to mean this. You have 
only discussed the question from a certain aspect, that is the growth in 
deposits. I have listened to various other observations which have to some 
extent weakened the basis of that examination. You admitted the force of 
what Mr. Khaitan said about prices. Mr. Lamond very pertinently mea- 
•tioned the duplication of deposits in earlier years. I am gradually becoming 
doubtful os I read a certain observation made by an English expert, not a 
banker, but, T think, a Director of the Bank of England, which seemed to 
indicate that India does lack banking facilities. That was the genesis of 
this enquiry. If he had held the same view which is adumbrated in this 
paragraph that more facilities are not needed in the direction of commercial 
hanking, perhaps this enquiry would have had a limited scope, and that is 
my real point in trying to pursue this problem. If you now say that you 
have not offered any opinion, but simply put before the Committee one 
line of thought, that is a different proposition. 

Dr. Jeidels: It is not quite correct to say that we have not offered an 
opinion. We have offered an opinion, but not an answer with yes 
or no. 

Chairman: If there is an opinion to give, I should like to have the 
opinion. Are the banking facilities sufficiently extended? May 1 take it 
that in the opinion of the experts hanking facilities with regard to com¬ 
mercial banking in India are sufficiently extended? i am quite willing to 
have an answer later on. 

Dr. Jeidels: They are not out. of conformity with the economic develop¬ 
ment of the country 
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Dr. Trip: With regard to commercial banking, we are of opinion that 
the banking facilities that exist in this country are more or less in conform¬ 
ity with the economic and financial development of this country. 

Chairman: We have then to examine in relation to what we have heard 
in the past. I have given you the history of this thing. I could read out 
to you extensive passages from Sir Basil Blackett’s speech, and I may say 
this, that as a result of his activities, I find that between the years 1919 and 
1928 the number of places in India possessing commercial banks increased 
from 185 to 431 that is, more than double. I wanted these figures because 
it confirms the last argument which I was using yesterday that there are 
many places in India even now which do not possess a single commercial 
bank. 

Dr. Jeidcls: Excluding the indigenous banker? 

Chairman: This excludes the indigenous bankers. 

Chairman: Then, as regards the indigenous banker, we also know this, 
that except at certain principal stations they have not during this period 
been in the habit of receiving general deposits, i..e., in the last 10 years it 
has not been the custom with many indigenous banks except at certain impor¬ 
tant centres and perhaps more widely in the Bombay Presidency to receive 
deposits. That is the deposits aspect of the ease. Therefore, I have got 
my answer. The only other point 1 do not understand is this sentence: 
“At the same time the practice of the Imperial Bank to establish sub-stations 
in less important places ought to be encouraged”. Now, does this refer 
to the branch banks? 

Dr. Jeidcls. Yes 

Chairman: That is the method of adding to the numbers of the branches 
of the Imperial Bank. If that is the considered opinion of the experts, 
why should not the opening of branches by other joint stock banks also 
be encouraged" Why should the process be confined to the Imperial Bank 
and that bank be given preferential treatment? 

Dr. Jeidcls: It means of course that it ought to be encouraged also for 
other joint stock banks. 

Chairman: You may not be so fully familiar with the technicalities of 
expression in India. Stations is one thing, but I do not know what is 
mean*- by sub-stations. 

Mr. Lamond: What we call pay offices. 

Dr. Jeidels: Excuse me for speaking like an authority on the business 
of the Imperial Bank. Sub-station and pay office are not identical? 

Mr. Lamond: We call them pay offices and out-stations. 

Dr. Jeidels: I took the term “sub-station” from the Provincial Report 
of the Punjab; there it is called sub-station. 

Lala Harkishen Lai • The Imperial Bank has got three names outside 
the branch—sub-agency, pay office and out-station. These are the three 
recognised names. 

Chairman: Are you here referring to branches of the Imperial Bank or 
to those subordinate formations whatever their name may be- 
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Dr. Jeidels: I am referring to those stations which are a sort of prede¬ 
cessor to a branch; one begins with the sub-agency, or whatever the name 
may be, with the intention of developing it into a branch. 

Chairman: Therefore, you do not really advocate the encouragement, 
even in the ease of the Imperial Bank, of the establishment of new 
branches. 

Dr. Jeideh: I do not think that can be inferred from what I said. I 
said that, where the establishment of a branch is not warranted by the ex¬ 
pected amount of business, at least sub-branches, sub-agencies ought to be 
established if possible. If a place warrants a branch, so much the better,, 
but if the alternative is put between a branch or no establishment at all, 
then I would suggest to establish some outpost, something which is not 
quite a branch but better than nothing. T was very glad to find such estab¬ 
lishments principally in the northern pnrt of India, and think it ought to 
be encouraged with all joint stock banks including the Imperial Bank. 

Chairman: I now start with the proposition that it is the opinion of the 
foreign experts that for the present economic development the provision ot 
facilities for commercial banking is sufficiently extended. T start with that 
proposition. If that is so, if the provision is already sufficiently extended— 
I may be wrong—I fail to understand why it is necessary to encourage 
these institutions. 

Dr Jeidels: Excuse me if I say that you have not stated our answer 
quite correctly. I repeat our answer: “The facilities are more or less in 
conformity with the present state of economic development in the country”. 
Now, Mr. Chairman, it is very clear that neither you nor we would be 
satisfied that the economic development of the country should remain as it 
is. Wc expect of this country as we do of our own countries further econo¬ 
mic progress. With further development there will be need for more 
banking facilities; more business, more banking. Therefore we recommend 
to assist economic development by more bank branches, even where a regular 
branch is not yet warranted by immediate business opportunities. 

Chairman: I now understand it. This, if I may say so, is a very differ¬ 
ent proposition. It clears up the position completely. 

Dr. Jeidels: May I ask you for five minutes. It is of course my desire- 
to be as much at your disposal as possible in the limited time available. 
Even apart from the scarcity of time, it would serve the purpose of giving 
a full picture of the situation, if we could proceed somewhat quicker. I 
propose to facilitate it by repeating shortly what the memorandum wishes 
to say on commercial banking apart from what has had your attention so 
far. We can then proceed to the Chapter on Industrial Banking as quickly 
as possible, without neglecting those parts of commercial banking which 
have not yet been discussed. If you could see your wav I would suggest 
that we start industrial banking this afternoon at 4 or 5 o’clock. This 
leaves us about an hour and a half to finish the Chapter on commercial 
banking with the exception of those problems which can be dealt with later. 
If you wall allow me to give a short summary of the memorandum, it says- 
that we have found commercial banking in India on the same lines as 
commercial banking in other countries, but it has some special features. 
Those special features are the large amounts invested in Government bonds 
and a somewhat crude form of security for loans. After this simple des¬ 
cription of commercial banking I suggest a few lines of improvement, some 
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sort of information service, comment on the legal situation and all those 
matters, on which in other countries organisation has had the effect of 
facilitating modern banking. Then I put the question which is a starting 
point with every investigation of commercial banking in a country: are 
banking facilities more or less corresponding to the state of economic 
development, are they for the present more or less sufficient. As second 
question I ask: which place do the various existing banking agencies, which 
one may call commercial banks occupy at present and are likely to occupy 
in future? I deal shortly with the special position of the Imperial Bank, 
with the special position of the joint stock banks, with the special position 
-of the indigenous banker. With few words I mention the co operative move¬ 
ment, as it overlaps to an extent into regular banking. The investigation has 
resulted in a tribute paid to the Imperial Bank, whose fine development 
ought to be encouraged, because this largest Indian bank is capable of 
strengthening confidence in Indian banking and hereby paves the way for the 
other joint stock banks. With regard to the so called Indian joint stock 
banks I advocate the formation of a Joint Stock Bankers’ Association on the 
pattern of other countries, with the purpose to establish a sort of common 
standard inside of the profession and to present the interests of the profes¬ 
sion in relation to other banking institutions, to the future Reserve Bank 
and to Government. I suggest the same for the indigenous banker in order 
to build up a system of co-operation inside of the profession and to defend 
their position in the economic world; they should form one or more Indi¬ 
genous Bankers’ Associations. I recommend that the co-operative socie¬ 
ties should not be considered by the other banks mainly from the point of 
view to competition; I do not wish to enlarge on the subject, as you will 
have the benefit of special expert advice on the co-operative movement, but 
I plead for sympathetic treatment by the rest of the banking world. It iB 
one of the finest movements, which this country has, and it ought to find 
sympathy even where it does a little competitive damage to other institu¬ 
tions. 

Then, gentlemen, I asked a third question: is the confidence in banks 
sufficiently secured? This is the problem of avoiding bank failures, of 
keeping a high standard. A high standard can be encouraged by 
setting up a fine pattern; I find that some joint stock banks and the Impe¬ 
rial Bank deserve to be initiated l»v new and bv the small joint stock banks. 
You know however that there are in this country a number very small joint 
■stock banks, and it calls for careful investigation whether regulations are 
•required and can be recommended to provide against practices in banking 
which might impair public confidence in banking. I draw your attention to 
our general remarks on the subject of regulation. They contain a warning 
not to overdo, regulation so as to interfere with free development of bank¬ 
ing facilities. The memorandum dealt with some more important proposals 
on the subject, which we found in the evidence. 

Finally, I drew attention to a certain form in which a joint stock bank 
can be established in another country, my own, combining personal liability 
with joint stock banking; I have brought this forward particularly with 
regard to the indigenous banker, offering my goods as the small tradesman 
in India does who invites von to look; you do not have to buy. 

I shall now be glad to answer questions of detail. It can do no harm 
now, when I have tried to give the larger aspect. We experts lay stareas 
upon giving the full picture, not the arm or leg, but the full portrait; a 
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portrait, as we hope of a beautiful woman. This is why I asked for your 
patience and your permission to interrupt the discussion for some minutes^ 

Chairman: I shall now discuss the matter with my colleagues here. 

Dt. J.eidela: May I make a suggestion ? If you devote this entire after¬ 
noon to the subjects which I have just put before you; if you then take 
Saturday, Monday and Tuesday for Industrial Banking, one more full day 
and one morning would be available for me; I leave it to you- whether you 
wish to hear my opinion on Exchange Banks on Wednesday and give me the 
possibility of saying some words and offering a few suggestions on the gene¬ 
ral problem on Thursday morning. 

Chairman: This afternoon we will continue commercial banking, and I 
would implore my colleagues to confine their questions to having the picture 
completed; nothing more. 

Chairman proposed a discussion on the subject of previous sanction 
to the opening of a new bank. Dr. Trip said that Mr. Cassels would 
be submitting a paper on banking lawB in Canada, and that the discus¬ 
sion might be had in connection with that over banking regulations. Lala 
Harkishen Lai had no objection to this, and he added that he agreed with 
what Dr. Jeidels stated in his memorandum. 

Mr. Manu Subedar raised the question whether, if no member put any 
questions, it implied that he agreed with the statements made in the 
memorandum. The Chairman replied in the negative. 

Chairman: Could you tell us anything about your ideas about the 
‘radical changes’ you refer to in your memorandum. 

Dr. Jeidels : I had in mind what has been suggested by the Joint Com¬ 
mittee of the Assembly on the Reserve Bank Bill. 

Chairman: You have recommended the creation of a Joint Stcck Bank¬ 
ers’ Association. I take it that you have seen Mr. McDonald’s evidence in: 
this connection, and that you do not specifically contemplate the Associa¬ 
tion reoommendod by you to include the Imperial Bank. 

Dr. Jeidels: I would probably not include it. But it is a practical 
question; I did not consider the point. 

Lala Harkishen Lai: It would be useful if the Imperial Bank came in. 

Chairman : Supposing the Imperial Bank floes not want to coroe in. 

Lala Harkishen Lai : We shall not be able to form the Association. 

Dr. Jeidels: Some persuasion may bring them in. 

Chairman : ‘It will be helpful to safeguarfl the members’ interests 
when the Reservo Bank will establish a policy of classification among those 
banks with which it intends to do business’. You apparently contemplate 
introduction into India of an arrangement similar to the one in vogue in 
Holland. In that case there should be some restriction on new banks or 
even on existing banks. The Reserve Bank may decide not to dc business 
with a particular bank, old or new. 

Dr. Jeidels: Yes. Even if not attached to the law on the Reserve Bank 
there will always be a schedule of banks in practice. 

Chairman: You say— 

“A valuable pattern iB supplied by the Bankers’ Guilds in Chin* 
which organise and educate their own members and keep m 
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touch with other groups. Some material is available with 
the experts”. 

•Could you in any form make that available to ub? 

Dr. Jeidels: I received it confidentially and would not like it printed; 
I have no objection to members reading it. 

Chairman : In the last sentence you make a specific recommendation 1 . 

“No obstacles should be put in the way of mergers between smaller 
joint stock banks by stamp duties or taxation, and if such 
obstacles exist they should be removed’ 1 . 

That >s your recommendation, and it is very interesting. We have 
^already evolved something on the same lines. 

Dr. Jeidels: 1 have not gone into the question whether there are any 
■obstacles in this country. But I know m other countries there are many 
■unintentional obstacles. If ior instance two bankR with a capital of Us. 10 
lakhs each want to merge, they have already paid the company tax and 
•there is no reason why Government should tax them again if one of the 
■■banks has to raise its capital to take over the other. In my own country 
we had great difficulty to obtain an arrangement that only tax on half of 
the new capital is to be paid. It would be fair to eliminate any such 
-taxation arising exclusively from such transaction. 

Chairman : Next we come to the indigenous banker. Dr. Hyder drew 
vour attention to some other aspect of the question. Are you in a position 
to give expression to your views or do you think we had better take it 
up at a later stage? 

Dr. Jeidels: I would recommend that this matter be dealt with 
separately; 1 would suggest that a special day be given for discussing it 
with my colleagues, particularly with Dr. Trip who has given the matter 
much attention 

How to create an Indigenous Bankers’ Association is a question of 
procedure; it may be discussed with a few indigenous bankers. In any 
case, there ought to be such Association in order to foster co-operation 
between indigenous bankers themselves and of the indigenous bankers witli 
•ether of hanks. 

Chairman : Apart from that additional recommendation, you have 
nothing to say at the present moment with regard to the proposal of the 
Marwari Chamber. You would leave the subject to be dealt with later 
on with Dr. Trip. 

Dr. Hyder: In this connection, Dr. Jeidels has in the last paragraph 
of his memorandum thrown out a suggestion. 

Dr. Jeidels: You can perhaps consider this also in a special discussion 
c-n the Indigenous Banks. 

Dr. Hyder: What are those new factors which have brought this form 
of organisation into being'.' 

Dr. Jeidels-. The smaller capital of German hanks, when they had to 
re-establish their capital after inflation. It is not a very simple form and 
has the disadvantage that it is more difficult to remove the manager. But 
this may just prove to be an attraction for the indigenous banker. He 
would be the responsible manager for his partners, the shareholders of 
the joint stock bank. 
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Mr. Khaitan: Supposing there is a firm with 20 lakhs He has got a 
backing department which is called the indigenous bank and he also 
carries on a trading department. The complaint is that the banking depart¬ 
ment is mixed up with his trading department and he does not disclose his 
accounts and people do not know what it is. At the same time he has 
the reputation of having 20 lakhs. He can convert his banking depart¬ 
ment with a capital of 5 lakhs and thus manage as a joint stock concern. 
But as a joint stock concern with 5 lakhs people would not have sufficient 
confidence in it. So be becomes a partner and he gives the joint Btock 
concern his unlimited liability without disclosing his trade affairs and fully 
disclosing his banking affairs. The joint stock concern will not undertake 
trading. But what you may call a part with unlimited liability may carry 
on trading in his other department. That is the idea. 

Dr. Jeideh: Yes. 

Mr. Shanmukham Chetty: If at. any time the liability exceeds the 
assets, and he becomes an insolvent, has the banking department a prior 
claim on his assets? 

Dr. Jeidels : No. He is only responsible if something happens to the 
bank—if the joint stock bank fails. 

Mr. Khaitan : He is liable as a partner. 

Dr. Jeidels: He is liable for the debts of the bank. He is not liable for 
the share capital. If he fails, the Board of Directors of the Joint Stock 
Bank would recall him and appoint another manager who is also personally 
responsible and has to be confirmed by a shareholders meeting. 

Chairman: So the bank will not have to be wound up? 

Dr. Jeidels: He is fully entitled to go bankrupt, without entailing the 
Bank. 

Lala Harkishen Lai: This idea is already present in our Company law. 
A company might be partly a guaranteeing company and partly shares, 
or 't may be a purely guaranteeing company or it may be a pureiy share 
company. The idea is there. We shall not require any legislation. 

Dr. Jeidels: I am not a lawyer and have not gone into the legal ques¬ 
tion for Tndia. If you find it interesting from the point of view of the 
indigenous banker, you ought to consult a lawyer. 

Chairman: As a matter of fact, one of the provincial Banking Enquiry 
Committees—the Bihar and Orissa Committee—has also recommended 
some such proposal. 

Sir Hugh Cocke : The proposed Association of indigenous bankers will 
be a purely voluntary association? 

Dr. Jeideh : Entirely voluntary, by and by it will of course become a 
matter of reputation to belong to it. 

Sir Hugh Cocke: Would that be the same which would control the 
licenses we talked about the other day? 

Dr. Jeideh : I have nothing in mind of that kind. 

Chairman: Dr. Jeidels himself is not in favour of a license. Therefore 
he oould not answer that question. 

Sir Hugh Cocke : I thought he said "Yes” yesterday. 
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Dr. Jeidels: Such an Association may also select Auditors; it could' 
make up a list of approved Auditors, not approved by Government but 
approved by such a prominent Association. Their list would not be com¬ 
pulsory and have no legal powers. 

Sir Hugh Cocke: You said you would not license. On the other hand 
1 think you said that you would welcome the indigenous banker agreeing 
to be bound by certain formalities. It would give him an added status. 

Dr. Jeidels-. One of the.first actions of the Indigenous Bankers’ Associa¬ 
tion will be to study this question. They may come to the result that it 
i& sufficient for the future standing of the banker, if it is known that he 
is a member of the Association. 

Sir Hugh Cocke : My idea was that this license would carry some extra 
status just like an Accountant who has a Government Accountancy 
Diploma carries extra status. 

Dt. Jeidels : If he is a member of the Association of Indigenous Bankers, 
this would give him the status. 

Chairman: You will probably help him in being brought into the 
Schedule of the Reserve Bank? 

Dr. Jeidels : I think so. 

Chairman: Coming to the last part of item (2) where you deal with Co¬ 
operative Credit institutions, you say that a well-known German Bank 25 
years ago established itself in a special department which is quite profitable 
as an apex bank to one of the two large co-operative institutions of the 
country and that a publication by the Dresdner Bank is available. Will 
you give us some information on that? I gather your idea is that the 
Reserve Bank, when it comes into force, will function as the apex bank 
of all the provincial apex banks. Your idea might perhaps be introduced 
in the case of these provincial apex institutions. Instead of there being 
a provincial apex bank, in a province like the United Provinces where 
there is not one already, one of the pint stock banks might take over 
that function. That would be an appropriate thing. I do not want to 
discuss the matter. I simply wanted information. 

Dr. Jeidels: Dr. Friederich can give all information about this German 
Bank. Unfortunately it is available only in German language. I men¬ 
tioned it princ’pully as encouragement to the Imperial Bank. It. is worth 
looking into the matter. 

Chairman (to Dr. Friederich): Is it possible for you to let us have a 
short note showing what has happened there? 

Dr. Friederich: We. have in Germany two apex banks. One apex bank 
is what vve call the Prussian central co-operative bank. This deals with 
the agricultural co-operative system. The other apex bank to which my 
colleague has referred is only for the urban co-operative system. 

Chairman : You will bring that in your memorandum. 

Dr. Hydcr: We have had some trouble between commercial bankers 
and co-operative bankers regarding the sphere of operations. 

Dr. Jeidels-. Dr. Friederich will be able to tell you about it; I share 
his views. 

Dr. Friederich: I wish to reserve my opinion. 

Sir Hugh Cocke: I asked this morning about encouraging deposits in 
centres which banks have not reached and are not likely to reach for a 



long time. I wanted to know whether the Post Office was a possible medium. 
I asked whether that was done in any country in Europe and I did not get 
«n answer. Is Post Office banking used in any country in Europe? 

Dr. Trip: In Holland we have the postal cheque. It is a very well 
developed system for paying bill's. Every shop keeper practically has a 
number of them. You can pay all your bills to the Bhop keepers in that 
way. 

Sir Hugh Cocke: In other words, you have a banking account with 
the PoBt Office which you can operate upon? 

Dr. Trip: Yes. 

Dr. Jeidr.li>: Germany, Belgium, Denmark, France, Italy, Czechoslo¬ 
vakia, Latavin, Netherlands, Austria, Sweden, Switzerland, and others 
have got this system. 

Sir Hugh Cocke : In spite of all that, you do uot recommend that for 
India? 

Dr. Jeidels : I would like not to express a definite opinion. I do not 
want to create any impediment to the ambition of joint stock banks to 
open branches. I do not consider myself sufficiently competent in the 
•matter. It seems in any case interesting and deserves further investiga¬ 
tion. My personal opinion on it is really not valuable. 

Chairman: Lain Harkishen Lai will call your opinion most valuable 
No doubt we have got your opinion. 

Dr Jeidels: One has opinions for which one fights and such for which 
cue does not; this one I will not defend. 

Mr. Rushforih: You say in paragraph 2 that the Government balances 
should remain concentrated with the Imperial Bank. Do you make that 
statement with reference to the suggestions made by various witnesses? 

Dr. Jeidels : I made that statement because a number of witnesses 
have advocated that other banks should be strengthened bv holding Gov¬ 
ernment balances. 

Mr. Rushforth: I do not know whether the suggestion is entirely with 
a view to strengthening all the banks. In places where there is no Imperial 
Bank, Government might use the local Bank and deposit their balance 
there? 

Dr. Jeidels: I intended to express myself against it. 

Chairman: Let us look at a station where there is no Imperial Bank. 
Would you object to the Government balance being placed in another joint 
stock bank or its branch if one exists there? 

Dr. Jeidels: I would not be greatly in favour of it. 

Chairman: In such a place you would prefer the Government balance 
borng kept in a treasury instead of being transferred to the existing branch 
of a joint stock bank? 

Mr. Lamond: May I give some information? In places where the 
Government have their own treasuries, the balances maintained in the 
treasuries are very small, and it would not be a working banking proposi¬ 
tion. The total of Government balances throughout the whole of India 
is very small. 

Vot. IV. 
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Chairman,: Depositing balances 'with selected banks gives them a oee- 
tajn minimum balance. The advantage to the joint stock bank in that 
case would be that it gives a certain status to it. in the eyes of the public. 

Dr, Jeidels: If Government selects 10 out of 60 banks and refuses to 
deposit with the others because it does not feel sufficiently safe, it hits 
these banks very hard as Government’s attitude, though justified, in* 
volves an open criticism. It would give rise to a many disputes. 

Chairman: There are two branch hanks (there may be more) at any 
particular station where there is no branch of the Imperial Bank and it 
may lead to an invidious distinction. 

Dr. Jeidcls: I think so. 

Chairman : But when the Reserve Bank came into existence, it would, 
broadly speaking, take over and administer all the balance with Govern¬ 
ment. Would you not make a distinction in the matter of the Reserve 
Bank? 

Dr. Jeidels: It .is not so difficult with the Reserve Bank, which has- 
no branches and will have to establish a geographical policy. Dr. Trip- 
may have something to say to it. I do not know exactly, how it should be 
handled, but I would not definitely exclude them. It is a matter for con¬ 
sideration. 

Chairman: You would not exclude the idea of the Reserve Bank using- 
its discretion and making use of an existing branch bank, not of the 
Imperial Bank, as its agent for dealing with the Government balances? 

Dr. Jeidels : Perhaps not from the start, but when the Reserve Bank 
has gained some years’ experience, the question may be considered. In 
the beginning the Reserve Bank would be in the same position as Govern¬ 
ment. In the memo. I have said that the Reserve Bank will have a good 
insight in the suitable geographical distribution of banking facilities, and 
it should be able to exercise some influence, m this direction. 

Chairman: Dr. Trip, do you want to add anything to what Dr. Jeidels 
has stated? 

Dr. Trip: In my opinion, if I am not mistaken, in the construction of 
the Reserve Bank, they would have only a very small number of branches 
and they would make use of the branches of the Imperial Bank at other 
places. If they want to spread influence over the country, they must be 
allowed to make use of the branches of other banks in those places where 
the Imperial Bank has no branch. That is conceivable, but generally- 
speaking it would not be very profitable to the bank, because the policy 
of Government will be and must be in my opinion to concentrate as quick¬ 
ly as possible all the money they are exacting and so 1 do not think it 
can have the character of depositing money with those banks. 

Dr. Jeidels: In regard to Sir Hugh Cocke’s question on postal cheque- 
business, I can now give the number of accounts of a few countries: — 

Netherlands. 140,000 Single accounts. 

Germany , . ... 1,000,000 ,, 

France . . . . . • 400,000 

Italy . . . ■ ... 40,000 ,, ,, 

Austria (a very small country) . 124,000 „ „ 

Japan . ..... 240,000 

Czecho-Slovakia .... 100,000 ,, 

Switzerland. 73,000 ,, „. 




Mr. 1,1 anu Subedar : Have you business units in Germany and bow 
'marry? 

Dr. Jcidels: The figure means single individuals holding accounts, most 
a# them are private persons. 

Mr. Mann Subedar: Wliat will be the number of business units? 
Business units are persons doing trade or industry or keeping shops. 

Dr. Jeidels: There are 3^ million business units in Germany. 

Mr. MacDougal : Two or three years ago some enquiries were made 
into the Birmingham Municipal banking and small accounts of this des¬ 
cription in the municipal banks were very successful. 

Lala Harkishen Lai: With regard to banking patronage, so far as 
cash balances are concerned, I might say that the word ‘Government*’ 
should be defined. If it means only revenue, it is a small matter, but 
there are other deposits which emanate from a Government authority, 
e.g., from the Court of Wards, minors’ accounts, etc., where sometimes 
the guardian is directed to put money into n certain bank. In the same 
way the accounts of small municipalities, notified areas, military accounts, 
etc., do not always remain with the Imperial Bank. If all these accounts 
are to go to Government, it would be harmful and would be a retrograde 
step from the present practice. 

Chairman: Dr. .Teidels has only in view what is commonly known as 
treasury balances. 

Dr. Jeidels : I only meant treasury balances. 

Mr. Ramdas Pantulu: You say that “the competition of the co-opera¬ 
tive movement with ordinary banking as well as with Indigenous bankers 
is not liable to create much sympathy for the movement just in banking 
circles and particularly so where the co-operative credit organisations appeal 
also to outside depositors who are not members”. I do not want to dis¬ 
pute what you say,, but I would like you to look at the co-operative statis¬ 
tics furnished to you and the portion of it relating to rates of interest. Do 
you not think that the co-operative banks in this country are not offering 
very competitive rates? 

Dr. Jeidels: I think so. 

Mr. Ramdas Pantulu: You think our rates are not bad? 

Dr. Jcidels : I think they are fair. 

Ch. Mukhtar Singh: Suppose we decided that there was necessity for 
opening more branches in the interior. You say that much business is not 
likely to come and therefore naturally there would be some loss to those 
branches. There might not be sufficient business. Government at 
present give their balances to the Imperial Bank and take an undertaking 
from them that thev will open, say, 100 branches in a certain period. In 
the same way, could not Government give some more facilities to joint 
efcoek banks? 

Dr. Joidels: I answered that; I would not recommend Government 
interference in this way. ' 

Ch. Mukhtar Singh : Even if we, as a Committee, found that there was 
Brceasity for opening more branches, you would mt agree to it? 

Dr. Jeidels: I have only one single opinion on every subject. 

Ch. Mukhtar Singh : I take it that it can never be changed? 

s 3 
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Dr. Jeidels: Every opinion which I express is only under prevailing , 
conditions. 

Ch. Mukhtar Singh: You feel that there is necessity for opening more 
branches. Suppose we act on that assumption? 

Dr. Jcideh: My opinion stands as long as those conditions exist which 
I have found during my short stay in this country. 

Chairman: Dr. Jeidels has given his opinion on both points. If you 
do not accept his opinion on one point and come to a different conclusion, 
it is open to you to come to a different conclusion on the second point 
also. 

Mr. Devadhar: From your observation with regard to the co-opera¬ 
tive movement, it seems that there was a stage in the evolution of the 
movement in your country when its progress was probably not very much 
liked by commercial banks. 

Dr. Jeidels -. It is still so. 

Mr. Devadhar: I can tell you from the observations of several witnesses 
who came before us representing commercial banks that they have ex¬ 
pressed full sympathy with the progress of the co-operative movement. 
Would you please tell me why an institution like the Imperial Bank should 
not feel that measure of sympathy which you have expressed towards the 
movement ? 

Chairman-. I think Dr. Jeidels has given his opinion definitely. 

Mr. Devadhar: The Imperial Bank belongs to a class of commercial 
bonks. Is there any particular reasop for the Imperial Bank to lessen its 
sympathy from this point of view? 

Chairman: Surely it is not fair to put this question. How can Dr. 
Jeidels say why they are not doing it? 

Mr. Devadhar: Have you heard of any particular reason why the 
Imperial Bank are not adopting the attitude which you want it to adopt? 

Dr. Jeidels: It is not so out of the way, because one expects generally 
that co-operative societies are institutions for their members and if they 
take deposits from non-members, they begin to compete; the competitor 
might argue that co-operative societies should stick to their natural business 
with members and leave the banks’ customers alone. One has to appre¬ 
ciate this argument. 

Chairman: But appreciating all that, it is your personal opinion? - 

Dr. Jeidels: I expressed my sympathy with the co-operative movement, 
even if it competes. 

Mr. Many Suhcdar ; You say that “the competitive position of the 
Imperial Bank, the Exchange Banks, the Indian joint stock banks and 
the indigenous banker does in my opinion not call for outside inter¬ 
ference’’. What have you in mind when you refer to outside interference? 

Dr. Jeidels: The Banking Committee may wish to regulate. 

Mr. Mann Subedar: Would you like the Banking Committee to be 
wound up at this stage? 

Dr. Jeidels: No, 1 think it ought not to interfere in the relative posi¬ 
tion of the various commercial banks, not between the Imperial Bank and 
the other joint stock banks; I would not recommend it. 
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Mr. Manu Subedar: Would you like it then to be left to the free law of 
competition? 

Dr. Jeidels: For the present, for some time to come. 

Mr. Manu Subedar: For how long? 

Dr. Jeidels: Competition as free competition is useful in the majority 
of cases; but I do not think that every business competition is sound. 
When business is still in a stage where it should expand, I think free 
•ompetition is perhaps the best regulator. 

Mr. Manu Subedar: Of course, as you said before, if a banking insti¬ 
tution is doing proper service, whether it is Indian or foreign should not 
matter from the point of view of the country. I know t your view. Even if 
we found that this free competition was working to the prejudice of the 
Indian institution, would you let the Indian institution go out of exist¬ 
ence? 

Dr. Jeidels : It wili not go out. 

Mr. Manu Subedar: I am very glad you think they are strong enough 
to hold their own. 1 

Dr. Jeidels: They will. 

, Mr. Manu Subedar: But assuming that they were being weakened? 

Dr. Jeidels: I am convinced that competition benefits all parties. 

Mr. Manu Subedar: Is it good for a man even when he is being 
stranded ? 

Dr. Jeidels : He will hold his own. What I had mostly in mind was 
the competition between the Imperial bank and joint stoeF banks. 

Mr. Manu Subedar: Here you are referring to the whole competition. 

Dr. Jeidels : I refer to all, but this is the most acute one. 

Mr. Manu Subedar: I am not referring to the competition between the 
Imperial Bank and the joint stock banks, but to the competition between 
the foreign exchange banks and the Indian joint stock banks. Do you 
think that it is good for the Indian joint stock banks to go out of exist¬ 
ence? 

Dr. Jeidels: I am convinced that in free competition they will not go 
down but improve. 

Mr. Manu Subedar: But if they did not improve? 

Dr. Jeidels: Then it would show that I started on a wrong opinion 
and drew from the wrong opinion a wrong conclusion. I cannot imagine 
what harm free competition, as I advocate it, could do. I may have a 
different opinion in ten years from now. Our competition in Germany is 
immensely more keen than all competition which you have between the 
various classes of banks in this country. 

Mr. Manu Subedar: You have no phenomenon of a German institution 
competing w’th foreign institutions; therefore there is no parallel between 
your case and our case. 

Dr. Jeidels : They are equal in so far ns one banker may lose customers. 

Mr. Afanu Subedar: If one Geimnn institution goes down, another 
German institution would spring up. but here if one Indian bank goes 
down, it is another foreign bank that would spring up. I put it to you 
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therefore that the •phenomenon is not parallel. In the special cirouin¬ 
stances of this country there are powerful foreign banks and less power¬ 
ful Indian banks competing with one another. Would you still advocate 
competition ? 

Dr. Jeidels: With commercial banks the competition to which I alluded 
is a much more dangerous competition. 

Mr. Manu Subcdar: We call that internal competition. We will gettle 
our internal affairs as best as we can. 1 am referring to what appears to 
he the more outstanding problem which has got to be settled’ and even 
with regard to that problem your considered view ia ‘no interference’. 

Dr. Jeidele: Yes. 

Mr. Manu Subedar : Even if it results in disaster to the Indian institu¬ 
tion? 

Df. Jeidels: It will not in my opinion end in disaster for the Indian 
institution. 

Mr. Manu Subedar: With regard to the position of the Imperial Bank, 
the relative advantages about finance and the cost they have to meet for 
the various services, have you gone into an estimate of these? 

Dr. Jeidels: I have estimated, but I have not calculated it. I have a 
'well founded opinion. 

Mr. Manu Subedar: How do you mean, well founded? 

Dr. Jeidels : I have enquired into what the Government service means. 
Such matters are often discussed in my country. 

Mr. Manu Subedar: If you have enquired into*the costs, the Com- 
ra’ttee would find it very valuable for their enquiry. 

Dr. Jeidels: I have not enquired into the costs. I suppose that if I 
do so the Imperial Bank would call for the police. 

Mr. Manu Subedar: Therefore, it is merely an impression? 

Dr. Jeidels: It is a well founded impression. 

Mr. Manu Subedar : In the next paragraph you are suggesting that the 
Imperial Bank should expand to cultivating sound methods of industrial 
finance rather than the foreign Exchange banks should do so. 

Dr. Jeidels: When I began to study the matter before I took it up 
officially, I had in mind that the Imperial Bank should take up foreign 
exchange business, but I now think it might interfere with the deve¬ 
lopment of the Bank’s up country organisation. It may not be good to 
let the bank develop too much new busmess at a time; I have therefore 
ni-ived at the opinion, that it is better if they do not enter this field 
now. 

Mr. Manu Subedar: Better for who::.? 

Dr. Jeidels: For the country. 1 

Mr. Manu Subedar: That is, the Imperial Bank should not do foreign 
exchange business? 

Dr. Jeidels: Yes. 

Mr. Manu Subedar: I know that it has been represented to us that 
it is very) difficult for an Indian institution to get into the foreign exchange 
business. 



Dr. Jeidels: It is difficult for every one, with the keen competition 
prevailing. 

Mr. Manu Subedar: Our discussion would be much curtailed if you 
#rive me specific replies. Have you considered that it is very difficult for 
mi Indian institution to get into the foreign exchange business? 

Dr. Jeidels: I would say that it is easy, because it would probably 
have the sympathy of the Indian customer. 

Mr. Manu Subedar: You consider it very easy for an Indian institution 
to get into the foreign exchange business? 

Dr. Jeideh: If it is strong enough, because foreign exchange business 
requires a considerable capital. I do not think that it is particularly diffi¬ 
cult for an Indian bank to enter foreign exchange business. The Indian 
customer may prefer an Indian bank for it. Besides the Imperial Bank has 
a sufficiently large staff. 

Mr. Manu Subedar: Such an Indian bank would want more than one 
foreign banking connection. 

Dr. Jeidels : It is not necessary. 

Mr. Manu Subedar: Any Indian institution including the Imperial 
Bank would have to look after foreign connections. 

Dr. Jeidels : It would certainly not be necessary to open foreign, 
branches. 

Mr. Manu Subedar: 'Vould an Indian institution get its bills re¬ 
discounted in London? 

Dr. Jeidels: Yes. 

Mr. Manu Subedar : Are you aware that an Indian institution tried to 
do this and was repulsed from this business? 

Dr. Jeideh : The case is not known to me. 

Mr. Manu Subedar: There will be no tendency, as in Holland, not to 
rediscount bills to banks other than their own nationals? 

Dr. Trip: That is not the tendency. Only the Netherlands Reserve 
Bank wants to make sure that the foreign bank complies with the Nether¬ 
lands law. Whether it is a Dutch bank or a foreign bank, they want 
to have them established. 

Mr. Manu Subedar: There is no prohibition to my holding any number 
of shares in a Dutch Co., or bank? 

Dr. Trip. No, not from the legal point of view. 

Mr. Manu Subedar: You think there are no other difficulties in the 
way of an Indian institution? 

Dr. Jeidels : No. 

Mr. Manu Subedar: You have not heard of the difficulties of Indiah 
banks in doing foreign exchange? 

Dr. Jeidels: No. 

Mr. Manu Subedar: Since you have not heard of them t your conclu,- 
eioris are what they are. 

Dr. Jeidels : If I had to establish connections in a foreign place for 
the Imperial Bank I would no doubt succeed. 
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Mr. Mann Subedar: Would you succeed in opening with regard tc« aft 
Indian joint stock bank? 

. Dr. Jeidels: If it has good reputation and good standing I would, But 
only in that case. 

Mr. Manu Subedar: It would not be proper to discuss a particular 
institution. You know there are 4 or 5 joint stock banks here which are 
more or less in the same position. 

Dr. Jeidels : They would in any case have to try this class of business 
■lowly, and slowly, I am convinced, they would be able to develop it. 

Mr. Manu Subedar: Because you see it would be good for them to go 
■lowly and having gone slowly they would succeed in the development of 
business, therefore your suggestion is that the Imperial Bank should not 
go, into it but the field of industrial finance. 1 

Dr. Jeidels:! have offered my opinion on it. I have tried to weigh 
both. Industrial banking appeals to me more and I think industrial bank¬ 
ing opens many possibilities for profitable business, while foreign ex¬ 
change business may be unprofitable. 

Chairman: Mr. Manu Subedar’s question at least brings to my notice 
one point and I should like to have a definite statement from you in regard 
to it. Is it your opinion that in preference to its starting foreign exchange 
banking on the establishment of a Reserve Bank it should take to indus¬ 
trial banking or industrial finance. 

Dr. Jeidels: Of course as soon as there is a Reserve Bank the Imperial 
Bank should start foreign exchange business. It is now only the question 
whether we should recommend the removal of this restriction even before 
the Reserve Bank comes into existence. 

Mr. Khaitan: Would you kindly let us know how the establishment 
would make the change. 

Dr. Jeidels: The Imperial Bank loses two kinds of business, but re¬ 
tains the entire staff. The two kinds of business which it loses is Govern¬ 
ment business and the function as Bankers’ Bank. Having a large and 
expensive establishment, they would have to make use of this organisation. 

Mr. Khaitan: Therefore, minus those two resources, the Imperial Bank 
would be in a stronger position? 

Dr. Jeidels: I do not speak of resources, I spoke of business. I take 
it as granted that the loss of those deposits is not essential for the Imperial 
Bank; I may be mistaken but it is my opinion. It loses actual business 
and retains its staff. It reminds me of a merchant who has been dealing 
in cotton and wool and gives up wool business; he has a large staff and 
will therefore try to replace it by something else. 

Mr. Khaitan: We shall revert to it in a minute. Before we proceed 
further, may I ask whether you are prepared to concede that if there is an 
Indian joint stock bank with large resources you would recommend that 
to take up exchange business slowly and gradually? 

Dr. Jeidels : Yes, if it pays. It depends on the nature of their business* 

Mr. Khaitan : I believe you said a few minutes ago that an Indian 
joint stock bank in order to do exchange business must have larg8 re- 
■ources to carry confidence in foreign countries and to compete with tha 
existing exchange banks in India? 
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Dr. Jeidels: Yes, it should be one of the largest bankB. 

Mr. Khaitan: We may say it is the largest bank, and if the largest 
bank tries it would have better success? 

Dr. Jeidels: If the leading institution sets up the pattern, it may bo 
imitated successfully. It would introduce this class of banks in foreign 
markets. 

Mr. Khaitan: Is it your impression that the exchange banks doing' 
business in India at present are losing or making money? 

Dr. J eidels: If I wanted to investigate it, I would become acquainted 
with one more policeman. I do not know the rates. 

Mr. Khaitan: Mr. Buckley has admitted they are making profit. 

Mr. Manu Suhedar: If I put it to you that the Managaing Governor 
of the Imperial Bank made it plain that exchange business was profitable* 
what would you say ? 

Dr. Jeidels: I want to wait until you show me the reference. (Refer¬ 
ence was handed to Dr. Jeidels). 

Chairman: This is more relevant in connection with foreign exchange. 
You may be able to give your answer tomorrow. 

Mr. Manu Suhedar: Would you draw any inference from the fact that 
instead of 6 banks before the war, there are 17 foreign banks working 
here? 

Mr. Buckley : May I correct you, Mr. Suhedar, the prewar number was- 
12 and not G. 

Dr. Jeidels: The principal reason seems to mo that in those countries 
many importers and exporters doing business with India are either already 
•ustomers of those banks who wished to open in India or could be acquired 
ae customers if the bank specialised in Indian foreign trade finance. 
Another reason may be that the business is considered profitable. 

Mr. Manu Suhedar: We are placing importance on it because it is the 
opinion of the entire foreign delegation you are voicing. 

Dr. Trip: So far it was the boom period. 

Mr. Manu Suhedar: Then you think it is better for the Imperial Bank, 
to enter the industrial field rather than exchange business and that if an. 
Indian joint stock bank wanted to enter the field of exchange business, 
there is no difficulty? 

Dr. Jeidels: If it is strong enough, 

Mr. Manu Suhedar: You would not now say that it was not profitable 
business. 

Dr. Jeidels: I doubt whether it is profitable. This statement here was- 
made on the 5th January 1926—5 years ago. I Buppose it was profitable, 
but I do not know it. 

Mr. Manu Suhedar: Then you mean that in these five years it has- 
eeased to be profitable? 

Dr. Jeidels: It has become lesB profitable. 



Sir Pursho term dan Thakurdas : You expect us to make a recommenda¬ 
tion regarding this not on the conditions as they exist in the year of graoe 
1931 and in the month of January or the last six months or one year But 
■ on the average of the last 10, 20 or 30 years. Before you say it is un¬ 
profitable, it is up to you to say whether on the whole in India in the 
.average year exchange business has been profitable or unprofitable. I do 
not think you are justified in dealing with it in the manner you choose 
to. Here is the Managing Governor of the Imperial Bank who has said 
that it is quite profitable. Have you enquired whether exchange business in 
the last 40 years has been profitable or not? We expect a guidance from 
you on lines which are generally accepted. We have got to make a 
report for the next 20 or 30 years. 

Dr. Jeidela: I have been drawn into this discussion on the profits of 
foreign exchange business; I really do not know how it started. I have 
discussed in this memorandum whether we ought to recommend now that 
the Imperial Bank should be relieved of the exclusion from foreign exchange 
business. I have not stated that we do not recommend it because it is 
not profitable; we gave other reasons; for instance that it is the Bankers* 
Bank. 

Sir Purahotamdaa Thdkunlaa : I am only restricting myself to the 
point developed between you and Mr. Manu Subedar. 

Dr. Jeidcls: I am sorry this discussion developed. 

Sir Purshotamdas Thakurdau: Surely you cannot make light of tha 
evidence to say that it is not profitable today. Your outlook certainly is 
not so narrow. 

Dr. Jeidela : I am glad you give me an opportunity to state, that I did 
not wish to make a statement about the profits of foreign exchange 
business. This is not the proper place to discuss it, and I have not the 
intention to discuss it. 

Mr. Manu Subedar: It would not be good for the Imperial Bank to go 
into this business because competition was going on and there was no 
profit. 

Mr. Manu Subedar: If the Reserve Bank is established and if the 
Imperial Bank is relieved of the activities of the Bankers’ Bank and Gov- 
•eroment bank, would you then suggest it as profitable for the Imperial 
Bank? 

Dr. Jeidela: It is net necessary to recommend anything. I have no 
•doubt that the Imperial Bank will at once go into foreign exchange 
business. 

Mr. Shanmukham Chetty: The restriction ought to be removed when 
the Reserve Bank is established? 

Dr. Jeidela: Most certainly. You cannot take away business from the 
bank and leave it with the restrictions. 

Mr. Manu Subedar: You said there was no difficulty you could see in 
An Indian joint stock bank getting into foreign exchange business and there¬ 
fore no special measures should be taken. Is that correct? 



188 


Dr. Jeidels : Mr. Chairman, I wish feo hear from you whether I have 
Answered this question sufficiently or whether I have to answer again. 

Mr. Manu Subedar: I am trying to ascertain whether what I have 
stated is Dr. Jeidels’ position. If that is so, I have nothing more to say. 

Chairman: I think Dr. Jeidels has already answered that question. In 
4*iB opinion there are no special difficulties and therefore no special measures 
are necessary to encourage Indian joint stock banks engaging in exchange 
business. 

Mr. Manu Subedar: If the Committee discover difficulties? 

Chairman: If the Committee discover difficulties, it is the Committee’s 
business. 

Mr. Manu Subedar: You consider the position of Indian joint stock 
hanks less secure. Less secure than whom? 

Dr. Jcidelt: Less secure than the position of the Imperial Bank. 

Mr. Manu Subedar -. You therefore think that the scope for extension of 
joint stock banking in India is beset with many difficulties. 

Dr. Jeidels: Yes. 

Mr. Manu Subedar-. In order to remove those difficulties, you suggest 
taking measures. One is co-operation and the other is the encouragement 
•of merchants? 

Dr. Jeidels: Yes. 

Mr. Manu Subedar : You do not suggest any other measures? 

Dr. Jeidels : N<j. 

Mr. Manu Subedar: In the next paragraph you suggest that the in- 
-dtgenous banker may do several things. One is that he may form a joint- 
stock bank. 

Dr. Jeidels: I do not 3ugge9t it. There are various possibilities, the 
usefulness of which one ought to discuss. It is out of place to make 
actual propositions because we are speaking over the head of the indigenous 
banker. 

Chairman: Before you go any further, I should like to remind Mr. 
Manu Subedar that we decided at the outset not to discuss today the 
[position of the indigenous banker, because something is said at the end 
of that. I am sorry that Mr. Manu Subedar was not listening. Certain 
recommendations were given to Dr. Tripp relating to the indigenous banker 
and his attention was specifically invited to those recommendations and 
later on we will have specific proposals for dealing with indigenous 
hanker. 

Mr. Manu Subedar: There is only one aspect here, which brings him 
into the field of joint stock banking. 

Mr. Shanmukham Chetty: You say in the memorandum that any 
advantage that the Imperial Bank may have in having the Government 
balances deposited with it is counterbalanced bv the services that it renders 
to Government, and therefore when a Reserve Bank is established and 
these balances are withdrawn and placed in the Reserve Bank the Imperial 
Bank need not be compensated. 
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Dr. Jeidels : But they still have the staff. 

Mr. Shanmukham Chetty : Thev have to disband the staff. That is- 

all. 

Dr. Jeidelt: I do not think it is a question of special compensation; 
The restrictions will be taken away when the Beserve Bank comes and it 
was suggested in that connection that a certain minimum balance of Gov* 
ernment deposit should be left with the bank. 

Chairman: That was for a different reason. That was because their 
agreement was being terminated before the due date. 

Dr. Jeidels : ’fhe bank at present does service to the Government and 
employs a special staff for it. This staff ig paid from the profits of having 
Government balances free of interest. If the Government balances are 
taken away, the staff remains. Of course the services are not any longer 
to be rendered. Theoretically in such cases the bank can do ono of two 
things; it can either discharge the staff or try to keep the staff and find 
other business. I would certainly recommend the second course and have 
nc doubt that the Imperial Bank will try the second course. 

Mr. Shanmukham Chetty: When the Government advances are with¬ 
drawn and the JEteserve Bank is created all the restrictions imposed by 
statute on the Imperial Bank will be taken away and so beyond what is 
necessary to compensate the disbanding of the staff no more special com¬ 
pensation should be given. 

Dr. Jeidels : I do not like to express an opinion on it. 

Mr. Currie: In two cases there ought to be some compensation. In the 
first place the Imperial Bank will lose a considerable amount of balance 
which it has and as it has always had balances, there should be compensa¬ 
tion against balances being withdrawn. Therefore, there is some reason 
why a certain gmount oi balance should be left to carry on their business. 

Chairman: There is an agreement between the Government and the 
Imperial Bauk under which the Gcvcmmnt of India practically contracts 
to keep its balances with the Imperial Bank. 

Mr. Currie: I know that the Imperial Bank by law only makes loans 
for six months. They have been financing a certain amount of trade 
which, if the facilities are not available, will have to run round looking 
for finance somewhere else. 

Chairman : Supposing you and I enter into an agreement that you do 
certain things for me for a certain number of years, two or three years or 
five years, and after those years have elapsed I terminate my agreement* 
with you. 

Mr. Currie: The agreement has not yet been terminated. 

Chairman: The agreement is now due for termination, it may be ter¬ 
minated at any time by giving 12 months’ notice. When Dr. Jeidels re- 
• ferred to the position in 1927, when the Beserve Bank Bill was being dis¬ 
cussed, the position then was that the Imperial Bank’s agreement with 
ihe Government of India could not be terminated. Therefore, there was 
a case for special compensation, and that ig the reason why I pointed out 
to him that the position has now entirely changed. I think, after some 
date in 1931, perhaps the 1st of January the Government of India can by 
giving 12 months’ notice terminate the agreement. That being so, where- 
iB the case for compensation? 
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Mr. Lamond : May I make a suggestion ? It is entirely a matter for 
the shareholders to discuss with the Government of India. 

Chairman: I entirely agree. 

Mr. Shanmukham Chetty: At the time we heard a good deal about 
•compensation being paid to the Imperial Bank with the establishment of 
the Reserve Bank. 

Chairman : Then the conditions were different; then the Government's 
agreement with the Imperial Bank existed—and it would have existed for 
another 4 or 5 years—and, therefore, the question of compensation had to 
be discussed. The same position does not exist now and I think, as Mir. 
Lamond rightly observed and Mr. Ramadas Pantulu added to that, the 
question : s one between the Government of India and the shareholders and 
also the Government’s legal advisers. This Committee or the foreign 
experts cannot express any ex parte opinion on the question. 

Mr. Manu Subedar : May I just get one point cleared up, namely, the 
facilities to trade. Could not these same facilities be secured through the 
Imperial Bank to the same people by additional re-discounting from the 
Reserve Bank? The trade would not be worse off- You said the Imperial 
Bank is giving certain loan facilities to certain people at present from 
certain funds available to them. If those funds are taken away, what 
would happen in regard to those loans? They would be called back. I 
put it to you whether the additional rediscounting facilities which the 
Reserve Back would create would not put the Imperial Bank in funds to 
afford the same facilities as before. 

Mr. Currie: I do not think that it would. The facilities which the 
Reserve Bank will give for rediscounting are facilities for an emergency; 
they are not facilities to be given for every day; the Reserve Bank would 
be resorted to only when there is a crisis. 

Mr. Manu Subedar: I will take up the rest of this question with Dr. 
Tripp when we come to the Reserve Bank. 

Chairman: We have finished this part. I have nothing here on which 
I want to receive further information. There is one matter referred to 
there in regard to the auditing of balance sheets, etc., on which we shall 
expect a special memo, from the experts. 

Mr. Manu Subedar: You refer to the United States practice. It is 
really a question of whether it is desirable to have local joint stock banka 
or to have branch banking. In its application to India which would you 
prefer? 

Dr. JeideU: Certainly branch banking. 

Mr. Manu Subedar: Don’t you think that contradicts your suggestion— 
I am sorry to bring in the indigenous banker again—that the indigenous 
tanker turns himself into a joint stock bank and that would create local 
joint stock banks. 

Dr. JeideU: No, I am tor both. 

Mr. Manu Subedar: You would like, as circumstances permit, both" 
kinds of development to go together until they met somewhere. 

Dr. JeideU: I think one ought to have a diversified plan; one ought 
to try all ways and no preference should be given to any one system. 



Mr. Manu Subedar : In your memo, you speak of •tibe daasger of what 
you cal! a money trust. In India this word has been uBed with regard to- 
the Imperial Bank and it has been urged that if the Imperial Bank went 
on expanding it would cut out joint stock banks and it would become a 
sort of money trust. 

Dr. Jeidcls : That argument is one of the most popular in small news¬ 
papers in all countries. 

Mr. Manu Subedar: Already that point has been placed before us by 
those who are apprehensive that the expansion of the Imperial Bank 
branches was going to cut at the root of the joint stock banks. 

Dr. Jeidels: Any interference would be very much to the detriment of 
the country at large. 

Mr. Manu Subedar: Do you see any danger of lhat? 

Dr. Jeidels : No, none at all. 

Ch. Mukhtar Singh: You say: "A capital of one lakh may be used to 
establish a sound little hanking institution, while five lakhs of capital may 
be utterly mismanaged”. I cannot understand whether you mean that 
five lakhs is a very big capital. 

Dr. Jeidels : I mention this to show how difficult it is to make a 
regulation for the so-called minimum) capital. If you make a regulation for 
a minimum capital you have to fix it somewhere. It is only an illustration 
to show liow futile such regulation would be. If you fix the minimum too 
h'gh, you will harm the country’s expansion of banking facilities. 

Mr. Jamal Mahomed: You speak of the duties and rights of the Board. 
Would you like to put some restrictions on the borrowings of Directors? 

Dr. Jeidels: In western countries I think it would be practically an 
impossibility. I have before me the annual report of the largest German 
Bank, which has the benefit of 113 advisers. It has 113 members of the 
Board of Directors. It is so extraordinarily large, because it was a merger 
of two banks and a matter of courtesy to take them all in. It is interesting- 
for anybody who can read the language and even for those who cannot, 
because it "is a simple list. With every member of the Board his pro¬ 
fession is mentioned his firm or that he is general manager of this or that 
Company, etc. These gentlemen are or represent of course the best 
customers; they are taken on the Board because they are or because one 
expects them to become good customers of the Bank. If one would exclude 
these gentlemen from the Board, one would reduce the business of the 
Bank. I admit, that in this country, especially with smaller joint stock 
banks, the matter is somewhat different. But regulations apply to large 
and small banks; they are intended to prevent dangers, but might impede 
legitimate business. 

Lala Harkishen Lai: What is the name of the bank? 

Dr. Jeidels: The Deutsche Bank and Discontogesellscbaft. 

Mr. Jamal Mahomed: There is nothing to prevent the Directors borrow¬ 
ing in these banks. All that I mean is the lending authority should no* 
also be the borrowing authority. 1 

Dr. Jeidels: Such regulation would have a remarkable effect. A mer¬ 
chant on the Board of the Bank of India is not allowed to horrow from 
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the Bank of India, but he could borrow from the Central Bank of India- 
with which he has no intimate connection. 

Mr. Jamal Mahomed: He can draw on any other bank except the- 
bank of which he is a Director. Would you put a restriction like that? 

Dr. Jeidels: I do not want any legal restriction. This should really 
be a matter for the Board. The Board ought to issue instructions for the 
management in various ways—how much the manager himself is entitled 
to borrow and so on—but legal restrictions would, I fear have unforeseen 
disagreeable effects. May I say that these, remarks in the memo, are only 
offered as observations from a practical point of view, because on these 
matters you have heard from your witnesses, whom I do not wish to 
criticise, many doctrinaire suggestions, which are well meant but not 
based on business practice; it is to the practical business side that I 
wished to draw your attention. 

Chairman: These matters will have to be further discussed in connec¬ 
tion with Mr. Cassells’ paper regarding the regulation of banking. That 
being so, I do not want to pursue the matter further with you. I might 
suggested to you Mr. Jamal Mahomed that you might simply express your 
view and then it can more properly be discussed in another connection. 
Then no further questions will become necessary. We may have heard 
other views, but Dr. Jeidels gives us his view as a practical banker, and 
Ins view is that there should he no restrictions. 

Mr. Jamal Mahomed: I just want to get his advice, Your banking 
system is fairly well developed. 

Dr. Jeidels : It is a well developed system. 

Mr. Jamal Mahomed : But our cry in India is that there is plenty of 
capital in the country, but it is very shv to come out. In order to inspire 
confidence in the investing public, would not something like a restriction 
cn borrowings by the Directors be of some use in inspiring confidence in 
the public so that the capital may come out? 

Dr. Jeidels : I quite appreciate the point. In a country with so many 
small banks there is danger in banking business. But I feel obliged to 
show you -hat if you make such regulation for small banks, you create 
unintentionally a difficulty for the large joint stock banks. Many good 
arguments I admit, have been brought forward with regard to these bank¬ 
ing regulations. 

Mr. Jamal Mahomed: In America I understand there is a good deal 
of restriction on the operations of foreign banks. For instance, i am told 
that they cannot have current accounts and that sort of thing in the 
United States of America. Is that a fact? 

Dr. Jeidels : I did not speak of foreign banks. 

Mr. BucMey: May I put you right? I think that restriction in America 
is only in the State of New York. It is not a federal restriction. 

Mr. Jamal Mahomed: I think in many countries there is a restriction 
on the receiving of deposits. Have you any such restriction, in Germany? 

Dr. Jeidels : No, nothing. 

Mr. Jamal Mahomed: Would you think it advisable to have some 
jestrietion on the receiving of deposits by foreign banks in India? 
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Dr. Jeidels: This is a matter to be discussed on another occasion. 

Sir Purshoiarndaz Thakmdas: We are now dealing with the third 
question of Dr. Jeidels. As I went through the memo. I am afraid I 
have not been able so long to tell what is his conclusion upon it. We ought 
to discuss something concrete. Dr, Jeidels asks a very relevant question, 

•a very interesting question and then when he deals with it in 
the relevant paragraph 6 & 7 he makes some very useful suggestions, but 
what is the conclusion of Dr. Jeidels and what is it that are we discussing 
mow? 

Dr. Jeidels : I have been somewhat systematic. You know that it is 
a bad habit of my countrymen to be pedantic. I have tried to build the 
whole subject up on a systematic basis. The establishment of confidence 
in banking is an important matter with which you would deal again in dis¬ 
cussing regulation of banking. From my point of view the principal object 
is to raise the standard of banking. 

Chairman: To your question No. 1 you have given a reply according to 
your opinion; to your question No. 2 you gave a reply. What is your 
reply to question No. 3? 

Dr. Jeidels: I have not given an answer or conclusion. An effort has 
'to be made to keep a high standard of banking. What is to be done? Is 
it regulation or is it not regulation? I intended to express a sceptical 
opinion about the possibility of regulation, nothing more. 

Dr. Hyder: Say something positive about the standard. 

Dr. Jeidels: In order to do this, one has to live and work in a country; 
then one will learn what the standard is. Somebody who does not know 
conditions intimately ought w r ith regard to the standard rather err by- 
optimism than by pessimism. 

Mr. Many Subedar: Do you find the standard in India is as it should 
be or is it a little low? 

Dr. Jeidels: It is difficult to say. I have asked Indian and non-Indian 
customers of banks, I have taken slight opportunities to talk to bank 
clerks, to study just this point, and can say that, generally speaking, I 
have never had a really unfavourable impression. 

Dr. Jeidels: You have seen that I have protested against the abuse of 
small paid up capital and large authorised capital. This is really a nui¬ 
sance, and if a bank invites deposits for 10 and 15 years and has only 
Es. 80,000 paid up capital as against an authorised capita] of Es. 5 lakhs, 
it can only mean that they want the public to gain the impression from the 
advertisement that the capital is 5 lakhs. This ought not to be tolerated. 

Sir Purshotamdas Thdkurdas : You might just throw out a few hints 
as to what should be done. 

Dr. Jeidels: At the same time I wish to take a sympathetic view; also 
small joint banks should have a chance and ought not to be discouraged. 

Mr. Bucldey: On this question of small banks my experience is this. 
If you take up the “Capital” most weeks you will see the flotation of 
numerous banks, and I have got particulars of a bank which started in 
■Clive Street, and alter paying the preliminary expenses had a cash balance 
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-of lls. 533. L am just mentioning this for Mr. Cassels’s information when 
he writes his article on liegulation of Banking. We all agree that we 
must build up banking, but at the same time we do feel that something, 
if possible, should be done to stop this growth of mushroom banks, which 
results in depositors losing their money and progress of banking being 
checked. 1 know there is a school which is very much averse to prohibit¬ 
ing anybody starting banking business, but 1 am sorry to say we do feel,— 
I have material to place before the Committee later on when we 
•come to the discussion stage,—that there are a number of banks started 
in this country, which ought not to have been allowed to be started, be¬ 
cause, as you say, they start with a large authorised capital, but practically 
nothing paid up, and we, exchange banks, for example, who have some¬ 
times to send cheques to them for collection where there is nobody else, 
have to engage in volumes of correspondence, and sometimes our cheques 
are not even paid. Dr. Jeidels has said that something perhaps might be 
done in connection with a minimum amount of paid up capital. That is 
very difficult to prescribe. We all understand that. At the same time 
if it is possible to abolish abuse we feel that it will be in the interests of 
hanking generally to do so. 

Dr. Jeidels : I attach great value to the proposed Joint Stock Bankers’ 
Association. The members of the Association will say—‘‘We will not 
admit anybody who shows in public advertisements misleading figures”. 

Mr. liamdas Pan-tutu: I will bring to the notice of the Committee a 
•case which caine before the court in Madras. A protest meeting was held 
in Madras to safeguard people from the activities of such banks. Dewan 
Bahadur Bamachandra Bao presided over the meeting, which was just 
before he left for the Bound Table Conference. He delivered a speech on 
fraudulent banks and said that people should not invest in such banks. 
Immediately a suit was filed against him for damages for Bs. 10,(MX) by a 
bank which had existed for only one year. Within a week after it went 
into liquidation, and the suit lapsed. 

Dr. Jeidels : The suit seems to have been filed to get funds for paying 
up the capital. 

Mr. Ilushforlh: With reference to your general remarks with regard 
to legislation I have just one word. Have you seen copies of the liquida¬ 
tors’ reports of various banks in India that have failed? They were sub¬ 
mitted to us by the Bombay Shareholders’ Association. Tf you go through 
the detailed reports you might see certain circumstances in Indian failures 
which might call for special legislation 


Yol. iv. 
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31st January 1931. 

MEMORANDUM ON INDUSTRIAL BANKING. 
by Dr. 0. Jeidels. 

It is necessary to start from precise definitions and it may therefore be 
allowed to replace the term ‘Industrial Bank’ by ‘Industrial Corporation’.. 
Nowhere does an institution which in the proceedings of the Banking 
Enquiry is styled ‘Industrial Bank’ take deposits or perform other bank¬ 
ing functions such as opening current accounts and general banking busi¬ 
ness. If they give loans to industry they are long-term and take the 
place of Stock-and-Debenture capital. Industrial banking on the other 
hand means doing banking business with industrial firms. This is done by 
all commercial banks in all parts of the world. It is not correct to say 
that India has no industrial banking. There is probably no industrial 
enterprise which does not directly or through its Managing Agents do 
business with some bank of the country keeping balances with the banks or 
taking loans and using the services of the banks all round. What tbe- 
banks in this and several other countries do not cultivate is the long-term 
financing of industries; I propose to call it ‘Industrial Finance’ disting¬ 
uished from ‘Industrial Banking’. 

It seems necessary to state clearly, that “starting of industries” is 
nowhere considered to be a bank’s affair. It has to be made clear that it 
is not sufficient in itself that an industrial firm should put up its block 
from its own capital and that having done so the firm can appeal to banks 
for loans and assistance. Not only block but also normal working capital 
has to be furnished out of the firm’s own initial capital, and before the 
firm is fit for Industrial Banking or Industrial Finance, it must have been 
in operation for a sufficient period to prove that it is strong enough. It 
cannot be sufficiently emphasized that these two conditions are essential, 
and to attempt a different way of financing is not only unwarranted for 
the bank but also unsound and dangerous for the industrial enterprise. 

In the Indian Banking Enquiry the German banking system is 
repeatedly quoted as different from these principles. This assumption is 
misleading and ought to be eliminated, because it leads to the recom¬ 
mendation of a pattern which does not exist. Only a few months ago 
a book was published by P. Barrett Whale, lecturer in commerce in the 
University of London—‘Joint Stock Banking in Germany.—A study of the 
German Credit Banks before and after the War.’ (MacMillan & Co., Ltd., 
London 1930). It is, in fact, the only comprehensive and neutral study on 
the subject giving the facts with careful comment and cautious conclusions. 

In what respect does the German banking system differ from ihe 
English? Owing to the fact that English Banks cannot be members of the 
Stock Exchange and to the presence in London of several large interna¬ 
tional Issuing Houses, the English banks tend to delegate some of the 
functions of Industrial Finance to issuing houses and stock brokers—the 
German banks perform these duties themselves. They do a large com¬ 
mission business for their clients in the stock-market and_ they cultivate 
financial transactions which arise from time to time in the life of industrial 
and similar joint stock companies. If such companies wish to procure new 
capital whether it be from its existing shareholders or by a sale of new 
shares ’or debentures to outside parties in the general capital market, then 
under the German system the company does not go, as under the English 
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system to an issuing house or to a stock broker instead of arranging the 
transaction with the bank with which the company is in permanent 
banking relations. The German banking system is comprehensive, while 
the English system is specialised. The Banks in U. S. A. have cultivated 
for several years the business of Industrial Finance in special Security 
Companies, which belong entirely to the banks, of which they are practi¬ 
cally only a department. Under the German banking system such finan¬ 
cial transactions which occur from time to time are however limited by 
the same conditions which govern the English issuing houses or stock¬ 
brokers. They require a responsive capital-market and if the public are 
unwilling to put up the new capital required by the industrial company 
and which is offered to the market in a suitable shape, then the banks 
under the German system will not take the place of the public. They will 
not themselves furnish to the industrial company what the investing 
public is not prepared to take. The financial transactions mentioned re¬ 
quire a certain amount of capital investment which however must remain 
below and be in conservative relation to the share capital and reserves of 
the banks. The amounts invested in such industrial finance while re¬ 
maining more or less stable in the aggregate change in their composition 
as quickly as market conditions will allow. If the public is not responsive 
tc the offer of the securities resulting from such industrial financing, then 
the amount normally invested by the banks, in this branch cf their 
activity, cannot be raised, but the participation of the banks in financial 
transactions of that kind must cease until the public is again prepared to 
buy securities. 

The ordinary banking business is also, under the German system, 
decidedly the most important department, because in that banking depart¬ 
ment the deposits from the public are employed while in the depart¬ 
ment for industrial and similar finance only a limited share of the capital 
of the bank can operate. What is described above as the business of the 
Indian Joint Stock Banks and partly the Exchange Banks with industrial 
firms is done similarly by banks under the German system. 

While it has been necessary to destroy some illusions about the 
German banking system with regard to its activity in industrial 
matters, the German system offers indeed a great many advantages for 
the industrial development of a country and benefits the banks as well. 
This however is only on the condition that the business of finance is handled 
with the utmost caution and care. Banks engaging in industrial finance 
should not and indeed do not start new industries nor should they manage 
industrial enterprises by themselves. German banks do not employ a staff 
of industrial experts nor do they delegate members of their own staff to 
undertake the management of industrial companies. What they do is to 
cultivate, through ordinary industrial channels not only regular commercial 
banking business, but also financial transactions, if an opportunity occurs. 
They incidentally get to know their industrial customers better. They 
develop a sympathetic attitude for the needs of industry. They watch 
closely for every possibility of doing business which will be profitable to both 
parties. The banks may then delegate a member of their management to 
act on the Board of Directors in order to maintain a close connection with 
the company. The English, banks also do this. The system of close inter¬ 
course between bank and industry creates an atmosphere of mutual confi¬ 
dence. The result is beneficial to both parties. The banks must not how¬ 
ever allow themselves to be drawn into liabilities and investments which are- 
t l 2 
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mot compatible with sound banking, The sympathetic attitude of banJsn 
towards industry is the real element of this banking policy. It deserves the 
appreciation which it has found in the Banking Enquiry, 

It must be admitted that, in India, no banking agency cultivates 
industrial relations on the line of the so-called German System nor does an 
institution, like the English issuing House, which could fill this vacancy, 
■exist in the country. There is the stock broker with his customers in and 
outside of the Stock Exchange. There is sometimes the indigenous banker 
with his clients. There are occasional promoters, but to a large extent the 
vacancy is filled by the Managing Agents. 

The Managing Agent is a very interesting institution, not familiar to 
European or American bankers and it deserves a thorough study of the 
advantages and disadvantages pertaining to it. Under the system large 
and prosperous industries have been started in this country. A table avail¬ 
able gives a short and not quite complete list of a few hundred stock com¬ 
panies, the shares of which are quoted on the Calcutta Stock Exchange. 
It illuminates, the activity of some of the most important firms of Manag¬ 
ing Agents operating in the Calcutta field. It should not be with the 
intention of eliminating or even largely replacing the Managing Agents 
that the big banks should in future take a greater interest in industry on 
the lines described above. The Managing Agent system is open to criti¬ 
cism. There ought to be still another financial agency to meet the re¬ 
quirements of industrial firms, which would make industry less dependent 
on that institution. A company with a proper board. enjoying friendly 
sympathy and banking advice, ought to be in a position to manage its own 
affairs. A period of prosperity for some Indian industries in the boom 
period after the War has been followed by international depression in the 
Cotton Trade and more recently by the international economic crisis. It 
is not unlikely that as in all other industrial countries, changes will take 
place-mergers, reconstructions of unsuccessful firms, and so on. Sooner 
or later such transactions will require outside financing and this will be 
the opportunity of starting closer relations between bank and industry. 
Which kind of banking agency will be most capable to lead this develop¬ 
ment? 

The Exchange Banks are generally indifferent or adverse to financial 
transactions with industry beyond the frame of commercial banking. They 
argue that they specialise in complicated finance of foreign trade to which 
a certain amount of commercial banking is attached. They believe that it 
is not their business to be represented on the board of industrial companies 
or to lend their name, organisation and eventually part of their resources 
to financial transactions based on the sale of securities to the public. There 
is much in the argument. 

Among the Joint Stock Banks there are very few large enough to be 
■capable of this class of business. As evident, it requires much experience 
and an established policy of sound banking. It requires considerable 
capital and a firm resistance to the speculative temptation which easily 
arises in a line of business, where secruities are created and sold. The 
bulk of Joint Stock Banks are unfit for this activity. Even the larger ones 
ought only to cultivate it slowly, with great caution, and preferably under 
competent guidance as participants in strong syndicates. 

There remains the Imperial Bank. This strong and well-managed 
institution might by and by develop the business of industrial finance cn 
conservative lines. ' It is out of place to give this suggestion the character 
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of detailed advice as it is a matter for the shareholders, the management 
and the board of directors to decide upon their own business. But the 
opinion is expressed' here, that when the Reserve Bank comes into being 
the Imperial Bank would be capable of developing this business and that 
benefit would result not only to industry and the general economic deve¬ 
lopment of the country but it might also be equally profitable for the 
bank itself. It is doubtful whether the Imperial Bank is under the present 
restrictions and privileges in a position to enter this field successfully. As 
it requires a systematic preparation, it does not seem too early for the 
Bank to study the ground and lay the foundation. It may for instance be 
useful, to establish an industrial research department inside the Imperial 
Bank. It would have to be on a somewhat larger scope than the usual 
Statistical or Intelligence Department and could use the insight which the- 
branches of the bank already possess or can easily collect. 


Investment Markets 

As the extent, to which banks can cultivate financial transactions with 
industrial or similar 4oint Stock Companies, depends on the capacity rf the 
capital-market, some observations on the volume of it in India may follow. 

The Banking Enquiry has heard much complaint about the insufficiency 
of the capital-market in India. It is useful, to try this statement by 
auditing statistical figures. After all, the boom period following, the War 
allowed the flotation of many stock companies and a speculation which 
would do honour to any speculative performance of a Western or American 
Stock Exchange. The extent of a possible investment-market may be 
illustrated by the following figures. 

Official statistics on the Joint companies (Government publication 
No. ‘2212, 1930) give the number of Joint Stock Companies with rupee 
capital for 1928 as 5831 with a paid-up capital of 276 crores. The figure, 
although companies with a capital in pounds sterling are excluded as not 
representing Indian capital proper, requires some modification in order to 
arrive at those shares likely to be in the hands of the public. A compila¬ 
tion has therefore been made from the Calcutta Stock Exchange quotation 
list which includes most of the shares quoted in Bombay. The part value 
of those shares is about 85 crores in common and about 20 crores in Pre¬ 
ference Shares. Considering that a fair amount of these shares is in the 
hands of Managing Agents and that on the other hand the majority of the 
shares are quoted at a premium one may estimate the value of shares in 
the hands of the public at about 125 crores. This does not include shares 
to the value of 75 crores which is held in special hands and which are also 
eventually available for investment. Debentures and fixed deposits with 
stock companies may on the strength of a share; capital of the Cotton Mills 
in the country of 40 crores and 10 crores of debentures listed in Calcutta, 
be estimated at about 30 crores. The Government loans in India, exclusive 
of treasury bills which are more an element of the money than the invest¬ 
ment-market, should figure in thi6 statement with about 350 crores put of 
about 400 crores outstanding, the difference being Government securities 
held by banks and insurance companies. Municipal and Port Trust loads in 
rupees are about 70 crores. To these investment securities should be added 
the deposits of the public with banks and the post office (including certi¬ 
ficates) in an aggregate amount of about 300 crores which are at least 
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partly available for capital investment. The deposits with co-operative 
institutions are left out of account as not being available for the investment- 
jnarket. If on the strength of these figures the capital-market in India itself 
is estimated at somewhere near 700 erores, one is not justified in bpenking 
about the Indian investment-market in a derogatory way. The estimate 
excludes not only the bulk of foreign capital working in the country, 
hut also the hoarded property in monetary form and the amounts UBed in 
money lending. 

The figures also show to what extent the Government absorbs the 
•available investment capital. It does not appear to be excessive consider¬ 
ing all circumstances. 

Altogether the capital-market in India seems to be large enough to 
meet legitimate demands and to give room to a certain activity c.f banks 
in the fields of industrial financing. For quicker economic development it 
should be able to draw upon two resources; the hoarded monetary property 
■and foreign capital markets. The problem of hoarding does not appear to 
have been investigated very successfully in the Banking Enquiry and it 
ought to be gone into further in the course of verbal discussion. As 
hoardings the personal ornaments should be more or less neglected; this 
.kind of hoarding is so deeply rooted in the customs the great mass of 
the. people in this country, and the primitive character of most of its 
savings, that only slowly, can these amounts be turned into available 
monetary capital. Only the hoarding of money, of gold and silver bullion, 
of bank notes and ornaments of high value, which seems to be cherished 
from the lower middle classes up to wealthy prince 8 and zemindars, can 
be counted upon as eventually being made available for the capital- 
market. Foreign capital for India has not been encouraged lately by the 
general state of affairs; the country has to be aware that a more rapid" 
economic development, particularly one with so largely agricultural 
character, is scarcely possible without the attraction of foreign capital. 
If foreign capital is to be dispensed with a slower speed of economic 
progress has to be accepted in consequence. 

The demand which economic requirements of the country are likely 
to present to the investment market may be roughly classified as follows : — 

1. Government including requirements of the railways and the pro¬ 
vinces, Municipal and Port Trust loans and those capital expenditures of 
the Central Government which lie in the direction of developing resources 
of the country, agricultural and industrial. Practically all new loans 
issued by the Government in India are normally for productive capital 
expenditure, which if not by the Government would have to be supplied 
by the Sapital-market to private enterprises. 

2. Banks and industry in form of shares of debentures. A better culti¬ 
vation of a market for debentures is strongly to be recommended. Deben¬ 
tures should sooner or latter replace the public’s fixed deposits in Industry 
which are, undesirable. Debentures are in all Western countries a 
most legitimate and useful instrument for industrial financing and the 
critical attitude of the public and the banks in India calls for early revision. 

3. Sooner or later the market should be opened to mortgage bank 
debentures. The difficulties of organising safe and efficient mortgage banks 
will have to be dealt with under Eural Credit. They seem so great that 
it is not very likely that large issues of such bonds will be soon offered to 
..the public but it is essential for the future welfare of the country that the 
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capital markets, domestic and eventually foreign, become accustomed to 
this class of Indian investment. 

The banks, if they can see their way to acquaint themselves more with 
financial transactions for industrial and similar companies, will have tc 
study and cultivate the investment market more or less on the lines which 
have been described as the German Banking System. Educational in¬ 
fluence on the public with regard to investments requires much time End 
patient effort and has its limits. The banks—this cannot be sufficiently 
emphasized—can neither direct nor force and they certainly cannot by 
their own resources replace the capital market. If the country can or will 
•not make hoardings or foreign markets available for those investments 
which supply the capital needs of industry and agriculture, neither the 
■banking system nor the individual banks can be blamed for slow progress. 

Industrial Corporation. 

(Industrial Bank). 

What is in the mind of so many contributors to the Banking Enquiry, 
That an Industrial Bank or even Industrial Banks should start and 
nourish new industries big and small, urban and cottage, does not exist 
anywhere. What does exist which is at least similar to the ideal put before 
the Banking Enquiry'.’ 

Only in one country is there an industrial bank which to some extent 
seems to fit the model: the Industrial Bank of Japan Ltd. A short paper 
is submitted on some principal features of that institution as gathered 
from an important Japanese gentleman in India who however had no 
possibility to inform himself profoundly on the. subject. The Japanese 
experiment differs from the model because it does not try to finance small 
industries. According to the informant's knowledge small industry is 
financed by co-operative organisations which sometimes receive long term 
loans from the 1’ost Office Savings deposits which means from the Gov¬ 
ernment. Japanese method and experience ought to be studied more 
closely but India ought to lie very reluctant to adopt the 
Japanese system of all-round State aid in economic life which has 
still to prove its success. What has happened in Japan during the last 
few years':’ A temporary stoppage of payment by practically all banks, 
and the forcible interruption to which the whole economic life of thb 
country has been subjected, at various junctures, is a grave danger-signal. 

There bus always boon a strong State and municipal activity in industry 
in Germany. While principally concentrated on Railways and public utili¬ 
ties, it has, especially since the War, extended to some industries. These 
are either of a monopolistic character or are a residue of state-aid 10 enter¬ 
prises which, due to the after effects of the War, were threatened by ruin 
and were considered as essential to general welfare, of the country. Most 
of this state activity is done in the form of Joint Stock Companies, whose 
capital belongs to the Government and which are managed on a purely 
business basis, with a board consisting of Government representatives 
and competent private business men, and with a management on the same 
lines as in other joint stock companies. 

Although other Western countries are less inclined to State activity as 
commercial or industrial entrepreneur, still the State in some countries has 
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more recently engaged in business and ventures beyond the operation of 
railways, though rarely outs.ide of -public utilities (gas, water, electricity,. 
street traffic). 

Those companies are entirely on private lines which under various- 
titles act as Holding Companies for shares and bonds of mostly industrial 
character. One has to distinguish between Investment Trusts and special¬ 
ised Holding Companies for which the title ‘Managing Trust’ may be- 
ofiered. The Managing Trust is a holding company for one specific industry 
with subsidiaries, with the object of ensuring competent supervision and. 
assistance in the management, and to supply the capital in all varieties of 
financial transactions suitable to the public. These Managing Trusts are 
preferentially devoted to public utility companies and exist in all western 
countries, as for example the Electric Bond and Share Company in U. S. A. 
and the Sofina (an abbreviation for translated Industrial Finance Company 
for Electrical Enterprise) in Brussels. These trusts are. though finance 
companies, not banks nor administered or largely influenced by banks, they 
are clients of the banks doing industrial finance, like other industrial com¬ 
panies. While the Managing Trust concentrates on one industry, the 
Investment Trust’s principle is to diversify investment. The resemblance 
to the Managing Agents of this country is striking, but not complete. The 
Investment Trust in its classical scrutiny relies on the possibility of cheap 
finance in the capital-market; the trust borrowing at a cheaper rate from the- 
public in form of its own debentures and preference shares than the yield of 
the investment securities acquired and held by the trust. It is evident that 
the rate of interest in India is not and for sometime it is not likely to be 
low enough to warrant the formation of investment trusts. This state¬ 
ment may suffice to answer the suggestions submitted in this respect to 
the Bunking Committee. There are now many investment trusts in exist¬ 
ence, which are of a more speculative nature. They have, with not very 
pleasant results, tried to combine the interests of speculative share-holders 
in a joint venture, the Investment Trust buying such shares which are 
believed to have intrinsic chances in various fields. An abundant specula¬ 
tive capital-market is the origin, though scarcely a full justification of such 
trusts. The Investment Trusts are only so far connected with banks or 
bankers as they form an outlet for securities created in financial transac¬ 
tions for industry or in other fields. In Germany there exist several large 
Managing Trusts but no important Investment Trust. 

It was necessary to demarcate the field for an Industrial Corporation in 
India. Independent of foreign models it seems necessary to eliminate two 
kinds of activities. 

1. An Industrial Corporation which would, as the financial success is 
not assured and the company would almost certainly not for some time 
appeal to the private investor, have to be financed principally by the- 
Government, must not enter competitive fields of industry. It would be 
unfair and unjust if money of the Government would be used directly or 
indirectly to compete with private industry. Eor instance, no jute or 
cotton mill, no sugar factory or soap mill, etc., fields in which private enter¬ 
prise is already active, must receive the Industrial Corporation’s financial 
assistance. It would not even be beneficial from the point' of view of the 
community at large because the artificial increased competition though giv¬ 
ing employment in the new concern would create unemployment at other- 
places. 
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2. Small industry must be avoided by the Corporation, because no -com¬ 
petent management is imaginable for an unsystematic collection of indus¬ 
tries. The failure of the whole instrument would be unavoidable. 

Even when taking these precautions, a field remains for an industrial 
corporation, the capital of which is initially or permanently supplied by the- 
Government. It is the field of pioneer enterprise of non-competitive 
character, the opening up of mineral resources and large public utilities, 
principally electrical power schemes. In either kind of enterprise the capital 
required is so large and the intermediate stage, before profits can be made 
so extended that special assistance may be required or useful. There the 
personal initiative and commercial business spirit, the immediate respons¬ 
ibility of the individual business man is less important than scientific 
management. The country at large and less so special interests, is benefit¬ 
ed. The temptation to try something here and something there must not 
be gratified. 

The financing of an Industrial Corporation of this kind would indeed 
have to be done as suggested in the Banking Enquiry through a share 
capital and debenture issues. The proportion 2: 1 for bond issue capital 
ought not to be exceeded. Financial Government assistance ought to take 
the shape of the Government acquiring the share capital, but the Govern¬ 
ment ought not to guarantee debentures. If Government supplies credit 
it should be itself in a position to Borrow at the cheapest rate and lend it 
cheaply. If this rule in State finance is not always adhered to, one certain¬ 
ly ought not to recommend it as a new venture. A company with the 
share capital in the hands of Government should give sufficient security to 
a debenture issue of twice the capital, at least if the undertakings of the 
company are sound. In this way the company acts to a large extent under 
its own responsibility, which will help efficient management. The Gov¬ 
ernment may welcome the opportunity of having Government undertaking 
entrusted to the form and management of a joint stock company which will 
do- a part of the financing without Government liability. 

An Industrial Corporation must have competent and independent 
management. The board would have to consist of first class businessmen 
and some Government officials; no private business interest, no local, no 
political influence must interfere. Only an All India Corporation must be 
considered. Otherwise local and private interests will endeavour to get 
hold of the scheme, and if they succeed other local and private interests will 
atonce push forward. The Industrial Corporation will run the danger of 
becoming a pandemonium of partisan struggle and incompetence. 

Practical experience proves that a company with a certain purpose ought 
not to be formed without an immediate constructive object. As the saying 
goes, ‘one ought not to buy the frame before the picture’. When some 
industrial plan fitting in the frame as designed here, oSers itself, then the 
time has come to start an Industrial Corporation. 

The cottage industries strongly deserve cultivation, but what can be 
done by banks is in all countries comparatively little, and for industrial 
banking and finance the small industries can never be a field of activity. 
Banking business cannot go beyond a certain minimum size. The ‘urban’ 
eo-operative organisation will have to be developed and may derive benefit 
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from the experience of the respective German co-operative movement 
'Sehultze-Delitzsch'. While the corresponding co-operative societies in 
India are 3,757 with 6,75,000 members, with 3J crores of capital and 5| 
crores of deposits, the German organisation comprises in 1375 societies 
somewhat over one million members, has capital and reserves of about 
20 crores and deposits of about one hundred crores, which figures contain 
however not only small industry but also small traders and retailers. As 
mentioned in the memorandum on Commercial Banking, one of the large 
German joint stock banks is serving as their financial apex which should 
make the study the more interesting. 


Some Figures ox the Present State ok Industrial Development in 

India. 

The Provincial Deports of the Bunking Enquiry have according to the 
terms of reference of the Provincial Committees not discussed large industry 
at all. and in the evidence and examination of the Central Committee the 
large industry seems also to have been rather neglected. The following 
figures wish only to cover the larger industries conducted as joint stock 
companies. 

The annexed three tables arc therefore offered showing the fair extent 
of Indian Industry and seem to prove particularly that in those fields where 
the natural resources of the country call for an industrial activity, like 
cotton, jute and tea gardens, industry has. developed on a large scale and 
can with regard to size and quality match corresponding industries in west¬ 
ern countries. 

Table No. 1 shows a condensed extract from the statistics ou joint stock 
companies in India. The statement showing 5831 joint s*tock companies 
with 276 crores of paid-up capital excludes all companies with a capital in 
other currencies but rupees. The actual industrial activity in India is 
therefore considerably larger, and from the point of view of employment of 
the material and living substance of the country, enterprise belonging wholly 
or partly to foreigners is certainly to be. counted in a summary of Indian 
Industry, but it is not done so in this statement. 

Table No. 2 gives a compilation of industrial shares* and bonds quoted 
on the Calcutta Stock Exchange. This statement shows essentially large 
industry, because the shares of other companies* would not be listed I* 
shows exclusively industrial enterprise, leaving aside bank and insurance 
shares, Port Trust securities and all bonds which are not of a purely indus¬ 
trial character. Here again shares and bonds in other denomination than 
rupee are excluded, to arrive as a result of the compilation at about 95 crores 
par value of common shares, 20 crores preferred shares and 11 crore 8 of 
•debentures. 

Table No. 8 gives a still narrower extract of large industry by showing 
385 industrial companies the capital of which is listed in Calcutta and 
whoso managements lies in the hands of larger firms of Managing Agents* 
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No. 1. 

Joint Stock Companies in India. 


From Government Publication No. 2212 (1930). 


— 

1927-28 

No. of 
Companies. 

Paid up 
capital 
(orores). 

Banking and Loan 

1,363 

232 

Insurance ..... 

86 

2-2 

Transport ..... 

226 

20*5 

Trade and Industry 

2,948 

161-1 

Cotton mills 

289 

40*4 

Jute mills 

61 

16-5 

Iron and steel . 

47 

3-0 

Tea and Plantations 

576 

13-0 

"Mining . ..... 

330 

40-0 

Sugar .... 

, 36 

1-9 

Miscellaneous .... 

267 

14-7 

Total 

3fW831 

276-6 


Distribution over the country. 



Sanking and 
Insurance. 

Industry. 

Tea. 

Miscella¬ 

neous. 

Total. 


No. 

of 

Com¬ 

panies. 

Capi- j 
tal. 

No. 

of 

Com¬ 

panies. 

Capi¬ 

tal. 

T~ 

No. 

Capi¬ 

tal. 

No. 

Capi¬ 

tal 

No. 

Capi¬ 

tal. 

Bengal 

710 

croren. 

8-3 

1,608 

croves. 

84-5 

crores. 
420 | 10-1 

! 

crores. 
130 4‘8 

2,868 

"Wi-: n 

IJTjyj 

Madras 

336 

31 

263 

s-o 

27 

IT 

32 

0-4 

658 

12-6 

Bombay 

74 

8-6 

681 

82-3 

4 


48 

8-9 

00 

o 

-3 

1000 

U. P. and Delhi . 

34 

0-5 

199 

12-2 

2 

•1 

36 

1-0 

271 

13-8 

B. and O. 

16 


64 

1-4 

3 

• • 

1 


84 

1-6 

Punjab 

29 


150 

, 1-5 

•• 


8 

0-9 

187 

3-3 

Burma 

17 

0-6 

227 

i 23-9 

18 


24 

0-6 

286 

26-4 

Central Provinces . 

10 


43 


•• 

•• 

2 

•• 

55 

11 

.Assam 

34 


37 


55 


t 


133 

0*8 

Indian States 

183 


203 

; 6-3 

43 

0-6 

14 

.. 

443 

9-9 

Others 

6 

0T 

29 


3 

i 

1 

•• 

39 

m 

Total 

1,449 

25-4 


22P6 

575 

13-0 

303 

16-6 

5,831 

276-6 


The 17th January 1931. 
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No. 2. 

Indian Industry. 

T.rom the list of quoted shares and bonds on the Calcutta Stock Exchange ■„ 


Oores of 
Rupees. 


1. Common shares quoted in Calcutta (par value.) 


Bombay share: 

Cotton mills 
Miscellaneous 

6-6 

17-7 


Calcutta shares : 

. Jute .... 

11-1 

1,875,000 


Tea gardens 

5-4 



Coal ... 

41 

120,000 


Other industries 

34-1 

1,500,000 


Transport . . 

10-0 

1,200,000 


Wool, cotton mills 

4-8 




93-8 

+ 

4,000,000 

141 different Prf. shares with par value . 

, 20 - 5 

+ 

2,126,000 
(8 companies) 

78 debenture issues for an amount of 

10-6 

+ 

760,000 
(4 issues). 


Of the companies from the Calcutta district (not Bombay), the share of 
which are quoted in Calcutta, <385 are managed by 36 firms of managing 
agents. The largest firm, Andreiv Yule and Co., managing not less than 54 
(10 jute mills, 18 tea gardens, 14 coal companies, etc.,) Martin and Co., 22, 
McLeod and Co., 17, Gillanderg Arbuthnot and Co., 17, Shaw Wallace and 
Co., 16, etc., (specified list attached). 

Of the 36 firms of managing agents 7 seem to be limited companies, 
the rest private firms, 6 firms may be regarded as specialists managing 
oniy in one trade. A firm like Duncan Bros., manages not less than 24' 
tea companies and one jute mill besides. 


The activity of the managing agents is in fact much larger, the number 
of companies and private firms outside the Calcutta stock list being consi¬ 
derable. Andrew Yule and Co., for instance are reported to manage alto¬ 
gether about 125 enterprises, including also zemindari estates. 
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(Appendix to Indian Capital Market companies quoted in Calcutta.) 


List oj Calcutta Managing Agents. 


1 

1 

Name of Managing Agent. 

No. of 
cos. 

managed. 

JU! . 

Tea. 

Coal. 

Electricity 

and 

engineering. 

Trans¬ 

port. 

Sag»r. 

Other 

indus¬ 

tries. 

1. Andrew Yale A Co. 

64 

10 

18 

14 


■ 


8 

2, Duncan Bros. , 

25 

1 

34 



1 

1 


3. Martin A Co. . . 

32 

... 

... 

7 

6 


m 

1 

V Octavioas bteel A Co. 

30 


13 

1 

A 

1 



it. Berg Dunlop . . , 

17 

4 

13 


... 

... 


... 

6. Bird A Co. 

18 

n 

... 

3 

i 

6 



7. McLeod A Co. . . . 

17 

6 

6 



0 

... 

- 

H. GfUandcn Arhuthnot. A Co. 

17 

2 

5 

i 

... 

6 

... 

1 

9. Williamson MigorACo. , 

17 


, 10 

1 

... 

... 

... 


10. £haw Wallace A Co. . 

16 

... 

7 

0 


... 

... 

3 

11. Jardine Skinner A Co. 

10 

4 

0 

4 

... 


... 

a 

13. Kilbum A Co. . 

16 


9 

3 

1 2 1 

1 

... 

... 

13. Davenport A Co. 

11 


14 

... 


... 

... 

... 

1*. H. V. Low A Co. 

13 



13 

i 


... 

i 

16. Balmer L.wrie .t Co. . 

i 13 

... 


2 



... 

s 

10. F. W. Heilrer4 & Co. . 

11 

3 


8 


... 

... 

1 

1?. JIoNelU & Co. . 

10 

1 


6 

... 

... 

... 

1 

18.' Ktllluk Nixon A Co. . 

9 



... 

2 

7 


- 

19. Begg Sutherland A Co. 

20. Villiers Ltd. 

i 8 

i « 

ESS 

3 

J 

1 

... 

... 

5 

a 

31. Kettlewcli D illcu & Co. 

! 0 

o 

1 

... 



... 

3 

23. Geo. HenderKon A Co. 

5 

O 

3 

... 


... 



23. Bl-Ia IL-os. . . . 

4 

1 

, ... 





3 

24. Jax FirUir AC:. 

* 

1 

3 



... 

! 

... 

25. ThomiH D^ff A C*>. 


■" 

' ... 




1 - 

... 

20. Other Grins (11) . . . 

20 

6 

6 

4 

0 

3 

i - 
! 

l 

No. of all res pec live companies 1 


52 

147 

71) 

29 

4o 

1 

i « 

33 

us quoted . . . . | 

... 

8 

iro 

81 

50 


j ... 

... 


Industrial Bank of Japan, Ltd. 


1. Established 1902. 

2. As Joint Stock Bank (General Bublic as Shareholders). 

3. Capital paid-up, Yen 50,000,000 (just about equivalent of £5,000,000)., 
Reserve Yen 19,265,000; 

Bonds issued Yen 265,074,627 (outstanding) against which, 
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4. Bank’s Investment .—Bonds and Stocks Yen 38,770,828. Fixed 
term loans Yen 276,138,280 (Fig. June 80, 1929). 

5. Their investments are in Loans, Discounted bills, etc., chiefly on 
Factories, Mills, Shipping with securities in— 

1. Factories including land and machines as securities under special 

registry law in Japan. 

2. Bonds and Stocks of Industrial concerns. 

6. Directorate and Governorship by the appointment of the Government 
with terms of 4 years. (The reason why fixed period is 4 years is, that 
appointment of the Governorship should be outside of the influence of 
any political party). 

7. Special privilege: Bond issue with certain proportional ratio restric¬ 
tions against their capital (and investment?), maximum period of Bonds 
50 years. 

8. Bank has technical department in which technical experts investi¬ 
gate as well as inspect the factories and mills; the Bank is investigating 
before as after the investment. 

9. Government Loans from the public in shape of Postal Saving in 
December 1928 was Yen 1,798,300,000. The Government invests part 
of the money it receives as Postal Saving in ‘Industrial Bonds’ of the 
Bank also, when the demand for the bonds with the general public is in¬ 
sufficient. 
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The 31st January 1931. 


The Chairman outlined the procedure he proposed to adopt with, 
regard to the discussion on Dr. Jeidels' note on Industrial Banking. He 
proposed to finish the discussion on it by Tuesday evening, if not earlier,, 
so that there may be some time left for discussion with Dr. JeidelB on 
matters not covered by the memoranda submitted to the Committee. He 
asked Dr, Jeidels to say what other matters he would discuss with th& 
Committee and suggested that the relevant memoranda might be given to 
the Committee in good time. 

Dr. Jeidels said he would submit a note on Exchange Banks and Foreign 
Trade Finance, and as regards money-lenders he would give a short dis¬ 
course to the Committee. 

Dr. Jeidels then corrected a few typographical errors in the memoran¬ 
dum on Industrial Banking. 


Chairman-. May I take it that the experts agree with Dr. Jeidels or do^ 
they want to ask him any questions. 

Mr. B. Currie : On page 2, lines 7 to 10, Dr. Jeidels says— 

“Under the German system the company does not go, as under the- 
English system to an issuing house or to a stock-broker. ’ ’ 

The position in England is there are a large number of issuing houses which 
concentrate in making issues, and banks also have been making issues, for 
their own customers. But it is a matter of competition, and banks in 
England have to work through a stock broker, themselves not being mem¬ 
bers of the Stock Exchange. They do not go to issue houses. They 
do it through stock-brokers. Under the German system the banker 
arranges the whole thing. 

Dr. Jeidels: What Mr. Currie says is certainly correct. Banks in 
England also make issues, but they do it only if they can put the 
entire risk on the shoulders of under-writing syndicates. They do not 
take risk, but only lend their name. It is of course very important that 
they lend their name; with regard to the risk they argue, that it is not in 
their business. Under the German system—the term is not limited to 
Germanv—banks also form syndicates, but take a more or less large parti¬ 
cipation" themselves and are quite aware that it is their affair to carry the 
business through. 

Mr. Lamond : Do the German banks underwrite fully? 

Dr. Jeidels: They take the issue for a syndicate, which in most cases 
exists alreadv from former similar transactions and take not only a large 
participation for themselves but also the moral responsibility to carry the 
issue through under their active management. 

Mr. Currie: I would reserve my opinion in regard to the recommenda¬ 
tion for adopting the German system. I will give my views in the 

course of the discussion. 

Sir Hugh Cocke : With regard to the 2nd paragraph of this memorandum 
it is stated that not only block but also normal working capital has to be 
furnished out of the firm’s own initial capital, and before the firm is fit 
for industrial banking or industrial finance it must have been in operation 
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lor a sufficient period to pr<3ve it is strong enough. That I may say 1 
entirely agree with. We have had various witnesses who came before us 
with the example of an industry started in a small way or companies 
started in a small way to run a particular industry, and which, after work¬ 
ing for a few years with its own capital with possibly some assistance from 
a bank, decides it must extend and spend further money on block, but has 
not got sufficient resources of its own to do it. That is the sort of case 
that has been put to us as suitable for assistance through an Industrial 
Finance Corporation. What have you to say to that? 

Dr. Jeidela: I will answer by giving an instance. Take a company 
with a capital of Rs. 5 lakhs. If it is a properly established company, 
of this 5 lakhs 3 lakhs are invested in block, and 2 lakhs is working capital. 
It is thus financed out of its own capital. Now it wishes to extend. If 
it invests one lakh, then the ratio of block and working capital, self- 
financed working capital, would go from 3 to 2 to 4 to 1; the industrial 
firm which wants to do it and the banker who is expected to put up that 
one lakh as a bank loan, if they are to act soundly, will both have to be 
satisfied as to how that one lakh is to be repaid. If it is to be recovered 
in the opinion of both inside of a year or two, then it may be just an 
advance. If that is not possible, then both parties have to be satisfied 
about the character of the capital transaction which is to follow in order 
to refund that one lakh of capital to be furnished by the bank, whether 
by the sale of debentures of one lakh or by the sale of debentures of two 
lakhs in order to put the firm on a really strong footing. In any case, 
both parties have to be satisfied how that one lakh is to be repaid. If you 
ask whether the bank can give that one lakh soundly although there is 
no imminent possibility of repaying nor a plan for future repayment, then 
I would say it is not quite sound. Such case requires not industrial bank¬ 
ing, to use mv definitions, but industrial finance. 

Chairman: Do you want any more information on that point? 

Sir Hugh Cocke: No, Sir. 

' Chairman: Then, as this is a specific point, in order to expedite busi- 
uess I will ask other members if they have any questions to ask on this 
particular point and then we won’t go back to it. 

Sir Purshotamda.8 Thalturdas: I would like to inform our friends in 
regard to this point about the mills m Ahmedabad. We have about 60 
cotton mills there most of which were actually started between 20 to 30 
years back on something like this basis: Capital cost 8 to 10 lakhs; current 
finance required 3 to 4 lakhs. A s against these requirements of capital 
and current finance, the capital actually raised at the start was 5 lakhs 
and the balance of capital and the whole of the current finance required 
was obtained from the public in the shape of six-monthly or yearly deposits 
the public lending the money on the credit and respectability of the owner 
concerned. And those concerns, started with this under-capitalisation as you 
would call it, started without any current finance, have to-day developed 
into very prosperous industrial concerns with handsome reserves. I would 
wish to say this—it is my conviction which has nothing to do with the 
Committee— that if we had been restricted in India to the very correct- 
method indicated in your memorandum. Ahmedabad to-day may not have 
had more than one or two mills instead of over 60. The question is one 
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of building up industries in a country in which perhaps some 30 or 40 years 
back some prejudice existed against industries and certainly many handi¬ 
caps both from the State and from the public at large. When I say the 
State, I particularly have in mind—it is well known and accepted—that 
the State gave no help in bringing industries into existence. The only 
instance of that I may give is the cotton excise duty. Against all those odds, 
here are these people in Ahrnedabad who have put up 60 mills which are 
the pride of Gujerat. Those are the facts. Yours are correct theories 
and what I wish to point out is that our anxiety is to weave the two into 
something practical. Anyway I thought it would interest you to know 
that the mills in Ahrnedabad particularly, the mills in Bombay to a large 
extent, and the mills upcountry to-day have all been worked on the lines I 
gave you and developed into flourishing concerns. I may say that it is 
only during the last 10 to 12 years that banks, including the Imperial 
Bank, have even begun to give financial aid to the mills in Ahrnedabad. 
Ahrnedabad mills to-day will not give their liquid assets against a loan from 
a bank. Only a second class mill would do that. And two mills of which 
I know have ns much ns 50 lakhs of rupees from the public in the way of 
annual deposits at rates which would make the Finance Member of the 
Government of India to-day envious. The rates are from 4f to 5$ per 
cent., and I know that these two mills are refusing deposits. When the 
Government of India has to borrow at the rate you know, these mills are 
having deposits thrown at them which they have to refuse. That is our 
experience, Dr. Jeidels, in regard to industrial development in Tndia. 

Sir Hugh Cocke : Did not that expert from Ahrnedabad, Seth Kastur- 
bhai Lnlubhni, say that now-a-days you cannot get the deposits? 

Sir Purshotamdas Thaknrdas: That was perhups true at approximately 
the date when Kasturbhai said that.' but I can give you names of two mills 
in regard to which I am in a position to know that they have 50 lakhs of 
rupees in deposit. They used to borrow last year at 6 per cent, for 
amounts above Its. 10,000 and f»J per cent, for amounts below 10,000, and 
to-day they are paying 5| per cent., and 4f per cent., respectively, for 
amounts above and below Bs. 10,000. T know that they have had to 
refuse money which was thrown at them. 

Chairman: I shall read out the evidence of Seth Kasturbhai:— 

“Before the war almost all the deposits used to come from the. public 
in Ahrnedabad and adjoining rural areas. But after the war 
some of the industrial concerns in Ahrnedabad have flourished 
and accumulated reserves, and these reserves are now inter- 
deposited. These deposits by mill companies have taken the 
place of the deposits from rural areas which have considerably 
fallen off, due partly to a shaken confidence in their pros¬ 
perity and partly to the competition of Government. It is 
said that the Ahrnedabad public consider that it is safer to 
deposit in a mill than with a bank, and this state of affairs is 
attributed to the business integrity of the people in charge of 
the management of the mills, who look to the interests of the 
depositors as if they were bankers. On the whole there 
has been no reduction or falling off in the total of the deposits 
received by the mills which have continued steady during a 
long period of 25 years.” 

Vol. iv. M 
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Sir Purahotamdaa Thakurdas : That only confirms what I have said. 

Mr. Lamond : I can confirm all you have said. The banks did finance 
one or two of the concerns. It was not to a large extent. 

Dr. Jeidel8: I think this statement is a welcome beginning of our con¬ 
versation, because it shows that industries have been started and developed 
successfully by private initiative. 'The question I have been concerned 
with in answering Sir Hugh Cocke is, what should a bank do in those 
cases. One particularly valuable aspect of Sir PurBhotamdas' statement is 
that these industries have had to be financed not only with their own but 
with the assistance of other capita] apart from banking help. Having 
referred to this I wish to emphasize that in all I have said and am going 
to say I am speaking of the present and the future. The past has been, 
so to say, the golden age of Indian industry, when industries were started 
by individual enterprise and activity. If I had to review the past I 
would not for a minute say that the method had been unsound. If one 
would call it unsound, no industry in the world would ever have been 
started. In answering Sir Hugh Cocke I am thinking of the present situation 
and the future to which I look forward, but do not wish to do it without 
paying a tribute to what has been done in the past. I have attached to 
this memorandum some remarks about present size and extent of industry 
in India, because I had the impression that the Committee as such, not 
individual members, has been more critical of what does not yet exist 
than appreciative of what has been done in the past. And the picture 
as it appeared to me from the figures which I have gathered from various 
quarters, is that a very important industry has been started in the country 
and developed with the aid of finance not supplied by banks. 

Sir Purahotamdaa Thakurdas: I said what I did to make the position 
clearer to you as to how I see the problem before ub. I have told you 
how these industries have come into being, but many more factories and 
companies have gone to the wall than are existing to-day, and the Indian 
public now feel that they ought to have a systematic method of financing 
companies instead of relying upon the personal credit of the management 
as has been the case till now. Therefore, whenever witnesses before us 
have said thev want some industrial finance, their idea is, can this same 
finance be obtained for the special purpose of helping industries either 
with capital or with current finance, as the case may be. Of course 
mixed up with this is the- question of the managing agents and their 
signatures. You seem to me to recommend in your paper that no assis¬ 
tance can be expected from banks unless the concern starts with its own 
•capital and has been in working order for, say, two or three years. If a 
set of people wanting to start an industry can do that then of course they 
could command the credit necessary and they would not require facilities. 
What we want is when they are trying to build up the industry and want 
assistance, can you suggest anything which will replace the present, you 
can call it. haphazard method of financing which has been in vogue till now. 
That is where I seek your advice very particularly. 

Dr. Jeidels : To the question as formulated I cannot offer any advice 
which appeals to banking institutions. What I recommend is that 
you should gradually get away from the more primitive system of manag¬ 
ing agents and public deposits. This does not mean that you can for a 
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long time part with the managing agents or with the public deposits. If 
I may supplement my answer to Sir Hugh Cocke, I would say that if the 
customer tells the banker, “I expect to get private deposits. I am in con¬ 
nection with some people, but I do not want to wait till I have the full 
amount required”, then the banker ought to have no objection to give the 
loan. It is not necessary that a firm should be financed exclusively by 
share or own capital: it may be some other kind of finance, but not a bank 
loan. 

Sir Purshotamdas Thakurdas: May I interrupt? Do I understand 
that a bank is not justified in refusing to give credit to an industrial com¬ 
pany because it has deposits from the public? 

Dr. Jeidels: Generally speaking, I do not consider it justified. 

Sir. Purshotamdas Thakurdas : I would really like you to think it 
■over. There are banks here who say, because you have deposits from 
the public, therefore we cannot help you. How do you reconcile that 
with your opinion? 

Dr. Jeidels: I think it would be rather Aarrow, generally speaking, 
to say, because an enterprise is not exclusively financed by share capital 
or by the own capital of the proprietor of the firm, that a bank should not 
give credit facilities. 

Sir Purshotamdas Thalcurdas: You would call that a narrow view? 

Dr. Jeidels: I would call it a rather narrow view. It depends very 
much on the circumstances of the case, whether the deposits are all for 
one year only or part of them two to five years. 

Sir PuT8hotamda8 Thakurdas: The average maximum is one year. 

Dr, Jeidels: If I were the banker approached in such a case I would 
try to find out whether the depositors are people who believe in that kind 
of investment and can be fairly relied upon for extending the deposit at 
maturity. 

Sir Purshotamdas Thakurdas : He deposits because he wants to earn 
interest. 

Dr. Jeidels : The question is whether he is in the habit of getting his 
interest by this kind of deposit or whether it is for him an exceptional 
case. ’ 

Sir Purshotamdas Thakurdas : He deposits his spare capital and he is 
likely to renew it unless there is a crisis. 

Dr. Jeidels: Although this system of deposits from the public is not 
usual in the west, it has existed in England, especially in the earlier stages 
of industrial development. It has played an important part and still 
does in some industries. Deposits exist in all industrial countries to some 
extent. The banker sees from the balance sheet the nature of the capital 
emploved, and may find among the creditors such which have the charac¬ 
ter of these deposits. Apparently the banker regards such deposit as 
a loan similar to a bank loan. Even against debentures there is a certain 
animosity on the part of banks here, which I do not fully understand. 
The debenture is of course much less objectionable from the banker’s point 
tA view, because it is long term money while deposits from the public 

m2 
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are comparatively short term loans. If in a country like India, and es¬ 
pecially in the province of Bombay, capitalists have the habit of deposit¬ 
ing money with industrial enterprises instead of depositing it in a bank 
or buying Government securities or other kinds of debentures or shares, 
then I would consider it as an established habit. It may not remain for 
ever, but it is one of the sources from which industry derives part of its 
capital; it stands somewhere between the banking credit which is unreli¬ 
able and short term and the share—or private capital which is permanent. 
I do. not wish to say anything in criticism of banks who conduct their 
business according to their experience and principles, but generally speak¬ 
ing, if a banker were to ask my opinion l would recommend not to take a 
too narrow view about deposits; I would not consider deposits ag loans in 
the same class as the credits from a supplier of raw material or from the 
bank. 

Sir Purshotamdas Thakurda8 : Would it be correct to affirm that you 
do not consider this to be a source of finance for industries which neces¬ 
sarily requires to be discouraged, and that if it cannot be replaced by 
something more useful we should try and keep it up or at any rate that it 
should be kept up until it can be replaced? 

Dr. Jeidels : I think so. 

Sir Pur8hotamda8 Thakurdas : l particularly ask as lately it has been 
the fashion to run this down as a danger to the country. 

Mr. Trip: May I ask one question.? Do the public who give those 
deposits keep their money so deposited for a long time? 

Sir PuT8hotamda8 Thakurda# : Yes. 

Mr. Trip : Has it never been tried to convert those deposits into 
debenture loans? 

Sir Purshatamdas Thakurdas : No. 

Mr. Trip : Why should that not be possible ? 

Sir Purshotamdas Thakurdas : You see Indian depositors of this class 
»re conservative; they like to have their money in a firm which they can 
get at. Then we have a system of dowry. When a man marries he 
gives his wife a thousand or two, and that is looked upon as the wife's 
pwn money. It is generally deposited in the mills in the name of the 
husband and the wife, and if anything happens to the husband in between 
the periods of renewal the woman goes and says “I want to withdraw 500” 
and the mill agent or manager gives her the money. That is a great 
facility, and whether it is right or wrong, the fact remains that peopk 
instead of investing in Government paper prefer to deposit their money 
like that at 5 per cent, or so because of the facility with which they can 
get at it if required. 

Chairman : I would like to supplement what Sir Purshotamdas Thakur- 
Jas has said by what was said by the representative of the mill interest 
before us. 

“The procedure in the case of new mills is as follows. Out of the 20 
lakhs required to finance the block capital. 5 lakhs is raised as share capital 
and the balance is found in the form of 7 year deposits for Es. 5 lakhs 
*nd one year deposits or the managing agent’s own capital for the remain¬ 
ing 10 lakhs.’’ 
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Therefore, (hough no debentures are placed, long term deposits are be¬ 
ing taken in that particular locality. 

Sir Punhotamdas Thakurdas: That refers to a mill company before it 
has paid anything. The' point to be noticed is that the Ahmedabad mill- 
owners are evolving their own measures of finance as the people gain faith 
in the cotton textile industry. That was not the position 20 years back 
which was what I was telling you about. Hie above method of finance 
has been adopted in the case of the few mills put up during the last two 
-or three years. 

Sir Hugh Cocke: Might I ask one question ? In the Bombay mills 
in the rather adverse days through which they have been passing have 
any mills been seriously inconvenienced by the withdrawal of deposits? 

Sir Purshotamdaa Thakurdas: Very much. 

Mr. Shanmukham Chettg: Is there not another way under which 
the managing agents form a private limited company for the purpose of a 
managing agency and they take up 75 per cent, of the share while the 
other 25 per cent, are distributed amongst the shareholders who are called 
qpon to take up say Its. 5,000 shares and at the same time to make 
a further deposit of Its. 5,000? 

Dr. Jeidels: I understand that something similar existed in Lancashire 
and does still exist to an extent. It originally started long ago, when not 
fully paid-up shares, were issued. A man who took up £500 worth of 
share, paid in £250 and left the balance ns deposit which was later absorb¬ 
ed for full payment of the shares. 

Sir Purshotamdaa Thakurdas: Now let me present the dark side of 
the picture. In Ahmedalwid you have seen the best effects of this system. 
In Bombay there were the best effects 15 or 17 years ago. Lately, 
however, in Bombay, the difficulties have been real. When the mill 
begins to lose, say half n lakh or Bs. 20,000 or Bs. 30,000 a month, its 
difficulties are great. The Bombay mills may be said on the whole to 
be losing from year to year. The banker gets uneasy, and the depositor 
also gets uneasy. The depositor does not renew. ' The mill seeks assist¬ 
ance from the banks, nnd particularly ns the Imperial Bank is not liberal 
enough, the trouble starts. The Bank which is approached looks at the 
balance sheet. It hesitates to finance. It is at this juncture that the 
system which I have mentioned regarding Ahmedabad should be allowed 
to continue. Some organisation, either State or private, should stand by 
such concerns which have sub-strata—I am not talking of those of which 
the bottom is knocked out—and should give them assistance during a 
crisis like the one which Sir Hugh Cocke has referred to. 

Dr. Jeidels : My general attitude with regard to the two institutions 
which are at present essential for a large part of Indian industry, namely 
managing agents and public deposits, is that industry ought by and by 
to get away from them. They have somewhat outlived their function. 
If I put myself into the position of an industry started 20 years ago 
with deposits and the deposits still form part of the finance and represent 
practically the entire working capital, then I would be rather afraid about 
-the deposits. From year to year I would have felt more unoomfortable 
and would have looked for opportunities to replace this kind of finance. 
It can be done in several ways. I would wish that the mills ought to 
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have done away with the deposits at an earlier date—this is an observa¬ 
tion, not a criticism—they certainly ought to do it in future whenever they 
get some more reliable finance. 

Sir Purahotamdas Thakurdas : If they can and when the opportunity 
offers. 

Dr. Jeidels: Yes, for all financial transactions, the time has to be well 
chosen. Without a sympathetic banking system, which gives the ad¬ 
vice and carries it out it is rather difficult to get rid of the deposits. 

Sir Purahotamdas Thakurdas: Would you think that the views of the 
banking organisations here can be sympathetic? 

Dr. Jeidela : If you will allow me, I will picture to you a conversa¬ 
tion between a banker and a millowner in Ahmedabad. The banker is 
always in touch with his bank because he takes overdrafts, makes remit¬ 
tances, etc. The banker would take some opportunity to ask: “How 
is your financial situation generally? Are you still financed by deposits? 
What is your experience; are they always renewed”? He may receive 
this answer, “They have practically all been renewed, but more recently, 
owing to more attractive possibilities of investment or for other reasons, 
some gave notice. I cannot rely on it as formerly”. The banker is not 
satisfied with the answer; he continues: “Let us think of some way to 
get rid of these deposits, at least those which may become dangerous. 
What about a debenture loan? At present”, the banker continues, “I 
do not see much possibility of floating it. but let us prepare it. Make up 
a memorandum on your mill and sketch on this new financing. Can you 
from vour own pocket increase by a little your share capital?” The 
customer may answer “yes (or no.) But try to make a market for these 
debentures.” The banker: “It is not possible now but may be in a few 
weeks from now. Let us make the plan for it and come to an agree¬ 
ment”. The banker adds one more suggestion: "Your business is large 
enough to justify a debenture loan of 10 lakhs, but of these we only issue 
half, i.e., /> lakhs, which is enough to get rid of most of the depositors! You 
reserve the other half for a later time and may be able to sell them on 
better terms. Let us,now arrange the terms for an eventual sale inside 
of the next three months”. T have given you one conversation, and could, 
of course, invent a number of others. 

Sir PuT8hotamdas Thakurdas: Let me now give the reply. I am not 
aware of any Bank Manager who has taken that sympathetic interest ns 
your conversation suggests. That is all I can say. 

Dr. Jeidels : And I may reply that this is just what I suggest the banks 
should be encouraged to do with regard to industrial finance. It is prac¬ 
tically the system in which T live; it is a specimen of sympathetic attitude. 

Mr. Lamond: What about the other depositors? Depositors in the 
mill would not be prepared to have worse security than debenture holders. 

Sir Purshotamdas Thakurdas : All the requirements have to be secured 
in debentures. 

Mr. Lamond: All the deposits. 

Sir Purshotamdas Thakurdas:Yes. the total amount required; other¬ 
wise you undermine the security of the balance of the deposits. 

Chairman : If there are 10 lakhs, and 5 lakhs are first issued in deben¬ 
tures leaving 5 lakhg deposits. That is Mr. Lamond’s point. 
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Sir Purshotamdaa Thakurdas: I understood it this way, that the 
Manager might try and say, “if he floats 5 lakhs, he will give refusal to 
the Bank for the other 5 lakhs” I thought that Dr. Jeidels said that. 

Dr. Jeidels: Yes. 

Chairman: Float 5 lakhs debentures immediately and practically carry 
forward the other 5 lakhs and issue debentures later on. 

Lala Harkishen Lai : In practice the security of the depositor does not 
decrease, because the deposit is for one year while the debenture is for 
5 5 ears, 10 years, or 15 years. The depositor comes and takes his money 
at the end of the year and changes the money into something else or gets 
security. It only decreases if the chances of its being renewed or re-in- 
vested are absolutely gone. As a matter of fact, in the Punjab, in several 
liquidations the liquidators themselves settle these things first. 

Mr. Khaitan : These deposits that are made to the mills in Ahmedabad 
provide partly for what is called capital debt and partly for working capital. 
You have given us the gist of a conversation that takes place for the floata¬ 
tion of debentures. I take it that the debenture loan would be required 
to the extent that a capital debt is required. But in regard to working 
capital, perhaps the Bank Manager would agree to advance a loan from his 
own funds on the security of the liquid assets of that factory, because 
that would be looked upon as good cover. 

Dr. Jeidela : I think so. Of course the conversation which I invented 
between the banker and the customer did not last five minutes but half an 
hour and it contained much more. Mr. Lamond asks: if you choose to 
pay off 5 lakhs deposits, what about the other 5 lakhs? My answer is, 
that the mortgage for the debenture loan covering the full amount of the 
deposits, those depositors who are not repaid can share the security of the 
debenture-loan. Now Mr. Khaitan enters the field and the banker 
answers him thus: “If we agree on principle on the issue of debentures, of 
which we hope to place soon. In the meantime, you may be quite assured 
that you will not get into difficulties if some of the depositors give you 
notice'*. 

Sir Purahotamdaa Thakurdas: In other words, the bank offers to put 
its shoulders to the wheel. < 

Dr. Jeidels : As the customer hn R arranged for the financial transaction 
to liquidate his bank-loan. „ ’ 

. Mr. Manu Subedar: This rests on a foundation of sand. 

Mr. Rushforth : Supposing your banker and vour millowner have 
agreed that this is very desirable and that 5 lakhs shall be issued. I under¬ 
stand that the bank itself does not take up any of these debentures ? 

Dr. Jeide}s : Not at the moment. 

Mr. Rushforth : The prospectus will be issued and on that prospectus 
will be put the name of the Banker—the Chartered Bank of India. How 
will that ensure the issue of the debenture loan being any more success¬ 
ful than what actually happens now? 

Chairman: This Bank will approach at that stage a firm of stock 
brokers and will try to arrange with them for the issue of the debentures. 
That is the idea? 
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Dr. Jeidela : If a bank brings out a prospectus for 5 lakhs, it will try 
to fitad privately some investors who take 2 or 3 lakhs so that the success 
of the issue is practically assured. 

Mr. Ruahforth: The Bank itself would make endeavours to find sub¬ 
scribers ? 

Dr. Jeidela: Yes, 

Mr. Ruahforth: Do the bankers take any active part in finding sub¬ 
scribers in other countries? In India they do not. Their name goes on 
the prospectus and that is the end of it as far as the Bank is concerned. 

Mr. Currie: In England the stockbroker is responsible to furnish subs¬ 
cribers. He arrauges with people who are likely to be interested. 

Mr. Ruahforth : Dr. Jeidels’ main point is that the banker should take 
a more active part in securing public subscriptions. 

Dr. Jeidela -. Yes. 

Label Harkiahen Lai: I know of a very recent case the history of which 
>s this. The formation company took a contract of building a mill in 
India for a certain Bank. They put in some money, took some shares and 
started building and ordering the machinery. The concern then came to 
a standstill. They went to some people in England, now called the 
guarantors, to find the money aod they found the money in a way that 
they made a promise that at a favourable rate they can issue debentures. 
Meanwhile, on that promise of issuing debentures, they got an agreement 
from this Indian Company that the Indian Company on that occasion will 
be prepared to issue debentures. On this promise they went to an English 
Hank and that Bank advanced them a great deal. When this formation 
company wtijre in difficulties—sums of money now amounting to 30 lakhs— 
the formation company has put up buildings and has bought machinery— 
this formation company applied to the Bank who had advanced this money 
and also to the guarantors, but the money was not forthcoming. The 
Indian Company came along and found the money exactly as you said long 
before 2 or 3 years ago as working capital on a certain margin. Something 
happened and the company come to a standstill. 

Dr. .Jeidela: I am not surprised. 

Lull Harkiahen Lul: T am not surprised either. The Indian Company 
lu.y <!<•* sufficient liquid assets. This experienced very old bank does not 
know how to recover the money from the property of 30 lakhs. The case 
is still pending and several people are interested in it. What advice would 
you give? 

Dr. Jeidela : A case like that I would not have recommended to an 
Indian Bank. 

Lola Harkiahen Lai : But there it is. 

Dr. Jeidela: The Bank will probably say, and so do I: “Never do it 
again”. 

Lain Harkiahen JmI: They have done that many a time. Would you 
kindly tell us something about this. There used to be a Stinnes. Would 
you kindly tell us about their banking and their enterprise? 

Dr. Jeidela: It was an exclusively industrial firm. 

Lola Harkiahen Lai: How did they get their banking? 
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Dr, Jeidels: It got their bank loans against collateral of shares. 

Lola Harkishen Lai: Not on bricks, not on hotels? 

Dr. Jeidels: No. When this big concern failed in 1925, the liquidation 
lasted only about 4 months and no creditor lost a penny. The reason was 
that the firm had got nil their credits against security in shares. 

Lala Harkishen Lai: Is it the case that several of their concerns were 
floated into separate companies and the dotation brought their own 
security? 

Dr. Jeidels: The loans were against rather liquid assets. 

Lala Harkishen Lai: The liquidation was quick because a dozen banks 
all joined to get this liquidated in a few weeks. It means they put in 
their money where your opinion would have advised them not to. 

Dr. Jeidels: You will find cases in which the banks have to take over 
the property, that is brick and iron and steel. But in this case all loans 
were against collateral, all elastic securities, which were sold inside of a 
few months. 

Lala Harkishen Lai: Do you know that man) new countries which are 
new under the war arrangements have started industries or industrial life 
under a very different system from what you are advocating? 

Chairman: I was about to bring that point to your notice because you 
have been telling us about German banking, but as Lala Harkishen Lai 
has referred to it and said that he has not got any literature and as I 
happen to possess some literature, I 3hall quote to you from that literature 
to elucidate what he has said. This is an article in the Economist 
Hungarian Supplement of December 20, 1930, by Dr. Tibor de Scitovszkv, 
former Minister of Foreign Affairs, General Manager of the Hungarian 
-General Credit Bunk. There are circumstances here which fit in with 
conditions in India at the present day. I will only quote to you the rela¬ 
tive portions- 

“The principal Hungarian banks have, from the very beginning, 
taken a leading part in the industrial life of the country. This 
is due, above all, to the fact that Hungary was always short 
of funds and that private individuals with adequate supplies 
of capital were not forthcoming in sufficient numbers to take 
the lead in establishing industrial undertakings. The principal 
banking institutions, however, had greater capital resources” 

of course that may not be applicable to India at the present day, 

“aud were in a much better position to market the shares of the 
leading industrial undertakings. This situation was, of 
course, very similar to that prevailing in Austria and in 
Germany”. 

That is what puzzles me. 

“In consequence, the large Hungarian banks became both share¬ 
holders and creditors, a combination which implied a very 
•wide measure of influence and control in the nascent indus¬ 
trial undertakings of the country.” 
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Then it goes on: 

"Industrialisation would make the country less one-sided, by dimi¬ 
nishing its exclusive dependence on agriculture—a factor of 
the very greatest importance in view of the unfavourable 
world outlook for agricultural produce—it would strengthen 
the home market, improve the trade balance, and reinforce 
the very basis of the public revenue." 

It goes on: 

“The banks came to participate more and more in industrial com¬ 
panies and also placed industrial shares, both at home and 
abroad. ” 

That is what you advocate. Then conies the end: 

“Tlie wisdom of this policy of co-operation between banks and in¬ 
dustry has been confirmed by the endeavours recently made 
in Great Britain find France with the same end in view. Even 
in these highly developed countries, where development has 
been on entirely different lines, the need for the banks to 
take more active interest in industry has been recognised in 
these hard times.” 

I shall hand over this article to you. On reading it as it appears, it seems 
to me that the activities of hanks have been directed not only to placing 
shares and debentures in the marktt but also “in becoming" to quote its 
words "both shareholders and creditors". 

Dr. Jeideh: I shall speak about banks industrial shareholdings on the 
back of the paper from which you have read, balance sheets are printed; 
you can rend in these how far the banks do it. They can certainly do it 
only inside of a limited part of their capital. 

Chairman: li may be. a limited part. We have heard other people’s 
views on the subject. It is not so much a limitation of the amount as the 
principle. 

Dr. Jeidr-ls: What you have read is so nicely put that, had I known 
it, I might have quoted it in my memorandum; it means practically the 
Barae as my statement. It must not be misunderstood bb meaning, that 
this bank opens a factory of its own and takes the shares or opens a coal 
mine and takes the share; which again does not mean that a bank never 
does it. In the first stage the hank should help more by advice than 
money, in the second stage more by money than advice. 

Chairman : That may be so. but as it is I was quoting from the passage. 
It begins by saying that “private individuals with adequate supplies of 
capital were not forthcoming in sufficient numbers to take the lead in 
establishing industrial undertakings". 

Dr. Jeidels : This is quite true. 

Chairman: Then it goes on to say that banks had capital resources 
and they made these capital resources available. It may be that banks 
in India had not got those capital resources, if so the circumstances will 
be different. Then it refers to the fact that large Hungarian banks became 
both share-holders and creditors, and rending the statement as it stands of 
the General Manager of the Hungarian General Credit Bank, I can only 
take it to mean that the bank provided the initial capital required for 
establishing industrial undertakings. It is precisely that which you do 
not advocate. Then the statement goes on to refer to what has been 
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happening in Great Britain and France in similar directions. What that 
is, I confess, I do not Rt the present moment know, though I think we 
have managed to collect some information on the subject but all thi9, if 
I may sav so, is in conflict with what you hnve said. If I have understood 
you properly, your view is no doubt the orthodox English vie\V, that at the 
stage of establishing an industrial undertaking it is the shareholder who 
should produce the capital and that capital should be adequate and at 
that stage a bank must not come in. A bank can come in later on to 
help to place its debentures or to provide working capital against liquid 
assets, etc., but according to this article they have been doing quite a 
different thing. It Bays that this situation was very similar to that pre¬ 
vailing in Austria and in Germany and that the same thing is being done 
in Great Britain and Germany. I think, Lalajee, that is what you were 
referring to. 

Lola Harkishen Lai : This iB only Hungary, my literature covers about 
50 countries. 

Dr. Jeidcla : .1 think we must take an expert from Hungary to examine 
what he has to say and what the author of the article means about the 
policv of the Hungarian banks. There arc cases where a bank takes 
shares in the early stages but it is an exception to the rule and ought to 
remain an exception. If the banks of this country would make it a rule 
or even make some exceptions of the rule ns I stated it I am afraid the 
result would be disastrous. If banks sometimes engage upon such 
business they can only do it inside of narrow limits. It would be useful, 
if we had a practical case before us. If somebody came to the Hungarian 
bank and explained his intention to start a soap factory, having sold soap 
as merchant and now wishing to manufacture himself, you may be quite 
convinced that the bank would not participate in the formation of a 
company for this purpose. If the matter appeals to the bank, if it is a 
customer and well known to the bank, it may try to help him along; the 
bank may have a chemical factory as clients, manufacturing raw material 
for soap makers. The bank may sponsor the new enterprise by sympathe¬ 
tic advice in the hope of seeing an industry developed for the benefit of 
the country'. Please do not believe that in banks starting new industries 
you will find more than exceptions to the rule, and such exceptions can¬ 
not be often repeated by the Barne bank. Stock companies as you know 
do not frequently come into existence ns new enterprise; generally it is 
private enterprise turned over to a joint stock company with the intention, 
at the Bame timp to enlarge with some participation of the public. with 
some outside finance. What I wish to impress upon you—and this is the 
tenor of the memorandum—not to believe everything whRt you read and 
hear on banks' activity in starting new industries'’. 

Chairman : Therefore, your advice to us would be to ignore what has 
been written by this eminent gentleman who, I find here, is the General 
Manager of the Hungarian General Credit Bank which undoubtedly as it 
stands gives one the impression that even at the stage of the establishment 
of industrial undertaking it has been the custom for the principal Hungarian 
banks to provide n part of the capital either shares or advances. I believe 
thiB is one of the banks which was started nfter the war?—-It is one of the 
old banks. 

Chairman: Was it thereafter reorganized under the auspices of the 
League of Nations?—No. 
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Chairman: My own recollection is that the whole of the finances of 
Hungary were re-organised under the auspices of the League of Nations— 
Not the banks. 

Chairman: According to the statement of the General Manager of the 
Hungarian General Credit Bank (I am not concerned whether the policy 
is good or bad, I am placing before you facts) it has started that policy. 
We have heard a good deal about this question of post-war continental 
arrangement from various people. If you have read the evidence, you 
must have seen a rather lengthy memorandum on the subject of certain 
Hungarian banks which was placed before us by a gentleman who was at 
a certain stage connected with ona of these Hungarian banks. That is all 
in the evidence, but here is something from the General Manager of, what 
you admit is. one of the principal, strong and stable Hungarian banks. 

Mr. Shanmukham Chetty • You read an extract from that paper to show 
that at least in the case of one great Hungarian bank they departed from 
what Dr. Jeidels wants us to believe in this memorandum to be the 
orthodox and the best and ideal method of starting industrial concerns. 
If I have understood the tenor of this memorandum correctly, he wants 
us to get rid from our minds of the misconception that in Germany banks 
finance industrial concerns bv way of subscribing to share capital in the 
initial stage—Exactly. 

May I ask you just to let this Committee know what is meant by the 
simultan. Qrv.it dung in Germany?—It is one of the legal forms, in which 
a joint stock company is established. 

It is one of the methods by which an industrial concern is started. Now 
when it is started under this method, is it the practice in Germany for 
banks to take the initial capital?—No, it is not. 

Here is a book called “Joint Stock Banking in Germany” by Mr. P. 
Barrett Whale, published by MacMillan and Company. On page 42 it is 
said: “The use of simultan Griindnng means, therefore, that company 
promotion is the affair of the larger banks and bankers”. 

Again on page 40: 

“But where it is intended to place most of the shares amongst the 
public, the greater part of the capital is usually provided in 
the first place by one or more large banks or bankers—the 
remaining promoters possibly contributing only the minimum 
sum for one share each”. 

Again on page 38: 

“The point of importance to be noticed here is that the average 
German firm has always depended to a remarkable degree 
upon obtaining current account advances, and that not 
merely to provide itself with working funds but also for the 
purpose of extending its permanent equipment (construction 
of buildings, acquisition of machinery and the like) in anti¬ 
cipation of recourse to the investment market”. 

I am very much interested to know, to enable the Committee to under¬ 
stand the book, how to reconcile these passages which I have read with 
the statement that you have made and the portion you have taken up in 
this memorandum. 

Mr. Mann Subedar: And the counsel of perfection which you are giving 
-to India. 
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Dr. Jeidcla : There is a difference between establishing a private 
industrial firm and the formation of a joint stock company. Take the 
soapmaker who has opened and developed a factory; it is in successful 
operation. A private company does not allow sufficient outside financing 
for further development to satisfy the ambition of the owner. He trans¬ 
forms his existing industrial enterprise into a joint stock company and 
the joint stock company’s securities are floated in the market. 

Chairman: My point is different. I have alreudv quoted to you the 
very precise statement that in Hungary private individuals with adequate 
supplies* of capital were not forthcoming in sufficient numbers. There¬ 
fore 1 cannot from that statement myself follow the position you have 
indicated. A private individual starts a concern and when he has not 
got finance, i.e., when he is short of capital, he converts it into a joint 
stock concern and then something else happens. If I may say so, that 
does not follow from the wording of this sentence—but neither is it in 
contradiction. 

Chairman: I really do not know; in fact that remark refers to what 
Mr. Chettv read out about a joint stock concern. It is also the expansion 
of the Hungarian example. 

Dr. Jculcls: The solution of what seems u contradiction between the 
various statements on the table, is that normally an enterprise is not 
started as stock company with public participation but that it first develops 
in private form. 1 do not think that Hungarian or German banks have 
with some exceptions which I shall mention later—started new industrial 
enterprise and participated in it. Industrial joint stock companies in 
which banks participate somehow, as u rule carry on existing and do not 
represent new enterprise. Industrial and similiar business of a large scope 
will before long realise that the private, resources of the proprietor will 
not be sufficient. Whether it is suitable for t, joint stock company, 
depends on size, past record and prospects which must warrant to take 
anonymous partners into the business. If those requirements are fulfill¬ 
ed, banks tnke sometimes a limited share interest in the new company, 
but T must insist that, with quite a few exceptions, it is not starting of 
new industries, ft is not as. popular opinion pictures it, that one starts 
with selling shares of the stock company, then buy s the factory site, bricks, 
steel and so starts an enterprise. In reality in those cases which can be 
a field of activity for banks of the Continental European type business 
starts first and when sufficiently developed it might be fit for outside 
finance, for taking in anonymous partners and eventually a bank’s assist¬ 
ance. This is what Prof. Barrett Whale has stated and that is what the 
Hungarian bank has in mind. 

Chairman: It is slightly different. I shall still pursue the matter. Is 
it your proposition that not at the stage of the initial establishment of 
the industrial undertaking but at a subsequent stage when it requires 
additional funds to keep it going or for the purpose of extension you 
would not object to a bank coming to the assistance of that industrial 
undertaking.—T would object to a bank doing it, which has never done 
industrial finance business before. If a bank intends to start in industrial 
finance it certainly ought not to begin with business of this kind. 

Mr. Manu Subedar: Is vour bank therefore giving advance to an in¬ 
dustrial concern for block purposes as well as for working capital?—We 
would not give for block purposes. 
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Mr. Manu Subedar: You would give all the money for working pur¬ 
poses—You cannot make this distinction. 

Mr Manu Subedar: In the memorandum you have stated here that a 
joint stock company sh&uld start with enough money to put down all the 
special nmchinery, block and also most of the working capital which it 
would require. Is that so in Germany?—1 did not say joint stock 
company, I referred to industrial enterprise. 

Mr. Manu Subedar: Taking industrial enterprise, is that so in 

Germany?—Yes. 

Mr. Manu Subedar,: It finds all the block and the working capital?— 
It has to find the block and the working capital. 

Chairman: If this industrial enterprise, instead of being a private firm, 
were a joint stock company, then would banks in Germany provide it with 
additional capital for block purposes?—Referring again to the case which 
Sir Purshotamdas put before us, I can only say that if a bank wished to 
furnish money for the block, it could only bo by taking some shares not 
otherwise. The block has to be financed by shares if it is to be sound. 

Chairman: Or debentures? 

Dr. Jeidels : By taking up shares or debentures. It is done in many 
countries, not only in Germany and Hungary. It is done with a view 
to appeal to the investment market. In the memo. I have explained at 
length that the capital market which waits for this transaction is an essen¬ 
tial condition for at all entering upon it. It must not be tomorrow, but 
in the near future. Industrial transactions, financial transactions on the 
part of banks in Germany are at present very small owing to the lack of a 
functioning capital market. 

Mr. ■ Khaitan : The question which arises for practical consideration is 
this. Supposing the circumstances you have enumerated under which 
industries should develop under ideal circumstances, supposing it has 
been put to us by expert witnesses who know the conditions of the country 
that it is not possible in India for industrial development, then would you 
advise the country to remain stagnant or have you any constructive sugges¬ 
tion to make whereby industrial development can take place in this 
country ? 

Chairman: This can be pursued after lunch, because it is already past 
one. You may repeat the question after lunch. This is a most import¬ 
ant matter. 

The Committee adjourned for lunch till 2-30 p.m. 

The Committee re-assembled after lunch at 2-30 p.m. 


Mr. Khaitan : Would you give us your ideas as to what a perfect 
system would be as regards the relationship between hanks and industries? 
Suppose some expert witnesses have given us their opinion that that 
system would not be possible for India if Ind ; a is to advance industrially, 
then have you any real constructive or practical suggestions to make as 
to what method India should adopt for the purpose of advancing indus¬ 
trially. 

Dr. Jeidels: Let us understand each other. Gentlemen, I cannot 
recommend for India any method which is not ; n use in some part of the 
world with a longer record of industrial development than India, any 
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method which has not been tried and approved because it is very dangerous 
to develop industry on new and original lines if there is no full assurance 
that they are really absolutely good lines. I venture to say that there is 
no field of capital investment in which so much money can be lost as in 
industry. Therefore I cannot recommend anything which is not more 
or less approved in the rest of the world. This is the negative side. On 
the positive side, in reviewing the various possibilities and systems in use 
in the world, I arrive at the opinion that a sysem of banking with regard 
to industry similar to that which exists on the Continent of Europe, which 
exists now also in the United States, and as it is developing also in 
England and other countries, that such system ought to be built up in 
this country too; that it should be built up on the existing banking insti¬ 
tutions; that it ought to be built up slowly and systematically,' because 
only systematic development will avoid the great losses which are inherent 
to this line of business if it is done hurriedly or prematurely. All my 
remarks and statements are made with this practical end in view. 

Mr. Khaitan : Unfortunately, Dr. Jeidels, we find that the views express¬ 
ed by you as regards conditions prevailing in some other parts of the world 
and even in your own country do not quite agree with the views we have 
found in books. I do not mean to trouble you about that, but there is 
that discrepancy. What I want to know is that if the perfect system, 
according to you, cannot be adopted in India for the development of indus¬ 
tries, would you rather allow India to remain stagnant as regards the 
development of industries than adopt new lines of banking? That is, you 
would not advise India to adopt such new lines, which are new lines acoord. 
• mg to you but which according to the books are not new lines? 

Dr. Jeidels: But I am sorry to have to trouble you, Mir. Khaitan, with 
it. You were good enough not to wish to trouble me with quoting the litera¬ 
ture. All that you find in descriptions of various systems you have to scruti¬ 
nise carefully. The descriptions which you find, contain details of a fully 
developed system, and a fully developed system at its most favourable 
stage; fully developed in two ways: one is that the banks have developed 
that business, have gathered experience. 

Mr. Khaitan: If you will excuse me, I do not want to take up your 
time. 

Dr. Jeidels : But I have to take up the time of the Committee because 
this is, so to say, the residue of this morning's discussion which I have to 
get out of the way. What you read in all these books, is a description of 
the stage of highest development of banking policy. But that has in 
•every country been built up slowly; when fully developed it shows a 
number of forms of business with industry, which have gradually evolved 
and which cannot possibly be adopted straightway from the start. In 
developing particular line of policy for a number of years, other subsidiary 
lines of business may emerge out of the main scheme, but these should not 
be adopted separately. The other side of the picture is this. That this 
bank policy of industrial finance requires a perfectly operating capital—and 
investment market. Even in countries where the methods of indus¬ 
trial finance are developed by the banks to highest perfection, they do not 
function where the capital-market does not respond. For instance in 
Germany, which originally gave the name to the system it is, at present 
cultivated only to a very small extent because the capital-market does not 
respond. 
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Now with regard to your precise question; you said, if Indian industry 
cannot be developed on the lines suggested by me, do I want Indian 
industry to starve and would I be satisfied to have no industrial develop¬ 
ment? That is why I have attached a paper to this memorandum which 
is more a piece of political economy. Fortunately the assumption from 
which you start is, I believe, quite wrong. Indian industry has developed 
and is developing; it is not in such an unsatisfactory state us one might 
assume froul part of the printed material which this Bunking Enquiry has 
collected. The number of joint stock companies in this country js 5,700. 
These companies represent a capital of 276 crores. Statistics show 
that every year quite a number of new companies is formed. Some in¬ 
dustries in this country are on the highest possible stage of development, 
and every body who comes to.India to examine the position must admire 
the quality and high standard of some of its industries—and this in a 
mostly agricultural country. All that has practically been done in the 
last 30 years. Therefore 1 think the. assumption is not correct that if 
no special recipe can be prescribed then industry will starve. I think 
'industry in this country will develop .and ought; to develop in accordance 
with the economic conditions find possibilities of this country and the rest of 
the world. We are not living in the golden age of industry and industry has 
had many set-backs in all countries. Indian Industry will develop and the 
next 10 years will show much further progress. Indeed 1 believe that the 
progress of existing and the birth of new industries will be stronger and 
sounder if there is co-operation between industry and the banks. Such 
co-operation, I think, is lucking. What. I have suggested in this connec¬ 
tion may appear unsatisfactory to those who expect the millenium, but 
I think it will be useful and productive and I think it will work. 

Mr. Khaitan : As regards the co-operation you have just mentioned, 
how is the co-operation to come about? If you lcx>k at page 4 of your 
statement you have classified the several kinds of banks. You say. 
“Exchange Banks are generally indifferent or adverse—”. T would not 
say “adverse” because Mr. Buckley might complain. 

Dr. Jeiilch: I did not mean it in the sense of “hostile”; please say 
“averse”. 

Mr. Khaitan: “Exchange Banks are generally indifferent or averse”. 
So we have to give up the Exchange Banks. Then. “Among the Joint 
Stock Banks there are very few large enough to be capable of this class of 
business”. Even those large enough are as you know “indifferent or 
averse”. Then comes the Imperial Bank. We know that the Imperial 
Bank has its eyes more on exchange business than on industrial finance. 
That disposes of the banking institutions in India. Then between what 
banks and industrialists is to come the co-operation? 

Mr. Jjamond : Is that quite a correct statement? The Imperial Bank 
has not declared its policy. 

Mr. Khaitan: We have seen several statements of Managing Governors 
that if the restriction was not there thev would have taken to exchange 
business. We have still to hear from the representative of the Imperial 
Bank sitting in this Committee that the Imperial Bank i s prepared to take 
up industrial financing business. I do not want to draw Mr. Lamond, 
but so far as we know the Imperial Bank has not got its eyes on indus¬ 
trial finance. I do not doubt that they open cash credit accounts for some 
industrial concerns, but that is a different class of business. Then where 
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are the bunks with which we are to have the kind o£ co-operation so elo¬ 
quently suggested by you established' 1 

Dr. Jcidela : 1 have given the answer which you have not accepted— 
the Imperial Bank. 

Mr. Khaitan : But the Imperial Bank is a bank owned by share¬ 
holders ; it is governed by a Board of Directors; the n there are the Manag¬ 
ing Governors or some kind of Central Board. They may or may not 
choose to adopt it. You have assumed that they will. 

Dr. Jcidela: It is not for me to decide it. 

Mr. Khaitan : Assume that they will not. 

Dr. Jcidela: I cannot assume it. 

Mr. Khaitan: Suppose for the sake of argument that the controlling 
authorities of this institution decide that they are not going in for indus¬ 
trial banking business. 

Dr. Jcidela: It would create a rather queer situation. Then only e, 
new Joint Stock Bunk, an entirely new institution, would be able to do it. 
But I do not even know whether there is an inclination in this country, 
to form new banks which would do the business on the lines which I 
consider the only possible ones. I doubt whether there are parties with 
sufficient enterprise, parties and money to form a new institution for this 
kind of business, keeping in mind that the existing institutions are entirely 
at freedom to develop the same kind of business which the new institution 
would wish to develop. I do not think that a special institution is very 
well fitted for it. One may draw the various classes of investment trusts 
into the discussion. I do not know whether investment trusts or some 
other special institution for this line of business can be built up; even if it 
could be done, I still would find a lack of some element in it, the 
practical business element, an element of caution, which the banks would 
supply. Of course, it is, 1 agree, a matter of opinion. I think that 
private banks, sufficiently strong, are a very good medium for develop¬ 
ing it. A special institution is quite a different mutter; we will have an 
opportunity to discuss such an ideal special institution. 

Mr. Khaitan: But with regard to the special institution you seem to 
be under the misapprehension that the supposition is that that special 
institution would only advance against block. Perhaps that is not quite 
correct. A special institution may be authorised, according to your advice, 
to take part in commercial banking, to advance money against liquid 
assets. I do not know w'hether you have looked into the report of the 
industrial commission. The industrial commission has recorded its 
opinion that if an industrial bank is to be started for some years at least 
they should be allowed to do commercial business as well. 

Dr. Jeideli: You confirm what I say. If it wag to be a new bank it 
would not have to devote itself principally to foreign trade financing nor 
to the trade of a certain part of the country, but it would have to be from 
the start a regular bank, taking deposits and conducting other banking 
business, but attaching more value to the industrial side, and specialising 
somewhat in it. 

Mr. Khaitan: Not simply industrial finance but industrial banking as 
well ? 

Dr. Jcideh: Not only industrial banking. Mr. Khaitan. Industrial and 
commercial banking. If you want a mere industrial bank it is not diffi¬ 
cult to predict that it would be bankrupt very soon. 

Vol. IV. N 
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Mr. Khaitan: Why are you taking that us a hard basis which cannot 
be melted, namely that an industrial bank cannot be authorised to do- 
commercial business as well. It can be allowed to do all the three kinds 
of business. 

Dr. Jeidels: We are now a step further. You say, if none of the exist¬ 
ing banks is prepared or capable of cultivating that kind of business, culti¬ 
vating it to the final perfection which you find in the books, then why not 
start a new bank. Eut such bank must do general banking business. 

Mr. Khaitan: Certainly. 

Dr. Jeidels: If you start it as a specialised institution for industry 
alone, take my wurning that it will not last long. It must be compre¬ 
hensive in the sense that you have to take small and big accounts, commer¬ 
cial accounts and agricultural accounts and all kinds of general banking 
business, but right from the start having a watchful eye on everything 
connected with industry. That watchful eye must also be a very cautious 
and carefui eye. What you say is this: a change of policy of one or 
other of the existing banks is practically an impossible process, it will 
not work; we therefor better start a new bank and if the new bank drives 
others by competition into the same field, so much the better. I have 
tried tp follow Mr. Khaitan to the full consequence, to which I do not sub¬ 
scribe and which I do not dispute. This is my answer. 

Lala Harkishen Lai: One- thing which I should like to know is in regard 
to the appendix which you have adder] on “Some figures on the present 
state of industrial development in India’’. 

You sav that industry like cotton, jute and tea gardens has developed 
on a large scale. The resources of India are not confined to these three.,- 

Dr. Jeidels: Take Statement No. 2. 

Lala Harkishen Lai: I am referring to para. 2 under “Some figures on 
the present state of industrial development in India”. 

Dr. Jeidels: Quite so. 

Lala Harkishen Lai: You have considered these three. 

Dr. Jeidels: I have only mentioned these three, but have considered 
more. In the statistics you find all; I used the word “like”, but should 
have said “for instance” or “principally”; please read it as “such as”. 

Lala Harkishen Lai : I should like to know your opinion now about cer¬ 
tain other industries, whether other industries with regard to size and 
quality match corresponding industries in western countries. I will give you 
the industries. Oil seeds. We have plenty. Have you discovered that 
our oil industries, vegetable oil industries, are on a par with these, cotton, 
jute and tea gardens? 

Dr. Jeidels : There are many finely developed industries in India. 

Lala Harkishen Lai : Is that industry developed, the size and quality 
matching corresponding industries in western countries? 

Dr. Jeidels: I suppose it is. 

Lola Harkishen Lai: You have not looked into it. 

Dr. Jeidels: It has not been my business. 
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Lala Harkishen Lai: I want to know the fact. Why don’t you say 
"I have not had time to look into it’ We did not impose any conditions 
to study all the industries. I am asking whether you have done it. 

Chairman: He mentioned one industry, the oil industry but there are 
others. All he wants to know is whether you have studied the conditions 
of those industries also. 

Lala Harkishen Lai: Oil seeds, timber, iron ore, hydraulic power, 
hydro-electric power, coal, minerals, sugar, leather, sand and clay, fruit 
and fruit industries, fibrous industries. If you have not considered, say 
you have not. What do you think of those? 

Dr. Jeidels: Do you ask me, whether I can give you a special opinion 
on certain industries which you have just named? 

Chairman : AH he wants to know is this, whether in making this state¬ 
ment you have considered the conditions prevailing in the industries men¬ 
tioned by you or also the industries mentioned by Lalaji. 

Dr. Jeidels: I have mentioned the largest ones. 

Chairman: I am very sorry. If you say you will not answer, we will 
take it down and be done with it. Dr. Jeidels is not willing to answer the 
question. 

Dr. Jeidels : I have answered; I have mentioned the three largest ones. 

Chairman: You do not say whether you have considered the others or 
not. That is the point on which Lalaji wanted to know. 

Dr. Jeidels: I have considered them, they are contained in the table. 

Chairman: I am very sorry ; it is not the question of the table. The 
statement made here is this. (Read paragraph 2 under the heading 
—Some figures on the present state of Industrial development in India). 
It is a question of fact. It is open to you to say yes or no. I simply 
wanted to get the position clear. He has no other intention. 

.Lala Harkishen Lai: I just wanted to know whether we have not on 
the whole so well developed as might be in these three industries and 
therefore a big field remains undeveloped. That is the real object. I 
know a great field remains undeveloped in several directions. I wanted to 
know whether Dr. Jeidels looked into this matter or not. Let us leave it 
at that. He does not want to answer that. 

Mr, Manu Subedar: In this case Dr. Jeidels represents all the other 
experts. May we know whether the other experts have something to 
say? 

Mr. CasselB: I think the answer is being given by Dr. Jeidels. 

7Jhairman: If any other expert wants to express an opinion, he would 
have said so. As nothing has been said, there is no use putting that ques¬ 
tion in every case. 

Mr. Manu S-ubedar : They are unwilling to reply. 

k 2 
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Lala Harkishen Lai : There is one aspect of the figures that you hava 
quoted with regard to shares and debentures and so on. I wonder whether 
your attention has been drawn to joint stock companies’ debentures as 
published in the ‘Capital’ from week to week. 

Dt. Jeidels: I have made a summary of the debentures quoted in the 
'Capital’. The aggregate amount is 11 orores. 

Lala Harkishen Lai : It is only 11 crores and not more,? 

Dr. Jeidels: No, as far as industrial debentures are concerned. 

Lala Harkishen Lai: Joint stock debentures? 

Dr. Jeidels: I think so; 78 different debentures to the aggregate 
amount of 11 crores. 

Lala Harkishen Lai : That is not a very big figure. Have you enquir¬ 
ed whether these debentures are partly or wholly held by the banks in 
Calcutta? 

Dr. Jeidels: No. 

Lala Harkishen Lai : You said that a banker might sometimes have a 
conversation with his client and come to the conclusion that debentures 
may be issued. May I ask whether you would add the words “bank ac¬ 
ceptances” also? 

Dr. Jeidels: Of course I do not include them. 

Lala Harkishen Lai: In my last visit to Germany I wanted to get 
machinery from Germany and I asked whether they would give it on credit. 
They told me if I could get acceptances from respectable banks in India, 
they would be quite willing. 

Dr. Jeidels: How long acceptances? 

Lala Harkishen Lai: 3 years. 

Dr. Jeidels : That is not bank's acceptance. 

Lala Harkishen Lai : They wanted me to produce bank acceptances. 

Dr. Jeidels: Which is as good as cash. 

Lala. Harkishen Lai : Evidently they would be familiar in Germany 
ysdth that kind of transaction; otherwise they would not ask. 

Dr. Jeidels: No. The bank acceptance is an instrument of the ordi¬ 
nary banking credit and not an instrument of industrial finance. 

Lala Harkishen Lai: Would you allow that imaginary gentleman with 
whom you had conversation and who was in difficulty in raising debentures 
to draw bills to raise capital? 

Dr. Jeidels: No, certainly not; by no means. 

Lala Harkishen Lai: I was myself asked in Germany by a very res¬ 
pectable and very highly developed concern that if I produced acceptances 
of a respectable bank they would give me credit for 3 years. Evidently 
from that I inferred at the time, and I have inferred now, that that kind 
of finance .was also well known in Germany. 

Dr. Jeidels : It is not known. 

Mr. Shanmukham Chetty : In your memorandum on the first page you 

say “Not only block but also normal working capital has to be furnished.. 

.strong enough”. With reference to this sentence, I want to ask 

you when a new industry is started in Germany how many years after the 
starting of the industry does that concern go to r, bank for finance? 
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Dr. Jeidels: It is very different. It should have been in operation at 
least one year so that one has a year’s record. One year is the shortest 
period, which includes all seasons; it may be a seasonal business which is 
very good in summer and bad in winter. You may say that 12 months 
is the proper minimum record that an enterprise ought to have. 

Mr. Shanmukham Chetty: One year in some cases would be a suflL 
eient period to prove that the industry is a strong one ? 

Dr. Jeidels: Yes. 

Mr. Shanmukham Chetty: What do you mean by speaking of normal 
working capital ? 

Dr. Jeidels: The ratio which is different for the various classes of in¬ 
dustry. One has also to consider the average price of the goods handled. 
If a cotton company was started at a cotton price of say 20 American 
cents, for the pound, you could not expect the cotton mill to be supplied 
with its own working capital on a price basis which is 40 per cent, above the 
average of the last decade. The mill would make a mistake in establish¬ 
ing its capital on such basis, because it would have to pay dividend on an 
enhanced capital. The working capital can assume normal or even low 
prices; there is no objection to supply the remainder from bank loan. The 
ratio is very different for various industries. 

Mr. Shanmukham Chetty: I do not know what ratio you are thinking 
of. Take for instance the existing price of cotton and commodities at thiB 
time. If I wanted to start a cotton mill, what will be your criterion to 
enable you to judge whether I have got the normal working capital from 
my shares? 

Dr. Jeidels: An accountant or an experienced banker or your own 
business experience would certainly be able to tell you. 

Mr. Shanmukham Chetty: For example in the: cotton market in certain 
parts of India we reckon at just that amount of money which will enable 
us to keejf three months stock of cotton. 

Dr. Jeidels: If sales are, as we heard from Lain Harkishen Lai the 
other day, of the sugar factory, largely against cash, then you do not 
need fully three months. In our countries you may generally say that our 
need about one-quarter of the annual turnover. 

Mr. Shanmukham Chetty: When you are talking of normal working 
capital you are not talking of sufficient capital. 

Dr. Jeidels : It cannot be sufficient for all purposes, which includes 
the development of prices for raw material and finished goods and the 
activity of trade. One cannot put up as own capital all one may need 
in a boom year. 

Mr. Mann Subedar: Is it your observation and knowledge of German 
industry in the last 50 years that all industrial enterprises were set up 
on the basis mentioned by you, that they supply the whole of their 
block and their normal working capital? 

Dr. Jeidels : Joint stock companies. 

Mr. Manu Subedar: No, enterprises. I start first with the enter¬ 
prises and then with the joint stock companies. 
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Dr. JcidaU: I know the business only when it comes to the bank. 

Mr. Manu Subedar: Is it your observation and knowledge that German 
industrial enterprise was built up on this basis namely, that every indus¬ 
trial unit put up the whole of the block required for machinery, buildings, 
etc., and the whole of the normal working capital required by them? 

Mr. Jeidels : I cannot answer questions which are so put, that I have 
to answer, "yes” or, "no.” If such questions are asked I must have the 
right to refuse to answer. This question is built up on some assumption, 
but the assumptions are not stated and therefore I cannot answer it. 

Mr. Manu Subedar: Mr. Chairman, perhaps you might be able to 
put it in a form more acceptable to Dr. Jeidels. 

Mr. Chairman : You cannot answer it in the form yes or no. Could 
you tell us what is the position,, as we have read various things in various 
books whose authority is very difficult for us to dispute? I have given 
you some; in fact in the very book you recommend we have had quoted 
actually passages from the charters of some of the Banks and from them 
certain conclusions have been drawn. We are quite willing undoubtedly 
to give the greatest consideration to the views you place before us; but 
there are these documents and we cannot ignore them, and it is really 
that which gives rise to some of these questions. 

Dr. Jeidels: Quite so. I can only repeat that this question cannot 
be answered by anybody with, "Yes or No.” It can only be answered 
by a description. I can make this description so short as to say that 
business has developed step by step and has always tried to keep block 
and working capital in a proper ratio; if I were to attribute their success 
and progress to one feature especially it is that they have developed 
gradually, always trying to keep owned capital and borrowed capital in a 
proper ratio. 

Mr. Chairman : I will try again. Let us clear up a few issues. If you 
give us your opinion on that we will begin with private industrial institutions 
and not joint stock companies. Is it your experience that a German bank 
will not advance money in any form—you can take it by taking shares or 
debentures—that it will not advance capital for block purposes or for 
the normal working purposes of a private industrial concern at the stage 
of Its inception? 1 

Dr. Jeidels: It may grant credits to an enterprise of that kind from 
time to time. 

Mr. Chairman : At the outset ? 

Dr. Jeidels \ Even at the outset. 

Mr. Chairman: That is, a sound German bank will not object to give 
an advance to a private industrial institution at the stage of its establish¬ 
ment provided, of course, that it is satisfied with the security it gets 
against that advance. That, I think, Mr. Subedar admits must be there. 

Dr. Jeidels: I think it will, on the condition that there is a proper 
ratio between the amount to be loaned by the bank and the capital pf 
the firm. 
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Mr. Chairman: That is right; we do not dispute it. Now we come 
to the second point. That company, that institution, wants to develop 
itself. It is still a private institution and it wants to develop itself, the 
initial stage is over. At this stage is it usual for banks in Germany *to 
advance this private institution additional capital for block purposes 
against proper security! 1 

Dr. Jeidels: Very rarely. 

Mr. Chairman: Supposing at a certain stage of its existence that 

private institution transforms itself into a joint stock company, would 

a bank in the normal course of its business advance funds to that institu¬ 
tion? It has now become a joint stock institution. I think you answered 
that this is the practice. 

Dr. Jeidels: It is the practice, if a financial transaction is on the 

way to put the proportion of block to working capital again into proper 

shape. 

Mr. Chairman: That is the discretion of the banker, but he would not 
refuse to look at the business. There are limits which every banker aB a 
measure of prudence must preserve and wants to follow. We are simply 
trying to find out this, whether the banker would say "I do not want 
to look at that proposition" or would he say ‘‘Very well, I shall discusB 
this matter with you and if I find that certain conditions are satisfied I 
shall advance you the money?" Is that not your point, Mr. Subedar? 

Mr. Subedar: Apart from what you are now putting, a point on which 
information is contained in a book recommended by Dr. Jeidels, what I 
wanted to find out was this. In the last 50 years many industrial units 
have come into existence in Germany. Can Dr. Jeidels tell me whether 
these concerns, when they come into existence either as individual en¬ 
terprises or as joint stock concerns, started not only with a full require¬ 
ment of block but also with a full requirement of normal working capital? 

Mr. Chairman: He said in a case of that sort it in not unusual for 
German banks if they are satisfied with the security to advance the capital. 

Mr. Jeidels: Excuse me, Mr. Chairman. They satisfy themselves 
not only about the security but also on the proportion of block to working 
capital. Under the so-called German banking system, a banking system 
which pays attention to industrial matters at large, the banker may be even 
more reluctant to overlook this than a commercial banker. I suppose 
“that many bankers would not look at the ratio at all, if only the security 
is good. They would say ‘‘Nothing can happen to us; the security is 
good; we do not mind whether the business is sound or unsound; we 
cannot lose any money; why should we not give an advance?" Now, 
in that sense, the banker under the system described by me is more 
reluctant than an ordinary banker. 

Mr. Chairman: If I may say so, your question is answered. 

Mr. Manu Subedar : What is the answer? 

Mr. Chairman: The answer obviously is that that being the practice of 
German banks there have been many cases in which advances have bees 
•given provided the applicants have satisfied certain tests. 
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Mr. Manu Subcdar: That is from the bank's point of view. What I 
wanted to know was whether concerns which came into existence were 
at the start fully equipped with normal working capital or whether for 
their normal working capital, having put down the block, they went 
outside and borrowed the normal working capital? 

Dr. Jeidels: It is always useful to quote actual facts. A classicai 
case in the so-called German banking system, often quoted in literature 
is the history of the German General Electric Company, (A. G. G.). The 
company was started in 1883; it was in the period when most of the larger 
enterprises in Germany were started. Edison had invented the electric 
lamp and a German engineer went to America to buy the patentB. They 
were still imperfect, but he believed in electricity which was not yet 
popular then. A company was formed with five million marks, capital’, 
equivalent to about 30 lakhs of rupees. The capital was essentially in 
cash; when business developed immediately the capital was increased and 
during twenty years in which the capital of the company increased to 
about IS times that of 1883, the credit balances of tlu* company, with the 
banks was never lower than the share capital. The company issued 
debentures, retained part of the profits, built up reserves and paid con¬ 
servative dividends, and when it had to begin to draw from the bank 
balances, it increased the share capital. I give you this history to show 
you the cautious policy of industrial finance in a classical period and 
under that banking system, which we discuss. 

Sir Hugh Cocke : I should just like to refer for one moment to the 
review of the industrial activity which has been referred to just now when 
Lala Harkishen Lai asked whether such an industry as the oil-seed 
industry had been examined. I think it is quite clear from the state¬ 
ment, No. 1, that the review is based on public companies consisting 
of 5,831 joint stock companies with ,i capital of 276 crores. It is obvious 
that the review which has been given and referred to in that paragraph 
refers to companies connected with banking and loan, insurance, transport, 
cotton mills, jute mills, iron and steel, tea and plantations, mining, sugar, 
and miscellaneous. T want to clear that up because there seemed to be 
an impression that some examination of industries ought to have been 
made. The review which has been put forward by the experts seems to 
me to he based on the amount subscribed to public companies; it does not 
include any amount used by private individuals. In this country crores 
of rupees are invested in private enterprises of various sorts. 

Lala Harkishen Lai: I asked n question with certain objects and certain 
limitations. Ib that question to be modified now? 

Sir Hugh Cocke : I am merely pointing out that the review does not 
include private capital. 

Lala Harkishen Lai: Ought I not to have asked that question? 

Sir Hugh Cocke: I am merely pointing out that, as I read Table No. 1, 
the review deals with public, companies and not with private capital 
invested in oil-crushing, leather or 50 other industries, and, therefore, the 
review in that sense is incomplete. 

Dr. Jeidels: The table includes only joint stock companies, and in so 
far it is consciously incomplete. 
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Mr. Chairman: That was precisely Lala Harkishen Lai’s point. He 
wanted to know if this statement intended to apply to all industries, and- 
if Dr. Jeidels had simply said that it applies only to those industries 
which he could examine with reference to these particular statistics which 
did not obviously 'include private companies the answer would, I any 
pretty sure, have satisfied Lala Harkishen Lai; but, unfortunately, Dr.. 
Jeidels took up a different attitude. 

Sir Hugh Cocke : I do not think he understood the question. 

Mr. Chairman: You have supplied the answer which Dr. Jeidels might 
have supplied at an earlier stage. 

Dr. Jeidels : If he had understood the question. 

Sir Hugh Cocke : 1 do not think the question was understood. I did 
not understand it myself until I came to look at these figures. 

The only other point which I wish to raise and which I think has 
hardly been touched upon is this. In the event of India being driven, 
as was suggested by Mr. Khaitan, to form a special corporation or bank 
for industrial purposes, it has been suggested to us by many witnesses 
that a large capital would be required, whether you had one industrial 
bank for all India or one in each province, and there would have to be 
some sort of Government guarantee and it might be necessary that a large 
amount of Government capital would have to be put in. In any case 
there would have to be a Government guarantee for a number of years 
to attract capital. I should like to know whether anything of that sort 
has to your knowledge been done in other countries, namely a special: 
institution being formed for the development of industry, to advance 
money to industry, requiring a large capital which would only be pro¬ 
vided by a Government guarantee. 

Dr. Jeidels : I have dealt with this under “Industrial Corporation ’\ 

Sir Hugh Cocke: My question is rather in advance. 

Mr. Rusliforth: I have just one question. You say on page 3, the 
top of the paragraph: “The banks might- then delegate a member of their 
management to act on the Board of Directors in order to maintain a 
close connection with the company. The English banks also do this.” 
Don’t you mean a member of the Directorate? Do you really mean that 
a member of the bank’s working staff should work as a Director of a 
company ? 

Dr. Jeidels : You must please make a difference between management 
and Board of Directors. Our law is different and makes quite a clear 
distinction. The Board of Directors does not manage a company even 
under the English or the Indian company law; it is done by the Managing 
Director or the manager. 

Lala Harkishen Lai: The Directors sometimes are not managers them¬ 
selves. 

Dr. Jeidels: I mean what is. with you a Managing Director or a. 
manager; nobody else; not the Board of Directors. 

Mr. Rushforth: So your suggestion is that the manager of a bank here 
might be taken on the Board of Directors of a company. 
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Mr. Lamond: Would you refer to the last paragraph of your memo, 
on page 4 where you make certain recommendations regarding the 
Imperial Bank as to what they should do now iri the matter of collecting 
information. Having collected the information, in what way do you 
want the bank to use this information which is to be acquired? Having 
got the information how do you want us to use it? 

Dr. Jeidels: As follows. A manager nr agent of a branch may have 
among his customers, say, a sugar factory, which is not getting along 
well owing to lack of capital or incompetent management. The manager 
will probably say: “I can give the factory a loan against security in the 
usual form; if I cannot get it I better leave it alone”. On my line he 
certainly sends the case down to your head office, to Bombay or Calcutta, 
The head office or another branch may have among its clients a firm 
of managing agents, specialising in this industrial line. If all informa¬ 
tion available is properly concentrated and organised, the branch 
manager would probably tell his customer: ‘‘You won’t get along; I 
■cannot give you any more credit. Why don’t you make arrangements 
with those managing agents”. In this way the connections which the 
bank manager upcountry establishes are utilised and developed. It is 
the egg under the hen which sits in Calcutta or Bombay and some chicken 
may come out. In this way local experience enters the entire organisation 
and is used with the intention to foster industry and business possibilities 
•for the bank at the same time. 

Mr. Lamond: Is that with the Idea of people interested in the same 
traded in different parts of the country being brought together and no other 
idea than that? 

Dr. Jeidels : I do not know whether I ought to go so far into detail. 
I mentioned a business possibility which could arise in the case quoted. 
The sugar mill may issue new shares, and the bank working with the mill 
as well as with the managing agents might buy the new shares and sell 
them to the managing agents who welcome this opportunity to enter the 
new field with a minority interest. 

Lala Harkishen Lai: I cannot understand this. You advise that the 
Imperial Bank in a conservative way. and gradually with the knowledge 
accumulated of all sorts of industries and so on should enter this field. 
What I want to ask is have you looked at the balance sheets of the 
Imperial Bank for the last 10 years and found that they have large 
balances or small balances which require investment, or that they have 
■been fully invested from time to time to the extent of having to go to 
•the Government on occasions for assistance? 

Dr. Jeidels : The balance sheets of the Imperial Bank, as I read it, 
would allow this kind of business as I understand it. 

Lala Harkishen Lai: That is to substitute the present investments 
bv industrial investments? Do you think the Imperial Bank is strong 
enough for it? 

Dr. Jeidels : I am not sure whether it has the resources, but believe 
It has. 

Dr. Trip : I have read that the Imperial Bank can get practically all 
Ihe capital they want in this country. Is that correct? 
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Lala Harkishen Lai: Unless they raise their rate of interest . . . , ■ 

Dt. Trip: I mean their share capital. If they want to increase it they 
can get any amount. 

Lala Harkishen Lai: The shares of the Imperial Bank have gone down 
by Bs. 200 within the last 2 years. 

Dr. Trip : They are still above par. 

Lala Harkishen Lai: It is a question of capital plus reserve. If any¬ 
body should put more money you want more reserve. 

Sir Hugh Cocke: I should be pleased to take shares of the Imperial 
Bank at Ks. 100 premium. They ought to raise their capital, therefore, on 
certain terms. 

‘ Mr. Ramdas Pantulu: On page 2 you say: ‘The Banks in U. S. A. 
have cultivated for several years the business of industrial finance in 
special security companies, which belong entirely to the banks, of which 
they are practically only a department’. Will you please explain EBis? 

Dr. Jeidels : Ten million dollars out of a capital of, say, 25 million 
dollars of a bank would be invested in holding the entire share capital of 
10 million dollars of the Security Co. 

Mr. Ramdas Pantulu: On page 3 you say: ‘German banks do not em¬ 
ploy a staff of industrial experts nor do they delegate members of their 
own staff to undertake the management of industrial companies’. What 
organisation do you possess in Germany tc scrutinise applications for in¬ 
dustrial loans? In India we are told that many joint stock banks are not 
giving advances because they are not in a position to understand the 
potentialities of industries, although the industries themselves may be very 
sound propositions. The suggestion is therefore made that there must be 
a Board on which industrialists are represented. You say that in Germany 
there is no such arrangement. How do you judge? 

Dr. Jeidels: The German Bank would first call for full particulars about 
the industrial concern and then would try to find some authority, not of 
their own staff, to investigate; if no private authority is available it will 
try to find somebody from another industrial concern. If it is a sugar 
factory the bank will ask one of their clients in the sugar industry for the 
favour to recommend somebody of their own staff. There is no difficulty 
whatsoever for a German bank to get such competent ndvice. 

Mr. Ramdas Pantulu: It has been suggested that an advisory board 
of some kind may be formed to advise the Imperial Bank or joint stock 
hanks to look into applications for industrial loans. What do you think 
of the proposal? 

Dr. Jeidels: I am not much in favour of it. 

Chairman: I have a recollection, and Mr. Lamond may he able to 
confirm it, that when I asked you what a commercial bank should do if 
it wanted to take up industrial finance, your advice was that it should in¬ 
clude in the management some expert with industrial knowledge. How- 
does that coincide with what you have stated now? 

Dr. Jeidels: The man I recommended is not an expert, not a specialist 
in any industry; he may have been in the finance department of an in¬ 
dustrial concern; he is meant to be a financial expert. He may incidental¬ 
ly be a technical expert too, but naturally in only one field. 
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• Mr-. Ramdas Pantulu: Is it not possible that firms will reBent the idea 
of their being examined by a member of their rivals. 

Dr. Jeidels : One has to be very circumspect in such case. A sugar 
factory is not a competitive one. It is somewhat different from an 
engineering enterprise . . . 

Mr. Ramdas Pantulu: Why, a sugar factory also will resent it. My 
point was this. Suppose a sugar factory applies to you for accommoda¬ 
tion. You want another sugar factory man to go and examine their 
accounts. Will not the factory which applied to you for assistance resent 
the idea? 

Dr. Jeidels: If the sugar manufacturer says, that in a special depart¬ 
ment of his mill he will not wish anybody to enter, it would be fully ap¬ 
preciated, and the investigating authority’s visit would be limited to that 
part of the factory which is not specially competitive. But if the sugar 
manufacturer would argue that he will not tolerate an inspection at all, the 
banker would recommend him to find his finance elsewhere. 

Mr. Ramdas Pantulu : Does it not mean that you force the sugar 
factory to agree to an examination by a rival? 

Dr. Jeidels: No. The more industry is developed in a country, the 
less there is of secrecy. In the United States of America anybody can 
enter any factory. Accounts will be investigated by somebody from the. 
bank staff or by an Accountant, and only the industrial and technical side 
by an expert. An investigation of this kind generally requires two men. 

Mr. Ramdas Pantulu : What you say may be perfectly correct from 
the bank’s standpoint. Here again I might point out one peculiar diffi¬ 
culty from which India labours. The Imperial Bank for instance and some 
other joint stock banks know only the principal industrial men, and many 
of the Indians are not known to the Imperial Bank and other European 
banks. Having regard to the peculiar conditions of India what do you say 
to the appointment of an advisory board consisting of persons in whom the 
bank may have confidence, as a special feature of the Indian commercial 
and industrial life? 

Dr. Jeidels: I think advisory boards are something very useful; but 
the Boards should just only be advisory. The bank in my country which 
I quoted yesterday has, apart from the Board of Directors at headquarters, 
such local advisory boards. 

Mr. Ramdas Pantulu: It has been suggested that industrial debentiires 
in this country are not popular and that these debentures should carry a 
guarantee of Government. 

Dr. Jeidels: From the point of view of industrial development it is a 
mistake not to build up industrial credit including debenture credit, on the 
responsibility of the company itself. A company ought to have the 
security in itself and not depend on somebody else’s guarantee. 

Mr. Ramdas Pantulu: Whatever may be your counsel of perfection 
wo have been told in India that there is little prospect of industrial deben¬ 
tures being subscribed to very largely without a Government guarantee. 
Government may either take shares or guarantee interest. 

Chaudhuri Mukhtar Singh: Towards the end of the 4th page you advise 
the establishment of an industrial research department inside the Imperial 
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Bank. May I know what is the meaning of ‘Industrial Research Depart¬ 
ment’? 

Dr. Jeidels : To collect information which enables the bank to form an 
opinion on industrial and other business propositions, when they are sub¬ 
mitted. 

Mr. Lamond: Are you referring to the Imperial Bank? 

Dr. Jcidel8: Not exclusively. I mentioned the Imperial Bank, as the 
institution, where most information is already available; it would only be 
systematically organised. 

Mr. Lamond: You do not know how systematic it is. 

Dr. Jeidels: Every bank, cultivating those fields discussed here, 
ought to have something like a research department. 

Mr. Devadhar: On page 3 you say—‘It must be admitted that in India 
no banking agency cultivates industrial relations on the lines of so-called 
German system, nor does an institution like the English issuing house which 
could fill this vacancy exist in the country”. The presence of such an 
agency certainly promotes industry? 

Dr. Jeidels: It is my personal opinion. 

Mr. Devadhar: If there is no industrial bank to finance industry iB it 
not somebody’s responsibility to initiate the bringing into existence of that 
kind of agency. 

Dr. Jeidels: It is just the opinion which I have expressed. It could 
perhups be more cultivated than at present. 

Mr. Devadhar: You express your opinion with regard to the system of 
managing agents. You are not in favour of this continuing. 

Dr. Jeidels: I am in favour of its continuing. But I cannot approve 
of this being almost the only instrument by which India is industrialised. 
I think it has done excellent service to the country. 

Mr. Devadhar: But for this institution industries in certain places 
where they have prospered, would not have prospered'. Managing Agents 
bring capital, initiative, and management, the three things required for 
the development of industry. You would advocate the elimination of this 
system. 

Dr. Jeidels: Only if there is a better system. The Managing’Agency, 
system will be very important in this country for many years to come. 

Mr. Devadhar: You say on page 4—‘It is out of place to give this 
suggestion the character of detailed advice as it is a matter for the share¬ 
holders, the management, and the board of directors, to decide upon their 
own business’. If the Imperial Bank refuses to give a loan to an indus¬ 
trial concern, that prejudices its consideration by every other hank. 

Dr. Jeidels: It is so everywhere; if some business is turned down by 
a big bank it is not likely that others will touch it. 

Mr. Devadhar: It shows lack of sympathy on the part of the Imperial 
Bank. 

Dr. Hyder: The German system of banking appears to be something 
like the English constitution. However much a foreigner may read about 
it, think about it, he could never understand it. A bank in Germany 
attends an industrial concern from its birth to its death. 
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Dr. Jeidelg: This is a true statement. 

Dr. Hyder: The German banking system as it exists today is not the 
same as it existed 10 or 20 years ago. Could you help us with concrete 
suggestions as to what we should follow in India? 

Dr. Jeidela : I have expressed the opinion that you should try the 
system. The German banking system exists in many other countries. It 
is a system which is subject to circumstances and ub I have emphasised, 
absolutely dependent on the capital market. Some features of the system 
could well be adopted in India and I believe that it would help a sound 
development of industries in this country. 

Dr. Hyder: Did your bank have any relations with Boumania? 

Dr. Jeidela-. I think we had. 

Dr. Hyder: You had also some connections with Switzerland? 

Dr. Jeidela: Yes. 

Dr. Hyder: Some German Banks financed the building of foreign rail¬ 
way companies (Bagdad Bailway) did they? 

Dr. Jeidela: There is no secret about this* special business. It was 
done by the issue of single series of debentures in advance to requirements. 
The best financial transactions are always done in advance. The German 
banks in the case mentioned did not put up any capital; they put their 
heads and the public’s money into it. 

Dr. Hyder: They put their heads as well ns their shoulders in case the 
public did not come up? 

Dr. Jeidela: I have always cherished the principle, that also in Indus¬ 
trial Finance those transactions are best wh'ch are made in advance of 
requirements. 

Dr. Hyder : What is the power of the Bank over industries in Germany? 

Dr. Jeidela: I do not think there is any, so far as sound industry is 
concerned. 

Dr. Hyder: Supposing the industry does not behave? 

Dr. Jeidela: I do not know any kind of regular force applied. Banking 
trade is. a most peaceful profession. 

Dr. Hyder: I thought this particular Bank, the -, is exercising a 

very great influence and said that if you do not do that and do not do this, 
we are going to call back our help. 

Dr. Jeidela: Certainly not. Only where loans have been given to 
weak companies, where it is a matter of safety, a certain amount of pres¬ 
sure has to be exercised to safeguard sound management. 

Dr.. Hyder: To clarify matters, how did your relations with the - 

begin originally? 

Dr. Jeidela: It was a private firm for construction of light railways. 
The owner of the firm was a successful contractor. In order to increase his 
business he had to take shares of those light railways which he built. With 
the assistance of the bank a holding company was formed for these shares 
of light railways and some finance for the contracting firm, which is not 
a sufficiently liquid business for bank loans. The shares of the Holdinf 
Company were oflered by the bank to the public. 
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Mr. Devadhar: On page 2 you have Baid that “they require a respon¬ 
sive capital market and if the public are unwilling to put up the new capital' 
required by the industrial company and which is offered to the market in 
a suitable 6hape, then the banks under the German system will not take 
the place of the public” 1 think you said in reply to Dr. Hyder that it 
is done. 

Dr. JeideU : On principle it is not done; but sometimes involuntarily. 

I wish to make it quite clear that a bank cannot have in its inventory 
all kinds of industrial shares. The inventory of a bank which is required 
by the nature of financial transactions is like the inventory of a merchant:' 
it is bought and sold, it is not bought to remind. It is the essential law - 
of this kind of banking. 

Mr. Manu Subedar: We understand each other. 1 take it that with 
regard to the financing of industries, your view is that the foreign banks- 
will not or should not. 

Dr. JeideU: I have the impression that they consider themselves more 
or less specialists. 

Mr. Manu Subedar: I am only describing the impression I have.got in 
order to put my question later. Your view is that joint stock banks should - 
not go into this field but the one Bank which might go into this field is 
the Imperial Bank, and you advise that the Imperial Bank should make 
its preparation by collecting the necessary information in regard to indus¬ 
trial fields, so that when the time comes they may be in a position to 
deal with the problem. You have also said in reply to Lala Harkishen 
Lai that when the time comes the Imperial Bank will have the neoessary 
resources. Have you made any estimate of these resources in relation 
to the demands which may be mode for industrial financing? 

Dr. Jeidela: Yes. Capital and reserves of the Bank are about Its. 10 
crores. The capital is in itself quite large enough *for a business which 
requires a certain inventory. 

Mr. Manu Subedar: Have you made an estimate of the requirements 
of the existing as well as the new concerns which will come into existence 
and are you satisfied that the Imperial Bank will have the necessary re¬ 
sources to meet them? 

Dr. JeideU: Yes. 

Mr. Manu Subedar: Will you give the Committee the benefit of this 
estimate? 

Dr. JeideU: The Bank has not to put up the capital of industry. It 
forms only an intermediary stage; it prepares transactions for the capital 
market and for that requires a certain inventory, in the same way as a 
m e rchant who does not wish to own any goods but in the course of buying 
and selling has to hold a certain stock. I don’t doubt that for this kind 
of inventory the Imperial Bank is strong enough. 

Mr. Manu Subedar: How much call will be made upon them by the 
industries for accommodation? 

Mr. JeideU: It is difficult to say. It depends on the quickness of the 
turnover. 

Mr. Manu Subedar:' Even if I am selling old. stock and getting new 
stock, there is always a nucleus left? 
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Dr. Jeidela : Yes. 

Mr. Manu Subedar: How much do you estimate that nucleus? 

Dr. Jeidela: It is really difficult to say, but I think this business can 
be started with an inventory of half a crore. 

Mr. Manu Subedar: Do you mean for issuing and under-writing in this 
country without holding except wliat is necessary for a few months, 50 
lakhs would be quite enough? 

Dr. Jeidela: They would soon find out whether the market takes the 
securities or not. 

Mr. Manu Subedar: That is with regard to the formation of the enter¬ 
prise. 

Dr. Jeidela : Initial as well as recurring issues,—one transaction with 
the same company follows the other. 

Mr. Manu Subedar: Do you suggest that the debenture issue would 
cover all the requirements of a concern for working capital? 

Dr. Jeidela : No, part should be covered by shares. 

Mr. Manu Subedar: The shares are there. 

Dr. Jeidela: The share capital has to be increased. 

Mr. Manu Subedar: Even for working cupital? 

Dr. Jeidela: Certainly. 

Mr. Manu Subedar: If they increase the shares for working capital, 
you do not expect that the earnings would be spread out over a larger 
demand? 

Dr. Jeidela: You ought not to make a sharp distinction between work- 
ing capital and block. It is scarcely possible to say for what a company 
raises new capital. If it uses part of what has been working capital for 
extension of buildings'; it has to find new working capital. The extension 
of block has only been the cause for the financial transaction. 

Mr. Manu Subedar: If the capital market is not sufficiently developed 
and if it is not able to absorb at the rate at which the industry makes the 
demand, then have you any suggestions for expediting that process? 

Dr. Jeidela: No. In that case neither here nor in any other country 
industrial development can be expedited. 

Mr. Manu Subedar: You have paid a tribute to the three industries 
which you specifically mention as compared with any enterprise in the 
.West? 

Dr. Jeidela: I mentioned some important industries. 

Mr. Manu Subedar: I am making quite a different point. You have 
paid a tribute to Indian industries, for example in these three which you 
actually mention, and others which you do not mention. But you have 
paid a tribute to the organisation of the Indian industry. 

Dr. Jeidela: Yes. 

Mr. Manu Subedar: But your comments on the development of the 
banking industry do not elicit the same praise? 

Dr. Jeidela: I appeal to you Mr. Chairman. I am glad to sav that most 
of what I saw in this country created a more or less favourable impression. 
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Mr. Manu Subedar: Not banking? 

Dr. JeideU : With the exception of money lending at usurious rates. 

Mr. Manu Subedar : With regard to certain fields of economic activity 
you have been good enough to say a word of praise. With regard to other 
fields of economic activity you have not the same praise to give. 

Dr. JeideU : You must not infer that. I have given some figures which 
indeed justify a tribute to the development of industry. Industry is the- 
raw material for industrial banking and this raw material I found very 
satisfactory. 

Mr. Manu Subedar: As raw, material? 

Dr. JeideU : As a raw material for this enquiry. 

Mr. Manu Subedar : Do you wish then to restrict the prais? which you 
have to give? I believe the words are “comparable to Western organisa¬ 
tions”. You have used those words for industries and you have used in 
your memorandum on commercial banking the words “primitive and un¬ 
developed”. In one field of activity you do not find yourself so ready 
to give the praise? 

Dr. Jeidele, : Mr. Chairman, I have not been asked so far and suppose 
will not be asked to apply praise or criticism to things seen in this 
country. It certainly would" he beyond my terms of reference. But I indeed 
did pay a tribute to Indian industry. 

Mr. Shanmukham Chetty : In Germany, in the case of an industrial com¬ 
pany which is already established, suppose they want to make improve¬ 
ments and extensions to their plant and they approach their banker. If 
the banker is satisfied that the share capital will be forthcoming, you would 
have no objection tc advancing money for extension purposes? 

Dr. JeideU : As a general rule they may; it depends on the amount of. 
satisfaction with the banker. 

Mr. Shanmukham, Chetty : Provided the hanker is satisfied. 

Dr. JeideU: Yes. 

Mr. Barker: You say on page 3, last paragraph: “The Managing Agent 
system is open to criticism'. There ought to be still another financial agency 
to meet the requirements of industrial firms”. What is the other scheme? 

Dr. JeideU : Closer co-operation of banks with industry on the line 
which I have suggested. The memo says “A company with a proper 
board enjoying friendly sympathy and banking advice, ought to be in a 
position to manage its own affairs”. There should be co-operation between 
banks and industry. I do not see why many companies, which are manag¬ 
ed by Managing Agents, should not have a proper Board who finds proper 
management so that the Company can manage its own affairs. In Germany 
at the end of 1929, there were 11,300 joint stock companies with a capital 
of about 1,500 crores. None of them is managed by managing agents; 
each one manages its own afEairs. 

Sir Punhotamdae Thakurdas : I would just ask you to look at the 
figures in Table I. Where do you get the figure of 3 crores for Iron ami 
Steel from? We have not been able to confirm this figure. 

Dr. JeideU: I shall have to look up my original figures. Of course 
this, seems unlikely. 

Von. rv. 
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Sir Purshotamdas Thakurdas: There is an omission later on. Bombay 
is not 4 but 74. 

Dr. Jeidels: I have not compared the copied tables with my manus- 
script. 

Sir Purshotamdas Thakurdas : Neither I nor the Secretary has been able 
to understand where some of these figures come from. They do not tally 
with the figures which the Committee has used throughout its deliberations. 
We have to find out where the difference comes from. 

Sir Purshotamdas Thakurdas : Look at your figures on the present 
state of industrial development in India where you refer to 11 crores of 
debentures. You refer to “78 debenture issues for an amount of 10-6 
crores of rupees”. I understand that the Tata and Steel debentures are 
put on the Calcutta Stock Exchange List, but in ‘Capital’ they give it 
under Bombay. 

Mr. Buckley : I do not know if they are. If you want to buy them 
you have to go to Bombay to get them. As a matter of fact, I have 
queried the statement on page 5 of the memorandum “A compilation has 
therefore been made from the Calcutta Stock Exchange quotation list 
which includes most of the shares quoted in Bombay”. I was going to 
look it up myself. 

Dr. Jeidels: They are all contained in the lists in “Commerce”. 

Sir Purshotamdas Thakurdas : My intention in mentioning this is that 
it would be to the convenience of the Committee if you adopted the same 
set of figures which wo have adopted, because it would be very difficult 
for us who have been following one set of figures to follow quite another 
set and if we are to come to a common conclusion, whether we ultimately 
differ or not, we should examine the same set of figures. 

My point is this: you have come to your conclusions based on these 
figures and you would like to adopt them because you find them interest¬ 
ing. We have to understand how you have collected the figures. 

Dr. Jeidels : So far as the figures of Mr. Ayangar and mine are con¬ 
cerned they certainly tally, in regard to the state of development of indus¬ 
try, as can be checked from the aggregate of 5,813 companies with a paid 
up capital 276 crores of rupees. The conclusions at which I arrived in the 
memorandum on industrial banking have however no connection with 
statistical figures of illustrative character. 

Sir Purshotamdas Thakurdas : I do not want to touch on your conclu¬ 
sions whether industries are developed or not. These are comparative 
terms. I do not know what you think of the development of industry 
considering the size of Germany and the development of industry consider¬ 
ing the size of India. It is all right for you to say that you are satisfied. 
What matters is "are Indians satisfied”. They are not. Therefore I do 
not propose to place any stress on your conclusion in that respect. All 
that I am concerned with is what the Indian people want and what the 
country feels. The next question is. can you make suggestions how to 
develop them further? I only raise the point in order to bring to your 
notice and to the notice of Mr. Cassels and other friends over there that 
if in future these figures are prepared on the same basis as we have used, 
it would be helpful. If you wish to adopt any other basis, you are welcome 



*to do so, but I do hope you will utilise our office for this purpose, so that 
the figures on which we have been going on could be explained to us by our 
'Secretary—We will do that. 

Chairman : On the first page of the memorandum you say “'Nowhere 
does an institution which in the proceedings of the Banking Enquiry is 
styled ‘Industrial Bank’ take deposits or perform other banking functions 
such as opening current accounts and general banking business’’. I do 
not really understand what this precisely means. As I have understood it 
in the various proposals made before us, no uniform suggestions have been 
made whether the proposed industrial bank should or should not take 
deposits or should or should not perform other banking functions. That 
being so, this is a. statement which we find a little difficult to understand— 
It is somewhat difficult unless we agree on definitions. 

Chairman : I understand definitions all right, but we have not ourselves 
defined as a committee what should be the functions of the Industrial bank. 
The word “proceedings” can only mean either the volumes of evidence or 
else, the summary prepared by our Secretary and in these no definition 
is given. That being so, I am simply trying to understand what you mean 
by this sentence—I meant such industrial banks as are expected to buy 
and hold shares and bonds and give long-term loans to industrial companies 
with the purpose to start or develop an industry. 

Therefore, what you really mean is that “nowhere does an institution 
which takes shares and bonds or issues shares and bonds of an industrial 
concern take deposits or perform other banking functions”. Is that how 
the sentence, shorn of its superfluities, will stand?—That is correct. If 
the sentence is to be changed. 

Chairman: I only suggest that as the result of discussion. It may have 
to be changed materially, because in the course of the discussion you 
admitted that in Germany itself banks which do help in the issue of, or 
actually take, shares and bonds also take deposits and perform other func¬ 
tions—The Industrial Bank, as it has been represented to the committee 
by many witnesses, is not expected to buy shares in order to sell but to 
hold them. A bank takes the shares over with the intention to sell; this 
is an tessential difference. 

Chairman: But in Germany I understood that the industrial baDk 
actually holds them also—They have the intention to sell. 

Chairman: I am simply depending on what you said a little while ago 
and on what is given in this book by P. Barrett Whale which you yourselves 
have recommended. In it I find a passage to the following eSect: “iThe 
point of importance to be noticed here is that the average German firm has 
always depended to a remarkable degree upon obtaining current account 
advances, and that not merely to provide itself with working funds but 
also for the purpose of extending its permanent equipment in anticipation 
of recourse to the investment market”. That means it will have to be held 
for some time. Eor how long it will be held is a different matter. The 
proposals made to us are various: some say they will hold them permanent¬ 
ly, Borne say they will hold them for a certain period and thev will pass 
them on to the market. Therefore I find it difficult to understand the 
sentence. Apart from that, later on you have yourselves mentioned the 
case of Japan—In the case of Japan I was informed that thev do not do 
hanking business. 
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Chairman : What about your own German banks?—I have read 88 evi¬ 
dences thoroughly and added marginal pencil notes but there is not one in-- 
which an Industrial Bank is presented to us which has the least likeness to 
German banking. With regard to your previous remark if an Industrials 
Bank as pictured in the evidence, takes over shares and bonds, it does of 
course not have to hold them forever, but in taking them over it has not 
the intention to sell. 

Chairman : What about Canada, what about the Bank of Montreal? 
Has it never held industrial shares in bonds? I have a passage here from 
the ‘Banker’, Vol. XII, 1929: 

“The Bank of Montreal showed great farsight and statemanship 
when it supported by its resources the building of this Rail¬ 
way” that is, the Canadian Pacific Railway, “at a time when 
the project was viewed with grave misgiving both as to the 
feasibility of the plan itself, and os to the country through 
which the line was projected”. 

It goes on further and talks of other industrial enterprises. My anxiety 
is to see that nothing appears in these papers which, when published,, 
would immediately be got hold of. 

Mr. Casseh : In Canada no bank buys and holds first class debentures- 
as an investment and they do not at the outset finance industries. 

Chairman : According to your information, this statement here is in¬ 
correctly put, because it refers to a particular institution—It is misleading. 
In the old days it was a condition for federation by the maritime provinces, 
that they would come into the federation in a province of Canada gnly if a 
line were built from east to west, and that was the origin of the Canadian 
Pacific. The Dominion Government guaranteed interest on stock and I 
believe the way in which they did give them temporary branches was 
against, the protected issue in London of the debenture stock and preference 
stock. 

Chairman: I am not talking of the railway itself, but of the bank. 
Apparently the bank may advance and this advance remained as such for' 
a considerable time. I do not know for how long—I know it is totally 
opposed to the banks’ method and practice. 

Sir Hugh Cocke : If the advances were guaranteed by Government, it 
puts it on a different basis. 

Chairman : The ‘Banker’ also contains the following: ‘*‘The building- 
of canals also in the pre-railway days was made possible only because of 
the active support and co-operation by the banks. In short Canadian ini 
dusfcry has had no opportunity of making any complaint regarding the in¬ 
adequacy of the financial support which it gets or deserves to get from the 
indigenous banking system”. This indicates to what extent the banks 
in Canada help the development of industries in Canada. Again “the inter¬ 
est which the Canadian banks have taken and still take in the development 
of the country whether in respect of agricultural, mining or manufacturing 
industry, is worthy of special mention”. That is how the quotation begins 
and the instances are given which I have already quoted. 

Dr. Jeideh : The statement which T made is correct, that such institu¬ 
tions do not at the same time do ordinary banking business. This state¬ 
ment is of course, based on those faots which have been available to me. 
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Chairman : As it is you are an expert on tbe subject. I am not, my 
knowledge is derived from study. You make a statement in rather drastic 
terms. If you had made a general statement, it would be a different proposi¬ 
tion but you make a very drastic statement. All I wanted to point out 
was that I have reason to doubt if your statement is correct. If you 
think it is correct, I have nothing to say—I think, the statement is correct, 
out I agree with the Chairman that the definition of what the Indian Bank¬ 
ing Enquiry has styled “Industrial Eank” is apparently not quite clear 
to the members. It is not a very precise definition, because the com¬ 
prehension of an Industrial Bank as far as India is concerned, is some¬ 
thing new. It is entirely derived from allusions to it in the Provincial 
Reports and the 83 evidences which I have read. I have not read all the 
cross-examinations, but I do not expect that these have changed the defini¬ 
tion essentially. I have understood the witnesses describing Industrial 
Banks which should buy shares and bonds without an immediate prospect 
of sale : they would also give long-term loans without knowing in .what 
way they can be refunded : there is a certain influence on the management 
of those companies of which shares and bonds are held and to which loans 
are made. We have therefor three features which distinguish this Indus¬ 
trial Bank of the Indian Central Banking Enquiry from other similar in¬ 
stitutions. I tried in the chapter on ‘Industrial Banking’ to survey insti¬ 
tutions all over the world which correspond somehow to the above descrip¬ 
tion. I have drawn in the Investment trusts and the German State Com¬ 
panies and investigated whether they are similar to the specimen of Indus¬ 
trial Bank conceived bv the witnesses and by public opinion in India. If 
my remarks about an Industrial bank are of any value at all, I think they 
require a clear distinction from the institution which is advocated here. 
If nothing exists which is very similar to the conception, then, of course, 
the recommendation of such institution is correspondingly greater, without 
involving a final criticism of the plan. 

T repeat it is no final criticism. But there is nothing in the world 
which is very near to that ideal. As an expert I feel obliged to say that 
what is eventually advocated is something entirely new, has no prece¬ 
dents and no possible comparison and can not use the experience of others. 

Chairman : As it is I am at the present moment discussing your 
opinions. That is a different matter. If your view was- that that type 
of bank which according to your lights has been recommended to us by 
various witnesses in their written memoranda, that type of bank, does not 
exist anywhere in the world, you might have said so. All you say is this 
that type of bank—you do not say whether it exists or not—does not take 
deposits or perform other banking functions. That is my difficulty. I 
have brought out my point fully and clearly. 

Mr. Shamnukham ChciLij: Now that the mind of the public has been 
turned on industrial finance and banking and it finds reference in the 
reports of provincial committees, that for the development of industry we 
must have industrial banking, I would venture to submit, Sir, that the 
impression that Dr. Jeidels has gathered about what these witnesses mean 
when they speak of industrial banking is quite wrong. That is now certainly 
what I mean by industrial banking and I never gathered the impression 
from any of the witnesses or from reacting the provincial reports that they 
are contemplating an institution which Dr. Jeidels has just described. It 
is not my purpose to start an industrial bank to hold shares without any 
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possibility of their being sold or have long-term investments without any- 
chance of making sure that these will be returned. I do not think that 
is the idea of anybody in this country, that that is the type of institution. 

Chairman: That is the impression left in Dr. Jeidels’ mind. 

Mr. Shanmukham Chetty: My point is that since we are asking Dr. 
Jeidels’ advice about the advisability of starting industrial banking in 
India, if we have thig wrong conception of what we mean by industrial 
banking, the whole discussion is vitiated by that wrong conception. That 
is not the idea of industrial banking that we are thinking of. 

Dr. Jeidels: I welcome this discussion. What I wish to say now, is 
not said for my colleagues, but personal, and only I am responsible for it. 
The procedure is quite a good one, it is most interesting and I have not ex¬ 
pressed any objections to it. But if you ask, how similar expert advice 
is given in other cases (I myself do not do if very often), then I have to 
tell that the procedure is, of course, entirely different, not the handling of 
the meeting itself; it cannot be more perfect.—Those who wish to hear 
expert advice put some prepared questions and statements to the expert, 
state exactly what the opinion of the Committee is, outlining certain facts 
which the Committee wishes to put before the expert, and ask the expert 
what he thinks of it. This is the procedure elsewhere. I do not speak 
for my colleagues and give only my own impression, if I say that much* 
of what is here expected of me, is really not my business. I do not think 
the expert has to define and describe the subjects and find out the opinion- 
of the Committee. It is another matter—if a Committee calls wit¬ 
nesses; in this case the Committee puts questions, these questions are 
answered and the witnesses will never hear which opinions the Committee, 
itself adopted. If a Committee however asks an expert’s advice, the Com¬ 
mittee has to put before the expert a statement of facts and the opinion 
of the Committee and to ask the expert what he thinks of the opinions 
in view of the facts. I have not objected to the procedure as it is; but 
you will not mind, Mr. Chairman and the other members, that I have a. 
rather disagreeable feeling about the treatment of the statements which T 
put before you. It is not the question of the work done, which is not 
little. But if it is criticised, not only now, but all these days, and if I 
am asked “Why do you write this? Why that? This leaves some 
doubt” and so on, then I must say, it is not my business to give such 
explanations, gentlemen. 

Chairman: I have to make one observation in regard to that. After 
examination of the memoranda and of the evidence, certain statements of 
the case were prepared by Mr. Ayangar and examined by some of my 
colleagues, and I take it that these statements have been supplied to 
you and from them you would have found at least the direction in 
which our minds were turning. It did not certainly indicate what 
conclusions we are likely to arrive at on them, but they undoubtedly 
showed the problem before us. Now, that being so, I should say that 
that would form the basis on which your advice was sought. As it is, 
it was not really necessary for you to go through all these various docu¬ 
ments 83 or whatever you call them, except for purposes of confirming or 
examining anything said in this document. We in fact want to draw 
benefit of opinion from everybody, ourselves and the experts, on these 
statements of the case prepared with great trouble; and there it has brought 
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out what we ourselves as a matter of fact consider on the basis of the 
documents before us to be the ideas in regard to industrial banking. I 
have nothing more to say. The document undoubtedly is yours, not 
mine; but I simply wanted to ask a question because you began with 
the proceedings of the banking enquiry. I did not understand what those 
proceedings were, nor did I understand what you meant by the rest. I 
shall simply leave it at that. I do not want to pursue the matter. 

Dr. Jeidels : I do not intend to pursue the matter any further. It 
gave me a very welcome opportunity to tell you that the opinion, which 
the Committee has arrived at, after 1^ years of work has not been put 
before us together with the question, what our opinion is. I have per¬ 
sonally not objected to this procedure, and have answered every 
question and tried to be of all possible use to the gentlemen present. Eut 
if in this manner the documents which I put before the gentlemen are 
scrutinised for every word, I must remind you, scrutinised by gentlemen 
living in the English language in criticism of somebody who does not. 
—I think, it is rather hard, and you will not mind my giving expression 
to this feeling. 

Chairman: If that was the position, the matter was capable of very 
simple solution I have always said that I have no intention of cross- 
examining you. I was simply trying in the first instance to gain a 
certain amount of knowledge, and it struck me that perhaps a passage 
in your statement required modification. I wanted to bring that to 
vour notice. In fact when we were appointed, it was stated "It is the 
intention that these experts should have joint discussions with the Central 
Committee” and we are having those joint discussions. If you 
object to my drawing your attention to what I consider a passage in your 
memorandum which is liable to be misunderstood, I shall not certainly, 
do that in future. That is clearly understood. I was not examining 
you. J was doing nothing of the sort. I simply drew your attention to 
a certain passage in your memorandum which certainly I could not under¬ 
stand ; and I brought it to your notice so that you might consider whether 
it was necessary, whether it was desirable, for you to expand it so as to 
bring out your real meaning. If you take exception to that, I can assure 
you that that will not happen again. 

We will start this discussion on Monday at 11 O’clock. 
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2nd February 1931. 


Chairman: Before we commence our proceedings, I think it is only 
fair that I should 'indicate to the experts the decision about our procedure 
which we arrived at on Saturday evening. We decided on Saturday 
evening that in all matters on which we are consulting and getting the 
benefit of the views of the experts, we should try our best to formulate 
our provisional conclusions not later than the 25th of February and that 
we shall inform the experts immediately of our provisional conclusions and 
if necessary we shall discuss those conclusions with the experts. We ex¬ 
pect at the same time that if in any case they disagree with our conclu¬ 
sions they should place their report in our hands before the five remaining 
experts leave India. It may be—I do not know what the position is 
going to be—necessary for Dr. Frieaerich not to leave India till the 
21st of March and 1 thought, Mr. MacDougall, you might be able to 
stay till the 21st March. 

Mr. MacDougall : If necessary. 

Chairman: You know also that there are certain aspects of the posi¬ 
tion in regard to rural marketing, for example, which does not concern 
the other experts as much as it does you personally. If that is so, it 
may not be possible for us to come even to provisional conclusions in 
regard to those matters by the 25th February; that may be delayed by a 
week, because I think we want to see one or more places. That wa s the 
trend of our conversation. It will not be possible until we have finished 
with these matters on which we are having discussion with the other experts. 

Therefore, in regard to these particular matters connected with rural 
marketing, it may he necessary for us to defer our conclusions up to, 
say, about the 10th of March and then we will follow the same procedure 
we have been following, and there again we shall expect to have your 
report and our provisional conclusions before you leave India. 

Before we. begin our proceedings I must say this, that Dr. Jeidels 
and I agree to substitute certain words. He proposes to replace on 
page 1 of the memorandum, sentences 2 and 3 as follows: — 

"The ‘Industrial Bank’ as described in the majority of evidences 
and suggestions to the Banking Enquiry is an institution 
investing in shares and bonds of industrial enterprises and 
long-term loans of such and is itself financed by share and 
debenture-capital; it keeps a controlling influence in the 
management of industry which it assists. Such institution 
to the knowledge of the experts does not anywhere cultivate 
at the same time a regular banking business.” 

This alludes to the second and third sentences beginning with the 
words "Nowhere does an institution” down to the words "take the place 
of Stock-and-Debenture capital”. This might lead to some discussion, 
about the position of the Bank of Japan about which I think we have 
got considerable details in that small pamphlet which wag issued by 
some British consular authority in Japan. 
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To-day we will deal with the second subject, that relating tc the 
investment market. 

Dr. Jeideh: May I ask for a minute? I would like to explain the 
figures about which Sir Purshotamdas has asked, and which are amended 
to the Memo, on Industrial Banking. One is a clerical error. Sir 
Purshotamdas has already given the correct figure of joint stock bankB 
in Bombay. The second has been the strikingly low figure of Iron and 
Steel Industry. The figures given by me are however those of the official 
publioation and are identical with Mr. Ayangar’s compilation which 
also gives the figure of 8 crores. The reason is apparently that the 
Statistical Office registers the Tata Works under iron ore and not under 
iron mid steel. I do not think it is a very fortunate classification, but 
as it is, the figure given in my statement as in that of Mr. Ayangar 
-about industrial joint stock companies proves to be correct. 

Chairman: As we are on these figures at the present moment I wish 
to refer to the appendix to another statement, List of Calcutta Managing 
Agents. If you look at the last two lines you have got “885, 52, 147, 79, 
29, 40, 6 and 82”. Now, below those figures beginning from 52 you have 
got another set of figures. It puzzled me as to what they meant. 

Dr. Jeideh : They mean the whole of respective companies listed. 

It shows that altogether the shares of 58 jute companies are listed in 
Calcutta and that of those 53, fully 52 are managed by Managing Agents 
at that only one has its own management. The respective line is not 
to be added up, as I have mentioned this comparative figure not for all, 
but only for representative industries. In jute the position of the 
Managing Agents i 8 strongest; next in coal mining and tea gardens; it 
is least, but still very important with electricity and engineering, where 
somewhat more than half of the companies are managed by Managing 
Agents. I should give a short- explanation, why I made a new compila¬ 
tion independently from that circulated by Mr Ayangar. The latter 
figures contain those companies doing business in India but not having 
a rupee capital. These foreign companies are in the official Statistics 
given with their entire capital; they include, for instance, insurance com¬ 
panies like the Prudential, the Commercial, the Sun Life of Canada who do 
moat of their business outside of India, and the astounding figures of 
their Capital contained in the Official Statistics therefore do not illustrate 
the capital invested In India. These enhanced figures I wished to 
exolude in order to keep somewhat nearer to reality, my figures may be 
too narrow, while those of the official statistics are certainly too large 
for this survey. 

Chairman: Ws will now begin with the investment market. 

Dr. L. K. Hyder: I just want to ask Dr. Jeidels what practical steps , 
he would suggest to make the debenture market popular. 

Dr. Jeideh: Principally two, I think. It is reported—I cannot say 
that it is a general rule—that companies with debentures outstanding 
are not popular with banks for commercial credit. The reason is 
apparently that the debentures have a first charge on the property of the 
- company. In other countries, for Instance the United States of America 
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or my own country, the attitude is different. There it is accepted that 
a company through debentures raises part of the capital, though not by 
shares, yet by long-term finance; it is not; considered justified to 
discriminate against such companies. Financing capital by debentures 
is quite sound and the banks attitude in the matter is of great importance.. 

Chairman: Therefore, when you say a better cultivation of a market 
for debentures is to be advocated, you make that observation for th* 
benefit of the banks. Can action of any concrete kind be taken by the 
Committee in this matter? 

Dr. JeideJs : I do not think so, but the Committee has an opportunity 
of expressing itself favourably on financing by debentures, in order to 
remove the criticism now practically exercised in this country. The 
second possibility of improving the market for debentures is to create 
really attractive issues. Other countries know a great many forms of 
debenture—issues; convertible debentures, debentures with a comparat¬ 
ively high premium at maturity, etc. This is particularly necessary in 
a countrv where Government securities are offered at very attractive rates. 

Mr. Khaitan: You use tue expression "convertible debentures". What 
do you mean? 

Dr. Jeidcls : Convertible into shares; the debenture holder is entitled, 
to exchange his debentures in shares, say 2 to 1; for Its. 100 debentures 
he has the right to receive shares of Us. 50 par value. 

Mr. Khaitan : Supposing to-day a company issues debentures and the 
shares of that company are of a certain value, but the company enters 
into an agreement with the debenture holders that at any time before 
a certain year if they want to convert the debentures into shares tha 
oompanv will issue its shares to the debenture holders at a certain value? 

Dr. Jeidela : Yes. 

Mr. Shanmukliam Chitty : Would you suggest any ratio between 
debentures and share capital which would be considered safe and sound? 

Dr. Jei'ieh: It would require separate rules for each class of industry. 
The best authority seems to me the listing committees of the stock 
exchanges. The respective institutions in my country and in the "United 
States are those whose procedure in practice is known to me. They 
study the balance sheet and with regard to debenture issues for which 
listing is applied for, they form an opinion about a proper ratio. The list¬ 
ing committees of the two stock exchanges in Bombay and Calcutta ought 
to be further developed. The listing committee in my country hag a 
Government Commissioner on it. 

Mr. Shanmukham C-hetty : When an industrial concern wants to issue 
debentures it consults this listing committee whether the amount of 
debentures is all right. 

Dr. JeideIs : If the company or the bankers wish to have the deben¬ 
tures listed, they have to take the listing committee’s views into account. 

Mr. Shanmukham Chetty : Otherwise you mean to say the stock ex¬ 
change will not quote those debentures? 
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Dr. Jeidels : They would not. If they are not satisfied with the- 
soundness on certain lines then it will not list the issue. 

Mr. Shantnukham Che tty: If once a stock exchange agrees to include 
these debentures in its quotation then you think it must be taken, so* 
far as the bank is concerned, that that debenture is sound? 

Dr. Jeidels: It is not an endorsement but it is a control. I think a 
listing committee is of great importance in a system of developing 
industrial finance. 

Mr. Buckley: In practice do joint stock banks who issue debentures 
first of all apply to the listing committee before they do so? 

Dr. Jeidels: No. 

Mr. Buckley: They have to take the risk of that? 

Dr. Jeidels: Yes, it has an educative effect on the company and the 

banks. 


Mr. Cassels: It is usual to put on the prospectus that application will, 
be made to the London Stock Exchange for a quotation. If they put 
that on they naturally assume that they have gone into the question. 

Dr. Hyder: Have you got a copy of the rules which govern the actual 
fisting committees? 

Dr. Jeidels: I shall probably be able to furnish it. The New York 
listing committee had sent the Chairman to all European stock exchanges- 
sometimes ago. In his report, if it bis been published you will probably; 
find a critical survey with recommendations. 

Dr. Hyder: Later on, you speak of opening & market of mortgage 
bank debentures. You are referring here to land mortgage banks. 

Dr. Jeidels: Yes. I suggest that it is discussed under rural credit. 
Mr. MacDougall will probably report on the subject. What I wished 
to point out was that the market will sooner or later have to be prepared 
to take care of this kind of bonds. 

Dr. Hyder: I was wondering in my mind that perhaps it may not 
be so difficult to put on the market land mortgage debentures, but titer 
difficulty becomes very much greater in the case of industrial debentures 
which is a question bound up intimately with the efficiency of manage* 
ment of the particular concerns. In the case of land I think it is sure; 
the thing can always be sold. 

Dr. Jeidels: I prefer not to discuss it now but I may venture the 
remark that in the case of land mortgage banks as with industrial com* 
panics it is necessary that they should have a sufficient share capital. It 
is not only the question of ratio, the capital must in any case be sub* 
stantial. A small company is not well fit to issue debentures'. 

Dr. Hyder: With regard to the debentures of land mortgage banks, 
I take it it may be possible to standardise them for a province at least,, 
but it will be difficult to standardise debentures. 

Dr. Jeidels: There again my general suggestion applies that the banks 
study the entire field, instead of leaving it to the stock broker. The- 
banks ought to be in a position to decide which debenture issue is a> 
proper one. 
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Dr. Hyder: It would be very enlightening to hear from you what 
proportion of the capital of German bank? is sunk in the finance of 
industrial undertakings. 

Dr. .1 ridels : It can be drawn from the banks’ monthly statements 
which I have put on the table the other clay. The statement also shows 
how the banks inventory in shares and bends is divided in more or less 
long term investment and in short term transactions, because a difference 
is made between syndicate participations and investments. Syndicates 
arc transactions in course of realisation, while investments may be held 
for a longer period; the distinction depends on many circumstances. 

Dr. Hyder: 1 should feel much obliged if the statements were trans¬ 
lated into English. 

Dr. Jcidels: The Berlin banks alone—the provincial bank s do not 
•cultivate this kind of business to the same extent—had invested in 
syndicates, that is in course of realisation, about 200 millions Reichsmark 
equal to about 13 crores, and in other kinds of investment about the 
same amount. 210 millions .Reichsmark. This amount of 20 to 28 crores 
of rupees one has to compare with capital and reserves of the 
banks, amounting to about 00 crores, in order to arrive at a conception 
of the inventory used in industrial and similar finance. 

,1/r. Devadhar: On page you say “The deposits with co-operative 
institutions are left out of account as not being available for the invest¬ 
ment. market”. Sometimes part of it is available for the investment 
market ? 

Dr. Jeidels : l'es, a part. 

Mr. Devadhar : Will you please tell me the grounds on which you 
exclude those deposits in the calculation of the investment market 

Dr. Jeideh : Because it is cnly a comparatively small amount. The 
co-operative institutions are working in a special field. If one wishes to 
make the estimate more accurate, which is not necessary for the purpose, 
one would have to count perhaps 10 crores invested by co-operative. 
Societies in Government securities as part of the investment market. 

Mr. Devadhar: Further on you say: “If on the strength of these 
figures the capital market in India itself is estimated at somewhere near 
700 crores, one is not justified in speaking about the Indian investment 
market in a derogatory way”. 

Bo you mean to suggest thereby that the provision for the money- 
market is adequate for the needs of the country? 

Dr. Jeideh : No. The conclusion is t hat my suggestion of a certain 
activity of banks in industrial finance is justified by the existing capital 
market. If none existed I would have to withdraw niv suggestion; this 
is the reason why I made this statistical study of the capital market. 

Mr. Devadhar : You do not mean to imply that It is sufficient to meet 
the needs of the country to-day? 

Dr. Jeidels: I did not study it from this point of view. It is very 
-difficult to say that a capital market is big enough or not. 
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Mr. Devadhar : Have you been able to form any estimate after having, 
listened to all these discussions as 'to whether double this amount or 
treble this amount of money would be required. 

Dr. Jeideh: No, certainly not., The amounts which are needed in 
industrial finance business of banks develop slowly and carefully, and 
they are comparatively not very large. The company statistics show 
that the number of new companies formed in India in the last three or 
four years has been small which confirms this opinion. 

Mr. Devadhar : In the last but one line of the same paragraph (para. 
8, page 5) you say—‘but also the hoarded property in monetary form and 
the amounts used in money lending’. Have you been able to form an 
estimate. 

Dr. Jeideh : I have not made an estimate. 

Mr. Devadhar: Do you also include gold and silver? 

Dr. Jeideh : I may perhaps call attention to the tremendous import¬ 
ance of this matter. The two sources on which this country can fall back 
for financing industry, are the hoarded money and the amounts used in 
money lending. For the future development of India this seems to me 
to be a vital aspect. 

Mr. Devadhar : You find this tendency—the hoarding of money—in 
this country in excess of what y<j>u find generally elsewhere. 

Dr. Jeideh : Far beyond western countries. I do not know eastern 
countries sufficiently to compare to India. Between hoarded money and 
money lending there is an important difference in this connection. Money 
lent is invested and has to be withdrawn from one phase of economic 
life if it is to be invested in another. 

Mr. MacDougall : In the average household the hoarded wealth amounts 
to Bs. 100 worth of jewellery. 

Chairman : Where do you get the statement from ? 

Mr. MacDovgall: From the detailed survey of a village by Professor 
Chablani. 

Chairman : Now that you are on this point of hoarding I see you say— 

The problem of hoarding does not appear to have been investigated 
verv successfuly in the Banking enquiry, and it ought to be 
gone into further in the course of verbal discussion. 

I wonder whether you have seen the evidence, rather the examination, of 
a Professor of Economics of Lucknow University who raised this question. 
When we put before him the facts which have come out in the course of 
the enquiries of the provincial committees he had to admit that perhaps 
he had placed too much reliance on casual statements on the subject of 
hoarding. He stated also he had not seen the provincial reports which 
were not available to him. I dare say you would have noticed, if you 
had read the reports of the provincial banking enquiry committees, that 
thev devoted considerable attention to this question of hoarding. They 
sent their investigators who were assisted by some members of the provin¬ 
cial c omm ittees, to selected typical villages, and there they went into this 
question of so-called hoarded wealth. My recollection is that every pro¬ 
vincial enquirv committee said the same thing, that there is not much- 



206 


hoarded wealth now. Lala Harkishen Lai wae a member of one of these 
committees—the Punjab Committee, and I think he might be able to teB 
about it. Another professor of the Lucknow University—Mr. Eadhakamal 
Mukherji—had gone into the matter and was of the view that there is very 
.little hoarded wealth. 

You talk of families above the lower middle class. I think myself and 
most of our colleagues come of families of that sort, and so far as we know, 
■money is no longer hoarded. Sir Purshotamdas Thakurdas will be able to 
■give you his personal impressions in the matter. There is a good deal of 
jewellery undoubtedly. 

There is another examination before us of a gentleman who is the 
■editor of a paper called ‘Indian Finance’. He had similar ideas, but when 
examined—he was examined by you (facing Sir Purshotamdas)—he had to 
change his views. Lala Harkishen Lai states that in Patiala enquiries 
'have been made and that they do not find any hoarded capital there. 

Dr. Trip: May I ask a question. It is a fact that imports of gold 
into this country have been large, and still go on year after year, and 
•statistics must be available of all these imports of gold. Where is that 
gold gone if it is not hoarded? 

Lala Harkishen Lai: The figures of imports are available, but the 
figures of wastage, wearing out and the uses of gold are never collected. 
"We use gold in many ways. First of all we use if in ornaments, and 
there is the wearing out of these in the course of wear. We have had in 
big families in the past golden vessels, which are not only washed but 
are rubbed to be cleaned. We have lots of medicines in which we use 
gold. We use gold leaves with pan and there are other wasteful uses. 
We d’d discuss these matters in the Punjab Committee; we discussed them 
with witnesses and they also said that nothing very much was remaining. 

Then ‘hoarded’ would mean any quantity which is superfluous, over 
and above the ordinary standard of life in which a family lives. We found 
that the quantity of gold imported during the last 25 years was accounted 
for by the marriages of peasants. We were told by the peasants them¬ 
selves, by people who have knowledge of their lives such as co-operative in¬ 
spectors, that a fairly well-to-do cultivator spends about Rs. 1,000 on gold 
ornaments at the time of marriage, and when we worked out the number of 
marriages which took place year by year, we found that there was nothing 
left to be hoarded. That was how our figures were worked out. 

Then ornaments are made and remade following the changes in fashions 
and there is loss in weight. In 100 to 150 years of a golden article there 
is little gold left. I do not say that India has nothing left. That of 
course is not my assertion. The members of the Punjab Committee 
knew the country very well, and the Chairman who had been living in 
the country also knew the country very well, and we did not find any gold 
hoarded anywhere. 

Mr. MacDougall: I have one concrete case. A friend of mine, a big 
merchant in Punjab actually told me he had gold in bars in his house to 
the extent of £60,000. 

Chairman: I belong to the class just above the middle class. Sir 
Purshotamdas Thakurdas carried on a discussion with the Editor of the 
Indian Finance. There is not much in it. You may come across one 
or two such men as Mr. MacDougall has mentioned. He is a trader and 
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-so is different from other classes. We are a bit surprised when we hear 
about hoarding because it does not tally with what we have come to know 
through the reports of the provincial banking committees and our own ex¬ 
perience. 

Lala Harkishen Lai: An enquiry was made from .office 

in Punjab which has been selling land for the last ten years, and I parti¬ 
cularly enquiried of the Financial Commissioner how much gold was paid 
for lands purchased by agriculturists, and they said not more than 2 per 
•cent. If a man buys land and has gold or gold currency he will certainly 
produce it. 

Sir Purshotamdas Thakurdas: When I read on page 6 that this pro¬ 
blem of hoarding does not appear to have been sufficiently investigated, I 
felt that this Committee would be doing extremely incomplete work if they 
did not deal with this myth as I venture to call it, with the impression the 
•civilised world has that India is still hoarding gold. I wish to suggest for 
ihe approval of the Committee that one of the Secretaries—and I have 
asked Mr. Masani to do it, and he has agreed—should collect all the mate¬ 
rial in this regard in the provincial reports, and that we should also have 
“the first portion of Lala Harkishen Lai’s statement, which is very im¬ 
portant and fairly full. I will also ask Lala Her Kishen Lai kindly to 
let us have a paper on hoarding. I think it is necessary to convince our 
friends on the other side of the table that there iB another side to the 
picture, or for us to be convinced that there is something in this gold 
hoarding. The only way in which gold hoarding is sought to be proved 
-tffl now has been the way in which Dr. Trip has put it. All this gold has 
gone into India, where is it if it is not in hoards? Lala Har Kishen Lai 
has, to my mind, given a fairly full reply, and for purposes of discussion 
I suggest that Lala Har Kishen Lai will agree kindly to complete his 
reply. 

Lala Harkishen Lai: I do not mind. 

Sir Purshotamdas Thakurdas : After Dr. Jeidels is gone we will go into 
this question fully again with the rest of them, and try to understand 
how they arrived at the conclusion which I seriously challenge and which 
I know all the Indian friends that I have come in contact with actually 
challenge. It is true that we have no figures which do not justify the 
inference which you gentlemen and the world draw. There may be a man 
who has £60,000 worth of gold. I should like to know whether the man 
understands anything about currency. 

Lala Harkishen Lai : I have heard of a zemindar who has become rich 
on account of irrigation canals. He had barani land (land which depends 
on rain for cultivation). He collected sovereigns and put then in ghadhas 
(earthen jars). 

Sir Purshotamdas Thakurdas : Apart from any such isolated instances 
it can not be contended by anybody that in cities or rural areas there are 
old hoards. I should very much like this to be discussed, and I think 
it will form a very important part of cur report. 

Lala Harkishen Lai: What about gold that leaves India for Tibet, 
Persia, Afghanistan, ncross the borders, of which there is no record. 
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Sir Purahotamdae Thaikurdaa : At the moment wo cannot to-day taka' 
the discussion any further. A very comprehensive paper will be prepar¬ 
ed by the office with the guidance of Lain Har Kishen Lai and will be- dis¬ 
cussed fully. I attach to it the greatest importance. 

Dr. 'Hyder-. Recently the League of Nations issued a memorandum on 
gold. They investigated the whole production of gold and its uses.. 
What we want you, gentlemen, to consider is this: the monetary and non¬ 
monetary uses of gold and all the relevant factors in regard to all 
countries. It will give you an insight into the magnitude of the average 
which a person carries on his person. The amount of gold used for non¬ 
monetary purposes by all the populations of Europe put together compared 
with the quantity used by 320 millions of India will give us a correct idea 
of the situation. 

Chairman : In that connection 1 would ask the experts to look into the 
tables on pages 534 and 535 of the Currency Commission’s report. Mr. 
Ayangar will supply copies of the table if you want it. I may make one 
observation for the information of the experts. There is no use their going 
and getting hold of a man and getting something out of him. There » 
Mr. Darling, President of the Punjab Committee, who knows about the 
conditions of the people. There is also Lala Har Kishen Lai, and there 
are also those to whom he refers. These people do not go and get hold of 
ope man or two men. They make an enquiry throughout the provinca. 
There is now another committee engaged in making a similar enquiry in 
the Patiala State. Lala Har Kishen Lai has kindly consented to produce 
a paper, and we can discuss the matter with the experts on a later occasion. 
The experience of Mr. Buckley as manager of Chartered Bank more or less- 
confirms our general impression. I was rather sorry when I rend that the 
problem does not appear to have been investigated very successfully by the 
Ranking Enquiry Committee. 

Dr. Jeideh: If my remark, that the Committee has not studied the 
problem of hoarding very successfully, is considered as a criticism, then 
I prefer to withdraw it. The provincial reports have tried to tackle the 
problem from one end, the villagers, whom I would prefer to leave out en¬ 
tirely when speaking of hoarding. The other way which I expect to yield 
more success is to start from the figures of gold imports and to find where 
the gold has gone. 

Chairman : If you had examined the evidence, you would have found 
all these points discussed. 

Dr. Jeideh: I have not found this point fully discussed in the evi¬ 
dence. 

Mr. Rushforth : May I raise one point about the hoarding of rupees? 
It seems to me rather an interesting point. You mentioned hoarded rupees 
being made available for bank deposits. I am not quite-sure of my figure, 
but I rather think that within the last 18 months something like 100 crores 
of rupees have returned from circulation. Now they have only created 
a position which is commonly called redundant currency. There is no 
question about it that rupees in circulation in certain conditions do come 
back to the banks, and it seems to me that the point ought to be considered 
as to why when these rupees come back to the bank they create a state 
of crisis instead of facilitating investment. The reverse situation happened 
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in 1923, 1924 and 1925, but it was in the .other direction. There was a very 
large demand for rupees which was met entirely from the balances of the 
Imperial Bank, to such an extent that not only Indian Chambers but the 
Bengal Chamber at the Associated Chambers meeting drew the special atten¬ 
tion of Government to the fact that there was not sufficient currency to 
meet the legitimate requirements of trade and banking. 

Chairman: Of course the return of currency from circulation is due to 
many causes which are well known to us. A perusal of the report of the 
•Controller of Currency brings out the facts. The principal one is that 
commercial banking facilities at outstations are practically non-existent. 
There are no institutions into which the ryot can put his savings. When 
the ryot gets more for his crop and has more wealth generally there is a 
demand for rupees. When owing to depression or some other cause they 
are not so well off, rupees come back from circulation. That is not a 
problem which is special to India. In any case the rupees come out of the 
currency offices; we do not know whether they come back to the banks 
or not, but even if they do not that only means that banking facilities in 
India are not yet fully developed. 

Mr. Khaitan : The question of rupees going out of the currency and 
of rupees coming back into currency has got to be considered from another 
point of view also. This matter received the special attention of some 
members of the Committee of the Federation of Indian Chambers of Com¬ 
merce and Indystry at a formal discussion of which no report has been 
published. It seemed very strange that just when the Government of 
India wanted to sell silver by a peculiar coincidence more silver rupees 
were coming into the currency reserves than at any time previously. We 
made certain inquiries from which it appeared that what happened was 
this. Formerly rupees circulated freely when they came in payment of 
"Government revenue because they were given back in payments which had 
-to be made by Government for any purpose whatever. Since the time 
when the Government of India adopted the policy of selling silver, I may 
say, for reasons which I need not discuss, against the wishes of the Indian 
people,—since that time silver rupees received in payment of Government 
dues, etc., have been going into the currency reserves, and when money 
has to be paid out it is paid in currency notes. Therefore what i s now 
happening should not be compared with what used to happen. The Gov¬ 
ernment have adopted a sort of artificial method of drawing silver rupees 
into the currency reserve which in previous years would have been in 
circulation. Mr. Bushforth has referred to 1923 and 1924. Two factors 
have to be borne in mind in considering what happened in those years. 
Just previously the price of silver had risen to a very high level and 
people coud not get silver rupees in the way they demanded, and the high 
price of silver induced people to think that having silver rupees in their 
bands really meant having actual wealth. That was heightened bv the 
Government issuing notes instead of rupees. Perhaps the Government 
had not enough silver in their hands—I do not wish to blame anybody—and 
as you know, they had to make arrangements with America and the Pitman 
'Act was passed in America for the purpose of helping India with silver and 
that action continued for some time. And at that time because the Gov¬ 
ernment had abandoned its intention of stabilising exchange at 2 sh. gold, 
the process of contraction of currency that had taken place before then 
had to be given up for the time being, and more currency was required to 
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be put in circulation. That explains why more Bilver rupees 'were going; 
out into circulation from the currency reserves at that time. I have 
already explained the reason why more silver rupees are coming back into 
the currency reserves from circulation at present and during the last 18 or 
14 months, to which Mr. Eushforth has referred. 

Chairman: That is not a matter which need enter into the investi¬ 
gation of this particular problem. The preference for a particular form 
of currency or the contraction of currency, these are connected with 
other considerations. Those problems are not special to India. 

Mr. Dcvadhar: On page 6 you say, “Foreign capital for India has not 
been encouraged lately by the general state of affairs”. Do you refer 
to political affairs? 

Dr. Jeidels: Yes* 

Mr. Mann Subedar: You are not referring to the ratio of exchange? 

Dt. Jeidels : No, I did not have it in mind. 

Mr. Manu Subedav: Do you consider that when exchange is raised it 
encourages capital to go out of the country and prevents capital coming 
In, and vice versa? 

Dt. Jeidels : I have not considered the point in this connection. 

Mr. Ramdns Pantvlv ; Have you persued the report of the External" 
Capital Committee, which Government appointed two'years ago? 

Dr. Jeidels : No.' 

Mr. Devadhar: You say in the second sentence of paragraph 1 on 
page 6 “Practically all New Loans issued by the Government in India are 
normally for productive capital expenditure, which if not by the Govern¬ 
ment would have to be supplied by the capital market to private enter¬ 
prise”. Which would you recommend? 

Chairman: Even if his opinion is that the State ought not to, we shall 
not be able to make any recommendation. We know what the policy of 
the Government is at the moment and that that policy has the approval of' 
the Legislative Assembly. 

Dr. Jeidels : It is not meant to be a criticism of Government for dump 
something which otherwise would have to be done by private capital. I 
would only say that the capital market has to take care of those demands, 
whether they are satisfied bv Government or l y private enterprise. Take 
for instance a power scheme—whether it is done by a private company 
or whether Government finds the money, makes no practical difference. 

Chairman: His point is that the requirement has to be met, whether 
it is met by Government agency or private enterprise. 

Lala Haririshen Lai: I have just a few' questions. You said that de¬ 
bentures may be listed on the Stock Exchange. So far as I can see. we 
have only two active Stock Exchanges, one in Bombay and the other in 
Calcutta. Do you recommend that there should be more Stock Exchangea 
in the country? 

Dr. Jeidels: No. 

Lola Harkishen Lai: You say that only two are quite sufficient? 

Dr. Jeidels: I do not deal with the question at all. 



211 


Lala Harkishen Lai : Does it not imply that if these things have Ui- 
go through? 

Dr. Jcidcls: If there is a regular demand up country to buy and sell 
securities, then, in those places, I think there ought to be Stock Exchanges. 

Lola HarkUhen Lai: How is a Stock Exchange brought into exist¬ 
ence? 

Dr, Jeidels: They are generally started by Chambers of Commerce; on 
the European Continent, they have taken the initiative. 

Lola Harkishen Lai: You have mentioned two sources from which 
further capital may be got, one foreign capital and the other the hoarded 
money. Would you add any other source to those two? For example, 
we believe that the national savings of the country are appropriated largely 
by Government loans, cash certificates and so on. Don't you think that 
some portion should be left over for commercial banking and industrial 
banking? 

Dr. Jeidela: The problem has two sides; one is whether the competi¬ 
tion of postal savings institutions is quite fair and ought to be encouraged. 
The other side is what should be done with the money collected in this 
way? Should it be credited in the Treasury and uBed like the proceeds 
of every other kind of Government loan, or should it be devoted to eco 
nomie purposes of the country? As regards No. 1, I approve of the policy 
of savings institutions. As regards No. 2, I think, if these deposits in¬ 
crease, it is worth considering whether part of that money should not be 
led back into the economic life of the country from where it comes. I 
compiled some figures about savings institutions in my own country— 
they are not Government institutions, but public institutions, mostly muni¬ 
cipal—, what they do with the savings deposits, whether they go entirely, 
directly or through investment in Government securities, into the treasuries. 
If the amounts increase. I think the policy in India ought to be reconsi¬ 
dered. 

Dr. Trip: May I ask here: Do the Government use the money they 
get from their postal savings certificates for their capital, expenditure? 

Chairman : That is right. 

Dr. Trip: It is not used tor the normal expenses but for their capital 
expenditure, and for that the Government would be entitled to go into 
the investment market in order to borrow there the money required. 
So that there is no difference. If the Government were to invest those 
monies in private bonds and debentures then the Government would have 
to borrow more money in order to earry out their programme of capital 
works. 

Lala Harkislien Lai: Some of us hold the view that in spending this 
money on capital works the Government is inclined to favour one kind of 
undertaking more than others. We feel that the national growth ought 
to be more harmonious on all sides. I mean that the growth is rather 
lobsided. Too much is spent on railways, for instance, while other things 
are overlooked. Suppose there is something in the view we hold, ought 
not then these monies collected by Government to be more equitably ap¬ 
portioned? 
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Chairman : Before he answers I would like to say that this is a question 
of Government policy and policy which is approved by the Legislative 
Assembly, and although I should have been delighted to ask Dr. Trip 
to place before us his criticism of the present action of Government, the 
solution of that does not really lie in our hands. 

Dr. Trip -. I thank you very much, because if you had not said that I 
should have said the same thing. 

Lala Harkishen Lai: Then there are other sources from which we can 
possibly have more money placed at our disposal. I mean that insurance, 
exchange, freights, etc., are now largely appropriated by foreign agencies. 
Suppose we jumped in there, don’t you think we would have more money 
avilable from those sources for better banking facilities, for industries and 
trade generally ? ' 

Dr. Jeidels: I have studied the report of the Actuary in regard to the 
insurance funds. The insurance funds of foreign companies are also in¬ 
vested in this country. 

Lala Harkishen Lai: I am thinking more of insurance for marine and 
fire. 

Dr. Jeidels : The premium reserves for insurance, whether it is done 
by Indian or foreign companies are kept in this country so far as their 
Indian business goes. 

Mr. Barker: There is no legal provision. 

Mr. Khaitan: Do you think there ought to be legal provision for that? 

Dr. Jeidels: I do not wish to express an opinion about it. I only 
Iknow that the insurance companies hold about 50 crores in Indian assets, 

Lala Harkishen Lai: Mostly Government securities? 

Dr. Jeidels: Yes. 

Mr. Khaitan: May I fake it that in your opinion if there was such a 
provision in law it would be quite fair and equitable ? 

Dr. Jeidels: I think it would be worth considering. 

Lala Harkishen Lai: There is another suggestion which is sometimes 
made and is quite in keeping with the views we have been expressing, 
and that is that if the money lenders, the indigenous banker, the Joint 
Stock Banks and the Exchange Banks and the Imperial Bank were some¬ 
how or other linked together there would be more reserves available for 
capital. 

Dr. Jeidels: This has nothing to do with the capital market. 

Lala Harkishen Lai : What I mean is that all these various parties 
have to keep decent cash reserves independently of each other, but if 
that were all pooled together the total required for the purposes would be 
less. 

Dr. Jeidels : But it would not be available for capital. 

Lala Harkishen Lai: But it would be available for banking facilities? 

Dr. Jeidels: Yes, for tanking facilities. 

Lala Harkishen Lai: Now, a last question. You recommend the in¬ 
troduction of foreign capital more largely if we want to progress in the 
industrial line. Would you kindly say on what terms it would be right 
r av us to get foreign capital into this country? 



Dt. Jeidela: I can make only a very general remark. I do not see any 
objection to take in more foreign capital if it is for really important pur¬ 
poses of development of national resources. 

Lola Harkishen Lai: In 1909 when I was in London a friend told me 
to beware of foreign capital for the reason that it is apt to monopolise the- 
whole field. What therefore I want to know is whether capital introduced 
on a monopoly basis would be helpful to us, or rather would it not be 
better if we got the capital by way of loans on reasonable rates of interest? 

Dr, Jeidels : I would prefer the later. 

Lala Harkishen Lai: But now I am asking you how oan we get that, 
have you any suggestions? 

Chdirmdn: I do not want to interfere but that is a question which Dr. 
Jeidels has answered in reply to Mr. Eamdas Pantulu on a previous occa¬ 
sion. 

Laid Harkishen Lai: Tha't is all right, but I am asking how we should 
get that capital. I have certain suggestions to make. For purposes of 
development the Canadian Government backed debentures and bonds in 
the London market. I was told that by a Canadian expert who came to- 
the Punjab in connection with an iron and steel scheme which was 
being put through by a European syndicate. He told me that if the Gov¬ 
ernment of India would back debentures in the London market on the 
Canadian model we could get all the capital we wanted for development 
purposes. 

He had not one case but several cases. He himself wa s a Canadian. 
They applied to the Government of India. The Government of India 
said that they had not done it before, that it would be a departure 
from their policy and that they must ask the Secretary of State. There¬ 
fore the matter was dropped. The fact is that the Canadian Govern¬ 
ment had been doing it. and some people believe that they are still 
doing it. Do you recommend anything of that kind as really helpful to 
the introduction of foreign capital into this country? 

Dr. Jeidels.: I do not like the Government going round in any country 
and trying to find money for industrial or business purposes. There are 
many practical possibilities for India to get foreign capital; the country is 
using a very large amount of foreign capital, and I do not see why it 
should not continue. 

Mr. Cassels : About the Canadian Government guaranteeing Industrial 
Banks, I have not heard of it. 

Laid Harkishen Lai: I will be able to produce proof. 

Mr. Khaitan: Dr. Jeidels, you hape been advisini us that foreiyn capi 
tlal may in certain circumstances be good for the country. Do you think 
it would be advisable to have some scheme whereby foreign capital may be 
used for the purpose of carrying on the work of the Exchange Banks which 
are at present engaged in the financing of foreign trade and the internal 
capital, which at present goes to the financing of foreign trade is utilised 
for the development of industries instead of foreign capital being utilised 
for developing internal industries? 

Dr. Jeidels : It would mean to replaee the share capital of Exchange 
Banks devoted to foreign ttade finance. The capital invested in foreign* 
exchange business are the shares of those banks. 
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Mr. Khaitan : That is not the position in India. The Foreign Ex¬ 
change Banks that are operating here have got their share capital at the 
place of origin. They are here trading on deposits received in India. 
Generally speaking most of their businesses is carried on with internal 
capital. You have said that in certain circumstances foreign capital may be 
good for the development of the country. I do not want to expreBB my 
views on that one way or the other. I am not talking of racial discrimina¬ 
tion, but T am putting an economic question. Don't you think some 
scheme may be devised whereby foreign capital may be more utilised for the 
purpose of financing foreign trade, and the internal money that is at 
present going into the Exchange Banks for financing foreign trade may be 
made available for the development of industries inside the country so 
that what is supposed to be the had effects in both may be got rid of? 

Dr. Jeide Is: These deposits are put in the bank as deposits and are 
not earmarked for foreign trade. These 70 crores would certainly be 
available for other investment if the depositors instead of putting their 
money in the Bank, would buy securities. 

Dr. Trip: That is available for investment. 

Dr. Jeidels: Deposits with Foreign Exchange Banks or with the Im¬ 
perial Bank or with the PostRl institution or the Joint Stock Banks are 
no doubt the same kind of capital and cannot be distinguished as deposits 
with this or that group of banks; they are all bank deposits. 

Mr. Khaitan : Supposing we are able, by putting our brains together, 
to evolve some practical scheme. 

Dr. Jeidels : A practical scheme could only be to appeal to the 
depositors who now deposit their money with the foreign exchange bankB. 

Mr. Khaitan : If it is satisfactory to the depositors, do you think that 
would be a correct way of putting our brainB together for finding a 
solution ? 

Dr. Jeidels : Every depositor in a bank, whatever kind of bank it is, 
may, of course, be persuaded to do something else with his money than 
to deposit it with a bank. If you work out a Bcheme which makes it 
more desirable to bank depositors to have their money invested in some 
•other way than in bank deposits, you may try such scheme. None has 
occurred to me. In writing the memorandum and estimating the size 
of the capital market, I included the bank deposits as available for in¬ 
vestment. I assumed that everybody who is a depositor at the moment, 
with whatever bank it may be, may be persuaded to invest his money, 
deposited at present with a bank, in seme ether way, if something more 
attractive can be offered to him. 

Mr. Khaitan : There is nothing inherently wrong in what I have said ? 

Dr. Jeidels : There is something inherently wrong, if you think of 
any other way than appealing to the depositors. 

Mr. Khaitan : I did not suggest that. Supposing we can evolve a 
good satisfactory scheme. I am not thinking of any legislation. 

Dr. Jeidels: Legislation for this purpose would be very difficult. 

Mr. Khaitan: I am not thinking of wild schemes of that character. 
Supposing we evolve a practical, good and satisfactory scheme that would 
satisfy the conscience and the intellect of the depositor. There may be 
nothing inherently wrong? 
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Dr. Jeidels : No. 

Dr. Hyder: How do you raise capital in the foreign markets for 
'German industries? 

Dt. Jeidels : It is mostly done in Germany by issuing bonds in foreign 
markets; it. has been done in this way for large amounts. 

Dr. Hyder : Do the Banks give any guarantee? 

Dr. Jeidels: No. 

Dr. Hyder : Any industry works up a scheme and offers it for sub¬ 
scription ? 

Dr. Jeidels: Two banks in Germany have issued their own debentures 
on the Swiss pattern. There exists in some countries a system of bank 
debentures. Swiss banks for instance, and to some extent Swedish 
Banks and, principally in the past, Hungarian and Austrian Banks issue 
bank debentures. These debentures are different from long term indus¬ 
trial debentures, inasmuch as they mature in 5 years or 10 years. The 
two German Banks mentioned have issued such debentures for 25 and 
for 15 million dollars respectively. 

Chairman: These supply long term loans to the industry? 

Dr. Jeideh: They are intended to supply long term credits; it is an 
experiment the success of which is not yet quite assured. The Swiss 
Banks follow a different purpose and use the proceeds in their short term 
business; it is an old practice there and a very popular method of 
attracting special classes of savings. 

Chairman: One is a long term advance to the industry, the other is 
for n short term purpose. 

Dr. Jeidels: Yes. 

Dr. Hyder: Are there any restrictions imposed by your country in 
case an industry wants to raise such a loan in foreign countries for the 
purposes of the industry? 

Dr. Jeidels: There is a certain control. I do not enter here on the 
interesting problem whether a country ought to import foreign capital. 
In my country where capital had practically disappeared owing to post 
war inflation, it has been considered necessary by individual business 
enterprise and also by Government in its various forms to get capital 
wherever available. But as it is doubtful to what extent a country ought 
to be indebted to other countries, there is a regulation since 1925 or 1926, 
by which Government permission is required for municipal, state and 
provincial loans issued abroad. For private industrial bonds only a sort 
of expert opinion of the Central Banking Institution—the Keichsbank— 
is required. 

Dr. Hyder: Opinion of the Central Banking Institution about the 
soundness of the venture? 

Dr. Jeidels : Whether it is proper for that kind of business to use 
foreign capital in the form of bonds sold abroad. 

Dr. Trip: That is an emergency measure with regard to the present 
conditions prevailing in Germany—owing to lack of capital in Germany. 

Dr. Jeidels: It is an emergency measure; there has never existed 
such legislation prior to this emergency. Th© regulation has been changed 
•everal times in order to meet the requirements of the case. 
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Mr. Manu Subedar: Do you have control by Government of export' 
of German capital abroad? You had it during the immediate post-war- 
period. 

Dr. JeideIs: In a way; there was a regulation for money going out 
of the country; it was not prohibited, but subject to certain controls- 
partly by the Beichsbank for currency purposes, partly by the Income- 
tax authorities. 

Mr. Manu Subedar: And the Central Banking Institution was expected 
to express its favour or disfavour of such export of capital? 

Dr. Jeidels: No. 

Mr. Manu Subedar: Does regulation or control of export of capital 
exist in any European country now? 

Dr. Jeidels: If the Bank of England does not consider the time ap- 
propr'ate for floating foreign loans—that is a kind of export of capital—. 
it intimates this opinion to the issuing houses. It is not forbidden and 
there is no law which could forbid it. But friendly advice is given by 
the Bank of England to the issuing houses which is as good as law. 

Mr. Manu Subedar : The purpose I had in mind is this. I want to know 
whether agents of foreign Governments and foreign concerns, foreign 
municipalities or foreign industrial concerns, are allowed freely to adver¬ 
tise the prospectus and canvass for German, Dutch, French or English 
capital, and whether there is any control or regulation as to the amount 
or as any other national from purchasing these securities? 

Dr. Trip: No. 

Dr. Jeidels: There is this kind of embargo which the Federal Reserve 
Banks in U. S. A. also exercise. If a foreign loan is advertised in 
New York, a German loan or a Hungarian loan, then capital is exported 
from the United States to Germany or Hungary. 

Mr. Manu Subedar: Would you allow French bonds for example, or 
New Zealand forests bonds being sold freely in Germany? 

Dr. Jeidels: Certainly. 

Mr. Manu Subedar: Is it the same in all European cuontries? 

Dr. Jeidels : In Germany at least it can be done. 

Mr. Cassels: It is the same in England. 

Mr. Manu Subedar: Is it the same in all European countries to your 
collective knowledge? 

Dr. Trip: There is this restriction that the Government has to allow 
the quotation in the stock exchange. 

Dr. Jeidels: But there is no prohibition for the individual to buy. 

Mr. Manu Subedar: The stock exchange gives quotations for foreign 
securities ? 

Dr. Jeidels : It does. 

Mr. Manu Subedar: The transaction is done openly? 

Dr. Jeidels: Yes. 

Mr. Manu Subedar: There are no restrictions either on the individual' 
or otherwise? 
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Dr. Jeideh: No restriction on the individual. There is only the policy" 
about foreign issues. 

Chairman: The Bank of England may arrange with the issuing 
houses not to issue a loan? 

Dr. Jeidels: Yes. In Germany, for instance, there is no legal res¬ 
triction to isBue a foreign loan; but some central authority might intimate 
to the banks that it does not consider the time or the object as suitable 
for such issue; it is a question of policy. In France also such policy 
is quite openly exercised. 

Mr. Manu Subcdar: We know a lot more of England. I should like 
to know what Is the position with regard to other countries. Would you 
allow, let us say, an invitation to Dutch capitalists to buy South Africa 
bonds free? Would the Bank or the Government as a matter of policy 
or practice prohibit it? 

Dr. Trip: The position is absolutely free, even in Dutch banks, as a' 
matter of policy.. It is only the Stock Exchange management who look 
into the question if it is a real loan, and if people are not cheated. If 
it is a real loan there is no objection whatever against even the quota¬ 
tions of such loans. 

Mr. Manu Subedar: The Dutch Banks as a matter of fact place on 
the Dutch market Dutch colonial securities? 

Dr. Trip: Yes. 

Mr. Manu Subedar: Would they place on the Dutch market any 
foreign securities? 

Dr. Trip: Oh yes. They even placed on the Dutch market a rather 
big amount of Cuban loan which was intended to help the Cuban sugar 
factory which was at that time the biggest competitor of the German 
sugar factory. Public opinion was not very much for financing that 
country, but the banks did it and the public accepted it and it has been 
in the stock exchange. 

Mr. Manu Subedar: Would the same opportunities be permissible for 
placing Indian loans in these markets? 

Dr. Trip: Yes. 

Mr. Manu Subedar: Would you help us then with some constructive 
suggestions as to how it can be done? * 

Dr. Trip : I think that the best jjhing to do is for the representative 
of the special interests that want to raise money in this country to go 
over to Holland and enter into conversations with the Banks, survey the 
position and see whether it would have success or not. But there 
would be no limitation and restriction on their buying. 

Sir Purshotamdas Thakurdas : You say in your memorandum (page 5) 
that you have audited the statistical figures. I have tried to take these 
figures and to bring out the unknown factors, which you have referred 
to in the end. Your first item is 76 crores—paid up capital of joint 
stock companies.—Your next item is 400 crores of Government securities. 
The next one is 70 crores for municipal and port trust loans, and the 
fourth one is 300 crores deposits with banks and the post office. The 
total of this would be 1,046 crores. I do not know whv vou exclude 
treasury bills. 



Mr. Jeidels: It would be a duplication, because the deposits are partly 
invested by the banks in treasury bills. 

Sir Purahotamdas Thakurdas: It is not all treasury bills. However, 
that is a small thing when we are counting 200 crores. In this total 
of 1,046 crores are not included (1) sterling capital actively employed 
in India, (2) hoarded money, that is, I suppose you mean gold and 
silver which is in hoard. (3) co-operative deposits, and (4) the indigenous 
bankers’ and money lender’s money. These therefore are uncertain factors. 
Now the total of 1,046 crores works out per head to Its. 31. Can you 
tell me a similar figure for investments in other countries?—There are 
such estimates, but I do not have any material with me. 

Sir Purahotamdas Thakurdas: What I want to compare is how broad 
the investment market is as compared with the needs of this country in 
comparison with their actual existence in Canada, in Holland, in Germany, 
and other countries. Your conclusion is that the investment market as 
it exists in India is not one about which we need be ashamed. I want 
to show how imperfect it is and how unsatisfactory it is—It requires 
certain criticism ofi methods, and it therefore takes some time to prepare 
such estimates. 

Sir Purshotamdas Thakurdas : We know that 1,046 crores in thiB 
method includes an unknown factor which we will have to guess. What 
is it in other countries where it is shown that there are better and more 
up-to-date statistical data?—Figures for such statement are available, 
but I doubt whether I can gather them from the material which I have 
with me in India. 

Sir Purshotamdas Thakurdas : Before I, as an Indian, can accept this, 
I would like to know where we stand. What is the proportion as 
compared with toher countries ?I shall see what figures for other countries 
I can make available. With regard to India I have tried to be careful in 
arriving at the estimate offered. 

Sir Purshotamdas Thakurdas : I do not take exception to what you 
have said. If our investment market in India is broad enough or 
reasonably broad for the requirements of this country, we ought to know 
how it compares with the investment markets of other important countries. 
I wonder if Mr. Cassels or Dr. Trip could help us— Dr. Trip: It is very 
difficult. Dr. Jcidcls: I think there are some estimates in Germany 
about it, not only on the total capital of the country, but also the part 
♦of it which one may consider as investment market. 

Sir Purshotamdas Thakurdas: If you w’ould agree in the method of 
assessing this and use it for India "and for two or three other countries 
of the world, then the reasoning has a value for us. We would like to 
know how w'e stand in regard to the other countries—If I cannot supply 
the figures here, I shall communicate with Mr. Ayangar from home. As 
interesting as such comparison is. I would like to draw the. scope some¬ 
what narrow'er. My object is not to show the capital market of this 
country compared with other countries, but whether the field is large 
enough to justify the banking institutions of this country to enter the 
field of industrial finance. That was my only object in offering an estimate 
■of the Indian investment market. 

Sir Purshotamdas Thakurdas: It may be too small; therefore we muBt 
have comparisons—It may be too small, but my impression from the 
figures is that banks, such as the Imperial Bank, could do the same 
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business as our banks in Germany do if they begin to cultivate it. I try 
to find out. whether those conditions exist here, at least to an extent, which 
make such kind of banking possible in other countries. 

Sir Purshotamdaa Thakurdaa: The figure of 1046 crores may be too 
big, but compared with the size of India and the requirements of 320 
millions of people, it may be too small. I do not know how thi g can 
be put forward. If I wanted to do it in the form of a report, I must have 
some cfata of the figures in other countries,—I would not recommend to 
use my figures beyond the investigation of the problem, whether India 
has a sufficient capital market to warrant the entering of banks into the 
field of finance. If there is no capital marker, one cannot suggest to 
a bank to try to place or to encourage debenture issues. Should you 
propose a general statement about the investment market in India in 
comparison with others. 1 would not recommend to use mv figures just 
a g they are collected to show that banks in this country are strong 
enough for the kind of business under discussion. 

Sir Purshotamdaa Thakurdaa : Why then do you include Government 
securities and Port Trust and Municipal loans —Because they constitute 
capital investment. 

But they are not industrial—Why should not ihose who invest in them 
buy industrial debenture*? 

Sir Purshotamdaa Thakurdaa : The man who exposes his capital to a 
little risk, and tries to earn a higher dividend may lose his whole capital. 
The one who is satisfied with a smaller return of 4. 5 or 6 per cent., 
as the case may be. on municipal or Government paper, will not look at 
anything else—I am aware of the fact, that in this country the public 
are used to invest principally in Government securities; but I have no 
doubt, that there exist not, few investors, who adhere to the principle of 
diversified investment. The most primitive investment is hoarding; the 
counterpole is the diversified investment in securities. Those who cherish 
a diversified investment are most readily available for purchase of indus¬ 
trial securities. How large the amounts available are, I think no statistics, 
but only practical experience, can show. 

Sir Purshotamdaa Thakurdaa : You are looking at what is available 
to an industrial bank as you call it or to industrial banks and not to Port 
Trust or Municipal funds. Those who invest in them do not invest in 
Government securities—I admit that the public outside of business sphere 
generally prefer Government securities. But even if you take this as a 
general rule, I believe that there still remains a field for industrial finance. 
I have emphasized that banks ennnot enter the business of industrial 
finance safely without the existence of a capital market, and therefore, 
wished to strengthen my argument by eventually furnishing the proof 
or at least forming an opinion, that this indispensable condition existg in 
India. You know that one of us has reserved lii s opinion on the question 
whether conditions here warrant the banks entering this field; I fully 
appreciate such reservation and wished the more to be prepared to argue 
that a sufficient number of investors are available to buy securities 
resulting from industrial finance. 

Sir Purshotamdaa Thakurdaa : There is nothing like 700 crores which 
you give.—It is not necessary to have 700 crores available.—I only argue 
that the investment field lies inside of those 700 crores and with the 
investors who hold them. 
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Dr. Trip: Is there not a possibility of a change? As industry com¬ 
mands the confidence of the public, the class of people who are prepared 
to invest in them will come with experience. 

Sir PuT&hotamdaa Thakurdaa : Then it is a question of hoping that it 
will increase in future. It is not a question of taking the complete figures - 
for to-day, which is nothing like 700 erores, but only 275 crores— Dr 
Jeidels : I canno't agree with your rather hopeless statement. 

Sir Purshotamdas Thakurdaa : We are talking of the fact, viz., that 
to-dav the investment in shares and joint stock companies of all sorts, 
including industrial banks, insurance and everything is 276 crores of 
rupees. These are the actual figures: I wonder why you have taken the 
value of shares in the hands of the public at 125 crores. You have taken 
it at 95 crores and say that some of them stand at premium—I have 
deducted those shares which I presume to belong to managing agents. 

Chairman: If it is not 276 crores, then undoubtedly the position is 
that the whole of the 276 crores is not in the hands of the private 
investor and according to your assumption, it is only 125.—The best 
organization I ever saw for distributing investment and educating the 
investing public, is the National City Company of New York. Among 
their clients there are certainly many who had to be educated from 
investing exclusively in railway bonds to an investment of a more diversi 
fled nature and a higher average yield. I would recommend to Sir 
Purshotamdas Thakurdns not to take an unfavourable view about the 
capital market; it could only result in discouraging the bank B from entering 
the field of industrial finance. Even if one is not optimistic about the 
immediate results, one is entitled to hope for the future. 

Sir Purahotamdaa Thakurdaa : I was only trying to understand the 
present and in India how far we should be hopeful or pessimistic is 
a matter of opinion—It is the question whether one may expect a bank 
like the Imperial Bank to enter the field. If an optimistic opinion on 
the capital market is really proved to be unjustified, then, of course, the 
bank cannot enter the field. 

Chairman: I think that Dr. Jeidels has told us that attempt should be 
made to educate the Indian investor to put his money in industrial invest¬ 
ments as distinct from investment in Government securities. Now if we 
take the requirements of the country as a whole, that is the requirements 
of Government as well as of private industrial ventures, and if we can get 
people to show a preference for private industrial investment rather 
than for Government securities, then obviously the Government will have 
to borrow more in foreign markets, and that would not improve the 
situation. In the next place there is bound to be always a class of 
people who prefer to invest in the safe form of Government securities. 
Becentlv in London I was told that there is a class of people who won't 
touch any securities other than Government securities, and I think I 
am correct in assuming that that is the position in every country. 

Dr. Jeidels: That is so in every country. 

Chairman : Therefore the education of people in that reBpect is not 
really a solution of the problem. I Hgree that the figure of 145 crores 
does not make us feel very optimistic about the possibilities of private 
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investment to a greater extent in these industries. But even assuming 
that that were possible, that does not in any way help us in regard to the 
importation of foreign capital, whether to meet Government needs or 

■ the needs of private industries. 

Dr. Jeidela : With regard to foreign capital for industrial needs I do 
not know whether there are instruments for getting it. 

Chairman : 1 have not mentioned that because instruments may be 
available. Some of these joint stock companies may try to raise loans 
in foreign markets. I believe Tatas have successfully floated debentures 
in foreign markets. So I am not sure that instruments are not available. 
It may be done through one of the Indian banks or it may be possible 
to do it through an Exchange Bank. I am merely trying to pursue the 
matter from the point at which we left it before lunch. I think your 
idea firstly was that the investment market in India cannot be looked 
upon in any derogatory way from the point- of view of investment alone. 
Then I think you said that if we educated people to take more interest 
in these industrial schemes than in Government securities, in which the 
statistics show they invest more largely, that might make more capital 
available internally for purpose of investment in these industries. Well, 
there is the other difficulty. If that did happen the Government would 
have to borrow more largely in foreign markets, assuming that Govern* 
ment requirements for capital stand where they are now. But that is a 
-question for Government. If Government says they will not take so 
much capital from the Indian money market as it now does, then 
obviously more capital will be available internally for these industries. 
I know it is an argument which has often been used against Govern- 
-ment. But us I said the capital required by Government is after all 
discussed and settled in the Legislative Assembly of the country. t It 
may be that that Assembly, acoording to Lala Harkishen Lai is not 

■ properlv constituted, but the solution of that matter does not lie here. 
It is being pursued elsewhere. 

Dr. Jeidela: If you assume that industrial debentures will take away 
-some of the money from Government securities then, of course, and 
rto that extent Government has to find some other market. 

Chairman: That was my point. If Government- requirements remain 
the same, and if by propaganda or special inducement a large share of 
the local capital is transferred to industries not run by Government, that 
does not help the country as a whole. It means large Government 
borrowings outside the country. 

Dr. Jeidela: In my country there has always been competition between 
Government issues—in which I include municipal, state and federal loans 

_ an ,j private ventures in the investment market. Indeed competition, 

- s rather keen because about 50 large municipalities come separately 
into the market. If only a limited total amount can be railed in the 
Indian market and the rest has to be found in foreign markets, for the 
country as a whole it remains the same whether Government borrows 
outside or the industrialists. It is the concern of industry to leok to its 
•own finances and it must not be put in the corner by Government needs. 
It is a quite fair and necessary competition: Industry ought not to be 
satisfied to have to stand aside because Government needs money. I 
.do not dispute what you have said, I am only enlarging on it a little. 
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If the public can he educated to take up more high-class industrial' 
debentures then Government will look out as to find money elsewhere, 
and industry will have pushed itself into a more prominent place in the 
financial market. 

Chairman: In that regard I think 1 have alreudy drawn attention to 
the fact that the preference for Government securities is not special to 
India. You hove admitted that and I am not sure any amount of 
education will help the situation. I suggest that it depends largely on 
the amount of available savings a man has. However you may educate 
him; if his savings are limited and he wants to invest for the benefit of 
his children he will probably always feel shy of industrial securities 
and will prefer Government securities, which give him a safer return 
He does not want so much to speculate and increase his holding, as to 
have it safe at a moderate interest for the benefit of his old age or 
family. And in a country like India where individual wealth is very limited 
that factor will always operate in spite of any education. 

Dr. Jeideh: I may draw your attention to a fact of importance to 
the capital market in this country; the broader imagination which Gov¬ 
ernment has shown by inventing attractive securities to the market, a' 
spirit which industry has not shown. Industrial bonds offered are more' 
or less uniform, 6 or 6$ per cent, debentures with no special attraction. 
What also calls for criticism is the small size of most debenture issues; 
it is scarcely possible to create a real market for small issues. Indus¬ 
trial debentures at present are indeed, on the whole, not sufficiently 
attractive to the public, compared with Government securities. It is 
not so different in my own country where especially the municipalities 
have shown a marvellous sense for invention of attractive securities. To-' 
give, the public a similar choice of industrial debentures is in my opinion 
the banks’ business; they ought to offer a richer menu to the investor. 

Mr. Cassels: I understand from this conversation that Government 
securities are very much sought after in this country. 

Chairman: Among a certain class of investors. 

Mr. Cas sals: And Dr. Jeidels says that the Indian Government pro¬ 
vides a very select bill of fare for that purpose. Having regard to these 
facts, it seems to me that the rates of interest the Government offers 
are unduly high. It is not so much that the debentures of industrial 
companies are too low, but that they are too low in comparison with 
Government securities. It is quite natural for an individual to say, 
“I can get 6 per cent, on Government, securities and 6$ per cent, on an 
industrial debenture. I will neglect the $ per cent, and go for safety. 
How is it explained that Government offers such good terms—I mean 
year in and year out they offer such good terms? 

Chairman: It would not he possible for me to answer that question. 
It Is really a matter for Government, and as I say, the solution cannot 
be arrival at by the Banking Enquiry Committee but perhaps by a; 
• change in the present machinery of Government. But that we cannot 
discuss here. 

Mr. Casaeh: I wondered why it was so different in India to other 
countries, where we know Government securities offer a very low rate and 
therefore do not compete with joint stock and other industrial ventures. 



Chairman : The answer to that may be that under the present system 
of Government people are not willing to provide money for Government 
requirements except at these comparatively high rates of interest. That 
may be the solution. The only other answer would' be that Government 
are doing this because they do not take careful steps to catch the money 
market at the right time' That would obviously be the other answer, 
that Government are doing something which is certainly wrong for any 
Government to do. Still, I find it difficult to answer it in that way. 
Therefore perhaps the answer is the first one I suggested to you. I can 
only make a suggestion. I cannot produce a clear-cut answer. To do that 
one' would have to ask the Finance Member of the Government of India to 
come before us and explain the position. 

Lala Harkishen Lai: Not a past Number? (Laughter). 

Chairman: Well, the past Member raised a loan on which certainly 
he did not pay the rate of interest which has been paid since. 

Mr. Manu Subedar: The volume of capital borrowing on the part of 
Government could hardly be outside the discussion of this Committee. 

Chairman: I am not sure on that point. There are the facts, but 
it ‘is not for us without anything before us to discuss why Government 
was compelled to take this action. 

Mr. Manu Subedar : We can mention whether this action cm the part 
of Government—whatever the reasons which dictated that action—has 
had a favourable or unfavourable influence on the development of industry. 

Chairman: It may have an unfavourable effect on investments of capital 
in industries, in banking. As it is, if Government borrows the money 
it goes into the Imperial Bank, and one bank benefits, certainly for a 
limited time. 

Lala Harkishen Lai: For a very short time it goes into the Imperial 
Bank and it comes out of the Imperial Bank for the time being. 

Chairman: You are quite correct, and helps trade and commerce for 
the time being. It is there, till Government wants it to meet its own 
expenses, it may be for the building of that railway which you don’t like. 
There again it is probably providing employment for a certain number of 
people in this country and it becomes a policy of Government, and it is 
not for us to discuss the. policy of Government. 

Mr. Manu Subedar: Not the policy but the consequences. 

Chairman: Certainly, you may be justified in saying that it would 
have this effect. Even so, if Government has in the past been spending 
large sums of money for its capital purposes and in this matter has the 
support of the Assembly and the support of Advisory Boards on one of 
which I think my friend to my right has sat, it is not a matter for us to 
discuss. 

Lala Harkishen Lai: Yon stnted that the speculative debentures have 
not been preferred by yourself against the non-speculative, and that tho 
industrial debentures are speculative. We. do not agree with that. 

Chairman: From my point of view I want to make a permanent in¬ 
vestment. I know of course that 3| per cent, paper which years ago J 
bought at 80 are now down to 65. 
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'Lala Harkishen Lai : I am not questioning your wisdom but your state¬ 
ment. I want that that should not be taken down as the Committee’s 
opinion. 

Chairman: I did not suv that it was the Committee’s opinion; I was 
only expressing a personal opinion. 

Sir Purshotamdas Thakurdas: On page 7 you end up with this sentence: 
“If the country can or will not make hoardings or foreign markets avail¬ 
able for those investments which supply the capital needs of industry and 
agriculture, neither the banking system nor the individual banks can be 
blamed for slow progress”. 

You mean slow progress regarding the economic development, of the 
r country as a whole? 

Dr. Jeidels : Particularly industrial development. 

Sir Purshotamdas Thakurdas: You have told us your opinion about 
foreign capital being good for India. 

Dr. Jeidels : I am not sure on this point; please take it as an advice 
within limits. 

Sir Purshotamdas Thakurdas : I understood from the very start that 
you advised us to keep on the foreign capital in the country and not to 
bang the door against the further inflow of foreign capital. I understood 
you to say “Do not disturb the foreign banks and foreign institutions 
which afford finance in the country '. 

Dr. Jeidels : Yes. 

Sir Purshotamdas Thakurdas: Therefore, your point is that the capital 
which we have from abroad is good for the country? 

Dr. Jeidels : Yes, you have it anyhow, you live on it. 

Sir Purshotamdas Thakurdas: Therefore, don’t disturb it? 

Dr. Jeidels: Yes- 

Sir Purshotamdas Thakurdas : Then, later on, you said what would 
imply that there are other ways of attracting foreign capital. Is that what 
you mean? 

Dr. Jeidels : I did not mean that. 

Sir Purshotamdas Thakurdas : Then 1- thiuk we had best leave it at 
that. If your point is don’t disturb what you have at present and you 
stop there, I have no more questions to ask. 

Dr. Jeidels : I say the following: if hoardings and foreign markets are 
not made available, one has to take the consequence. 

Sir Purshotamdas Thakurdas : Then the natural corollary from it is 
make your hoardings available for the betterment of the Indian invest¬ 
ment market. Secondly, leave your market, open to foreign investments. 

Dr. Jeidels: Yes. 

Sir Purshotamdas Thakurdas : Then how would you recommend that 
being attracted? 1 



225 


Dr. Jeidels: I refer again to the hope which I expressed that the banks 
in this country should cultivate industrial finance. There are many trans¬ 
actions, bond issues, preference shares, etc , transactions abroad, which 
are entirely harmless from the national point of view. The land mortgage 
banks, for instance, to which I can exemplify theoretically, why should 
not banks make use of foreign connections and try to place a series of 
mortgage bonds, when such institutions will be called into existence, in 
the London or the Dutch oi any other market? 

Sir Purshotamdas Thahurdas.: What have you in mind, by getting 
them to subscribe to shares or by getting them to subscribe to debentures? 

Dr. Jeidels: 1 thought of debentures. 

Sir Purshotamdas Thahurdas : Debentures with a fixed rate of interest. 
It has to be attractive before the investor invests. You don’t have in mind 
ordinary capital. Therefore, you do not have in mind ownership going to 
a foreigner? 

Dr. Jeidels: No, 

Sir Purshotamdas Thahurdas: Your attach great importance to its 
being preserved for the Indian national? You personally attach some im¬ 
portance to it? 

Dr. Jeidels: It is an important feature in matters in which one is free 
to decide, one ought to consult the national sentiment. 

Sir Purshotamdas Thahurdas : I can very well ask you to put yourself 
for a moment in the position of a national and advise me as a friend as to 
what you would do in India. You would not let the ownership go to a 
foreigner, would you? 

Dr. Jeidels : No, I would not. 

Chairman : We have now finished with this part and we come to the 
third part. 

Mr. Rushforth: The question I wanted to raise was that of State aid 
to industries. You refer in the third paragraph to this and say: "There 
has always been a strong State and municipal activity in industry in 
Germany”. In the provincial reports we have comments on the present 
position of State aid to industries, and the financial result is not very 
satisfactory. As you have observed, Government in every case have lost 
50 per cent, of their advances. In Bengal Government are just bringing 
in a State Aid to Industries Bill. State Aid to Industries Act 
exist in certain provinces and they are speaking of bringing them in in 
other provinces. In one province the Director of Industries specially men¬ 
tioned that he found the banking responsibility too heavy. The problem 
which I wish you to consider is whether it would not be possible to turn 
these State departments into some form of Bank. In fact, instead of 
acceding to the request of the Director of Industries that he should be 
relieved of banking responsibility, to make them run these departments 
on the lines of a provincial industrial bank, or would you say in view of 
your own experience in Germany that it is possible for the State to carry 
on this State aid to industries independently of any banking organisation? 

Dr. Jeidels: The State Aid to Industries seems to me a rather imper¬ 
fect matter, and I doubt that it will be much more perfect if if is turned 
over to a joint stock company. This does not mean that one should do 
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away with this kind of State aid; it exists and if it functions more or lesa. 
poorly, it still does a service to one enterprise or another; but 1 don’t' 
think it would chaDge much for the better if put in a more businesslike 

form. 

Mr. Rush forth : You do not think it would? 

Dr. Jeidels: The field which this State Aid to Industry cultivates is 
rather questionable and 1 doubt whether it would really work in any other 
form much better than at present. 

Mr. Rushforth : You have especially stated that your industrial cor¬ 
poration should not deal with small industries and in your last paragraph 
you mention cottage industries. Would you suggest that the co-operative 
organisation might take that over? Would it be advisable in your opinion 
for the money that is spent on State aid to industries to be turned over to 
the co-operative organisation? 

Dr. Jeidels : I cannot recommend it. I do not think it does any harm, 
that the Government remains a little interested in looking out for indus¬ 
trial possibilities which it can assist somehow. 

Mr. Rushforth : Even if their experience is that they lost 50 per cent, 
of their advances? 

Dr. Jeidels: I do not think it would improve much if handled by urban 
co-operative societies. I would prefer to leave it in the imperfect state 
in which it is; it does not seem to me to be an element of which much 
can be made. 

Mr. Rushforth: Except that it represents a small amount of money 
which is available for the development of industries, and if we can use 
that money more successfully through a banking organisation, would not 
it be advisable? 

Dr. Jeidels: I do not think so, principally out of practical instinct. 
It is too poor n business for a private bank, which if itself confronted with 
it as business propositions would probably in the majority of cases, refuse 
to touch it because it does not consider it safe. The Government may do 
great service by its encouragement, but I do not think it is a good basis 
for a business institution. 

Chairman -. I think Mr. Rushforth’s point is this, if he will permit me 
to make an observation. A provincial Government decides to start in a 
particular province an industry which does not exist there at the time. 
These may be industries in the different provinces which may not exist 
say in the Central Provinces—I am simply giving an illustration—and 
the Provincial Government may desire to establish, a glass factory in that 
province, and having decided on the form of assistance it would give, 
instead of doing it directly it may make use of a bank which is already 
fairly established in that province and tell them; “Well, we shall 
guarantee this. You can advance a certain sum of money, up to so many 
lakhs, to this particular institution and you will be our managers in 
regard to this particular transaction. We will simply guarantee you 
either the interest on this particular advance or it may be we will even 
guarantee the capital advance”. I think that was more or less what 
Mr. Rushforth has in view. 

Mr. Rushforth: Yes, I want to have more commercial supervision of 
the money that Government is spending. 

Chairman: Then the hank would be able to exercise more commercial 
supervision than it is possible for the Provincial Government to provide. 
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Dr. Jeideli : It would certainly be fortunate if such Provincial Govern¬ 
ment activity could be administered in a more businesslike way; but I do 
not know whether either of the ways just outlined by the Chairman is to 
be recommended,—turning the business over to a bank without risk, just 
to administer it or by bringing the entire provincial activity under the 
Act into a special organisation, a joint stock bank for industrial aid- 
What strikes me as unsatisfactory is, that business institutions handle 
second or third class affairs which from a business point of view are not 
quite sound, are more a matter of charity. One may from time to time 
follow the advice of the Chairman and Mr. Rushforth in order to relieve 
Government an unwelcome administration, asking the Imperial Bank or 
any other bank to administer and advance, but from a. bank’s point of vievr 
I would not like it very much. The matter has been discussed in my 
country, when after the war, with a crippled state of some province's 
Government had to take care of this or that business enterprise to save it 
from ruin. Government tried to persuade private parties to take a hand 
without risk but only in few cases it found response. The Government’s- 
own companies which I mentioned, argued, that they wished to have the 
reputation of handling only very large proposition, larger than the scope 
of private business, and that they would spoil their authority in touching" 
such small affairs. The private Banks were afraid of becoming identified' 
with business, which public opinion would consider discreditable. Both 
arguments have some strength for Indian conditions too, I believe, although 
a bank may try it in one case or other as a favour to Government. 

Chairman: You will permit me to pursue this matter a bit. Don’t for 
the moment assume that I disagree with you or even that I agree with' 
you; perhaps I see a good deal in your objections. If a separate institu¬ 
tion were started by the Provincial Government soleiy for this purpose, 
that is a Government bank which will only deal with thi9 class of business 
—it may be called a Government industrial bank, may be the words are 
not correct but we will call it that for the sake of clearness—if the Pro¬ 
vincial Government starts an industrial bank to which it guarantees the 
capital or interest on capital and makes use of it for this business, perhaps 
that may be open in a greater degree to the objections to which you refer. 
But, if there is an existing bank to which the Provincial Government sa!3: 
“Will you please help us in this matter’’. As a matter of fact the Provin¬ 
cial Government may get hold of the manager of that bank, its technical 
experts and the promoters of this company, have a general discussion and 
then settle what State aid should be given and in what form. Having done 
so, it hands over the business to the bank assuring it of a guarantee of 
interest or even a guarantee of capital; that is a matter of greater detail. 
One effect of that may be that this existing joint stock bank, be it the 
Imperial Bank or some other bank, may really begin to interest itself in 
industrial securities. The bank may say: “Very well, we will take up 
this business”, and then with the help of the Government guarantee 
it can make an advance to this institution : then it can take some interest in 
the affairs of the institution. Once it starts doing that, it means that it 
oegins to function in the way you recommend. In the starting of new 
ndustries the Provincial Government in a degree but not to the fullest 
ixtent follows your ideas. It goes to the existing bank, first consults 
ihem and says "Here is a proposal before us.” Them the Director of 
'ndustries, the manager of the bank and perhaps the experts sit together 
vith the promoters of the company and say: "We will give this assistance” 
md the assistance will be given by an advance through the bank, which 
idvance will be guaranteed in regard to interest or perhaps in regard to 
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interest plus the capital itself by the Provincial Government. Then the 
bank itself begins to interest itself in that work. Perhaps, at a later 
stage, having got the securities, it manages to sell them in the open 
market. So, we follow most of your suggestions but on different lines, 
and I think Mr. Eushforth had more or less these ideas in his mind when 
he first started his questions. I should like to know what your considered 
views are on the problem. 

Dr. Jeidcls: I do not think it is strictly objectionable. One could try 
it as an experiment and watch the experience. It will be good to give it 
as little publicity as possible. To the Imperial Bank it will do no harm, 
but a smaller joint stock bank lending the name to such doubtful proposi¬ 
tions may impair the confidence of its depositors. 

Dr. Trip: How long would they invest their money ? 

Dr. Jeidels: I imagine that the bank could arrange with Government 
that at three months’ notice they might hand the thing over again. 

Chairman: My answer to you, Dr. Trip, is this. Your difficulty may 
be met by Government even guaranteeing the capital debt. Under the 
State Aid to Industries Act. when Government want to make an advance 
to a company it finds the capital from its own resources, and that being 
so, it might even guarantee the capital; it might, if necessary, make a 
loan to the bank to be used for this particular purpose. That is what it 
does at the present moment and Mr. Eushforth’s point, which is undoubted¬ 
ly a line of thought which just struck me also, is that this might be done 
through an established bank; I would not even confine the business to 
the Imperial Bank. For example, there is Lala Harkishen Lai’s bank 
-which may be willing to take up that work. Well then it may play a 
part not only in the development of industry but in this new field, i.e., 
doing in the field of industrial investment what you recommend in your 
paper. 

Dr. Jeidels : It may have an educative effect. On the other hand, I 
am afraid that the banks have not much experience to put at the disposal 
of Government. 

Chairman: Experience will have to grow. Initially Government guaran¬ 
tees everything. Then the education comes in. The bank starts it know¬ 
ing that Government guarantees it. After all the money is there and the 
bank says “Let it be wasted; we do not care”. You cannot have educa¬ 
tion unless you start an experiment. 

Dr. Jeidels: Try the experiment somewhere, in one province, and set 
bow it works. 

Chairman: We can only suggest it. You must remember that perhap: 
in the new form of Government this will be wholly a matter for the Pro 
vinoial Legislative Council and of course the Finance Minister there. A1 
these people take the responsibility, and there comes in a first safeguard 
The representatives of the people will have to decide. Take for exampl- 
Madras. They may want to start a glass factory for the purpose of deve 
lopment. They vote the money and the Provincial Government instea> 
of advancing the money direct to the promoters simply makes use of a; 
established bank as its agent. 
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Dr. Jeidels: As you put the ease now, Mr. Chairman, I become a little 
warmer for the matter, because if such business is kept in the hands “of 
Government it finds its natural death, if it is bad business, not as early as 
if it is handled by a private-party which discovers the deadly disease in 
time. One ought to try it; it is worth getting experience in this field. 

Mr. Ruahforth: Did you say that the German Government or the 
various States Governments have lent out some money in aid of industries? 
Are they losing money on it? 

Dr. Jeidels: The case in India is different, here the provincial Govern¬ 
ment wishes to start something new, while in Germany Government assist¬ 
ance tried to save some enterprise from the territorial or other consequences 
of the war, wishing to avoid unemployment and similar result. 

Chairman: There is that danger undoubtedly. Here though I have 
been talking of new industries, emergencies may arise, and Provincial 
Government may decide to help an existing industry: for example, it may 
decide to help Mr. Chetty’s mills in Coimbatore. My point is that instead 
of handing over money directly they make use of the machinery of a bank. 
That was really Mr. Rushforth’s point. In that case public interest might 
be better safeguarded. 

Dr. Jeidels: I think there is much in it. 

Mr. Shanmukham Chetty : In Madras there is a distinct provision 
which enables Government to utilise the instrument of a bank by standing 
guarantee for the grant of a loan to an industry. But they have not made 
use of it. 

Chairman: In one case they took the advice of the Imperial Bank, but 
it was not under conditions we are envisaging. 

Lola Harkishen Lai: You have recommended the formation of a 
corporation. Would you kindly develop that scheme in the direction of 
what kind of industries are to be financed. There are what would be 
called public utilities; then there are what may really be called national 
industries—such as transport machinery—motor cars, bicycles, tricycles, 
carriages, ships, and railway equipment. Would you include these nation¬ 
al industries or not? 

Dr. Jeidels: I would not. 

Lala Harkishen Lai: Then there are industries like the ones mentioned 
, r esterday: leather industries, oils and soaps, timber, etc. In all these 
3ases in spite of the advantages of abundance of raw material and a large 
lome market we are depending on foreign supplies. Then there are 
mailer industries. There is a great demand for example for building 
naterial in India owing to the rise in the standard of living. For cheap, 
jood and durable building materials we are more or less dependant on 
oreign supplies. Naturally the idea comes that if these supplies could to 
;ome extent be replaced by country production, the result would be that 
he people’s wealth and standard of living will increase. I want to know 
vhether you would include for purposes of assistance ‘rural’ and ‘urban’ 
ndustries and the main national industries, or would confine it to public 
itilities only? 
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Dr. Jeidels : I will not include the industries which you mentioned, I 
have tried my very best to persuade myself to a less rigid attitude, but I 
am convinced that if Government assistance is used to replace individual 
business enterprise, it is bound to fail. 

Lala Harkishen Lai: So you will confine this corporation to public 
utilities only. 

DP. Jeidels: Something like that. 

Lala Harkishcn Lai: Have you any suggestions to make to assist the 
industries I have suggested. 

Dr. Jeidels: No. There are enough people in this country with business 
enterprise, money, intelligence, and experience, to start such business. 
They will start, as in all countries, in a small way; if they start on too 
big a basis, they may fail. The deepest impression of my journey through 
the country' was the consideration how even a seemingly insignificant rise 
in the standard of the agricultural population would stimulate manufactur¬ 
ing industries. I do not see, why private enterprise should not be left to 
establish itself. Private initiative, it is true, is imperfect, but up to now 
the best, if not the only approved method to avoid undue loss of capital. 

Ch. Muhhtar Singh: You would not even advise Government to start 
model industries and then hand them over to private people. Government 
start them and then sell them away. 

Dr. Jeidels: I have very little sympathy for it. It may be quite sound 
in one case or other, but to develop the industrial resources of a country 
of the size of India I do not think it will be effective. I give this advice 
from a general economic point of view. If experiments to develop indus¬ 
tries in that manner fail, the damage is infinitely greater than the advan¬ 
tages could be at best. Therefore my idea for an Industrial Corporation is 
to start with some indubitably good proposition or not to start at all. 

Ch. Muhhtar Singh: Don’t you feel that in the case of new develop¬ 
ment of industries some industries are bound to fail, and that somebody 
must suffer, either private or Government. Why, don’t you like the idea 
of the State suffering. 

Dr. Jeidels: The individual who is responsible for starting a new enter¬ 
prise, ought to bear the consequence. 

Mr. Jamal Mohamed: On page 8 you say— 

It would be unfair and unjust if money of the Government would 
be used directly or indirectly to compete with private in¬ 
dustry. 

What would you then do? 

Dr. Jeidels : I advocated that industries should be developed through 
private enterprise. You know' the tanning business very well. If Govern¬ 
ment or some Governmnet institution would say: ‘there ought to be more 
tanneries’, will you not say, ‘we have a good tanning industry in the 
country, and do not want Government competition; the tanning industry 
will take care of itself’. Government ought not to go into competition 
with private enterprise. 

Mr. Jamal Mohamed: But what about the industrial corporation lending 
money to some tanneries or cotton mills. I do not mean that Government 
should directly do it. 
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Dr. Jeidels : I cannot recommend it for the reasons . just stated, and 
also because I am convinced that if Government goes into this kind of 
business, it will as a rule be a failure. 

Mr. Jamal Mohamed: I should like to correct you. I agree with you 
that Government should not compete with industries in the country, but 
what if a corporation, which may receive a little help from Government as 
far as the financing is concerned, lent money to industries. Supposing you 
have the industrial corporation and ten mills in Bombay or Hyderabad 
want finance, what is there to prevent the corporation giving this finan¬ 
cial assistance. 

Dr. Jeidels: I do not think that Government ought to do what a bank 
would refuse. 

Mr. Jamal Mohamed: Government does not do it directly. It only, 
comes in to this extent that it gives money through the corporation to an 
industry because it is not able to get money from, the public. Otherwise 
it is no more a Government concern. 

Dr. Jeidels: I am not in favour of it. It may be quite sound in one 
case, but once started it will very soon lead to a number of cases in which 
such assistance will not be sound. 

Mr. Jamal Mohamed: But you don’t suggest any solution to the real 
difficulty which is this, that industrial concerns want finance and banks 
are not able to give it. Naturally the industrial concerns want long term 
loans, and banks which have to depend on short term deposits are not 
able to give such loans. What are your suggesiions to help these indus¬ 
tries ? 

Dr. Jeidels : You may be able in some cases to prove the real merit but 
where is the protection against hundreds of propositions being pressed upon 
the institution with the argument, that one proposition has been accepted, 
why not mine? Will the governmental institution be strong enough to 
refuse financial assistance in such cases? 

Dr. Trip: I understand that it is a provincial Government experience 
that if one started an enterprise with the assistance of Government, hundred 
people come and compete with the first one, and so the whole thing is 
brought down again. 

Mr. Jamal Mohamed: It will not be a Government venture except for 
the fact that Government lend money at smaller interest. Otherwise ft 
is not a Government concern. 

Dr. Jeidels: It is not Government’s business. 

Mr. Khaitan: May I ask you where you got that information. 

Dr. Trip: It is in Madras Presidency. 

Sir Purshotamdas Thakurdas: If Government tried to help one in¬ 
dustry others too compete, and Madras Government find that it is best 
for them to shut down giving assistance to anybody by reason of the com¬ 
petition brought on? 

Mr. Ramdas Pantulu : Mr. A. Chatterton (now Sir Alfred), when he 
was Director of Industries, Madras, started some industries on behalf of 
the Madras Government, and they were very successful. At that time 
there was a protest from the industrial people against Government’s policy 
of entering into competition with private enterprise on the lines indicated 
here. It went up to the Government of India and then the Secretary of 
State, and there was a despatch from Lord Morley who said that they 
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ought to discontinue it. Mr. Chatterton. protested against it and tried tc 
bring about a change. On subsequent representations Lord Crew changed 
; t. All these despatches are now published. Mr. Chatterton came back to 
India last year, examined the position in Madras, contributed a valuable 
paper to the local press and delivered a public lecture in which he said 
that the Government of Madras had not pursued the original policy, and 
that if only his advice had been taken, more could have been done. There 
was no such competition as has been mentioned of a hundred people in a 
profitable line and eventual closing down. 

Mr. Jamal Mohamed: Sir Alfred Chatterton established the aluminium 
industry because people won’t come in to do it. He wanted Government 
to show the way. As soon as it was established Government withdrew from 
ft. The question we are referring to here is quite different. It is not that 
of Government developing an industry by itself. It is that of a corporation 
whose funds may have been helped by Government, helping private indus¬ 
tries. 

Mr. Shanmukham Chetty : His point is this. Supposing there are half 
a dozen factories, and all of them are in difficulties and one of them ap¬ 
proaches Government for assistance. Government at the moment develops 
a soft corner in their heart and gives assistance to it. Then others will im¬ 
mediately press for similar assistance. 

Mr. Jamal Mohamed: The Corporation which is contemplated will not 
purely be a Government affair. It may have Government funds, but it is 
not a Government Department. That is what I want to correct. 

Dr. Jduels : Even if it is not a Government affair, it is an official matter. 
It must have certain authority behind it, and I think it is not fit for doing 
that kind of business which you are contemplating. 

Mr. Jamal Mohamed : If you eliminate all these industries there will be 
nothing ltft. 

Dr. Jeidels: I am sorry not to be able to give a different answer. 

Mr. Jamal Mohamed: What about the. Japanese example? 

Dr. Jcidel: Our general opinion is that we do not recommend it for 
imitation. 

Mr. Jamal Mohamed: Are you contemplating one central corporation 
with provincial branches or only one corporation. 

Dr. Jeidels: No branches. 

Mr. Jamal Mohamed: It might be located at Calcutta or Bombay or 
at Delhi. If it is located in Calcutta. Calcutta interests will get a hearing, 
and Madras will be forgotten. You are not against a central institution with 
provincial organisations 

Seth Haji Abdulla Haroon: Which are the industries that you want to 
support by this Corporation? 

Dr. Jeidels : If it is not started in a practicable way, it will soon be dis¬ 
credited. The future development depends much on the start of the 
Corporation. I therefore think it ought to start with something very fine, 
something which commands the confidence of the public, so that part of 
the capital can be raised by the sale of debentures. 

Seth Haji Abdulla Haroon: If a man with a capital of Rs 50,000 wants 
to start an industry in Germany, up to what am pnt wo* Id the banks 
lend money to that Corporation? 
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Dr. Jeidcls . A cigarette tact or j' which you mentioned is a good example.. 
He would start without building a factory; he would rent premises. He 
would start with his 50,000 rupees, or if that is insufficient, would try to 
get soma more from friends and family, he will try to make it a success 
on a small scale. If successful, he will find bank loans for some further 
development. I remember that my bank gave a credit on moderate lines 
to a cigarette manufacturer, who gradually increased his business and ulti¬ 
mately became for a time the biggest cigarette manufacturer of the 
country. He started of his own, took only occasionally bank loans and 
grew slowly but systematically until the banks had to come to him to offer 
him loans and not he to the banks to find a loan, 

Seth Haji Abdulla Haroon : If a man starts a factory with Us. 50,000 in 
Germany, is he advanced money, or given credit? Does he give security? 

Dr. Jeidels: On starting he would receive loans against his etock of 
tobacco, scarcely on another basis. 

Seth Haji Abdulla Ilaroon Here the system is if I buy tobacco, the 
banks do not lend money unless I have some security in the bank. Then 
they advance money. Do you suggest that this Corporation also should 
advance? 

Dr. Jeidels: No, the Corporation I would like to see entirely clean of 
all kind of purely banking business. 

Seth Haji Abdulla Haroon : It is the small industries which require help. 

Dr. Jeidels: In our opinion it cannot be done by an official Industrial 
Corporation. The industry which is in your mind will have to start and 
develop slowly to the first stage of profits. It has been done so in my 
country and also in the United States of America who offer the finest 
pattern of modern industry. 

Seth Haji Abdulla Haroon : If the tobacco buyer puts that in custody, 
how much money will he get on it? 50 per cent? 

Dr. Jeidels : It depends on the commodity. I cannot imagine that banks 
here act differently from what I described. 

Seth Haji Abdulla Haroon: Joint stock banks and exchange banks here 
are not lending money like this. 

Dr. Jeidels : Then we must refer- to the discussion on Commercial Bank¬ 
ing, because I think banks could do it and I believe they do it. 

Seth Haji Abdulla Haroon: There is no system here by which joint 
stock and other banks supply money like this. 

Dr. Jeidcls : If this is the case, I regret it. It is not meant as a criticism,, 
because I believe that banks do give such credits. Banks in this country 
are always out for good security and tobacco is generally considered as 
prominent in this regard. f 

Sir Purshotamdas Thakurdas : Why not say from the information you 
got that it is not so. If it is so, it should not be so. 

Dr. Jeidels : All right. 

Mr. Jamal Mohamed: You have been saying that the present commer¬ 
cial banks are not financing industries and for the suggestions made by 
witnesses for industrial bank you are suggesting this industrial corporation. 

Dr. Jeidcls: Yes, but it is something rather different from those sugges¬ 
tions . 
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Chairman: He is really suggesting 3 different forms. Firstly that the 
Imperial Bank should give assistance in regard to merger, re-construetion, 
etc., secondly, develop the habit of investment in industrial securities by 
various means, and thirdly, in regard to a particular class of industries, 
call them new industries, he recommends the establishment of an all-India 
Industrial Corporation. 

Air. Jamal Mohamed: Is it not as an alternative to the general sugges¬ 
tion made by witnesses that an industrial bank or banks may be started 
lhat he is suggesting this Corporation? 

Chairman: Not wholly, because the idea of industrial bank placed before 
us varied; but in its broader sense an industrial bank according to the ideas 
placed before us was intended to help existing industries and not only to 
help the establishment of new industries. 

Mr. Jamal Mohamed: Is he in favour of starting an industrial bank or 
banks to help the existing industries? 

Chairman: No, only for certain specified industries. 

Mr. Jamal Mohamed: Are the masses to contribute and start banks? 

Seth Haji Abdulla Haroon: Is Dr. Jeidels against any sort of Govern¬ 
ment organisation helping them? 

Chairman : Yes. 

Seth Haji Abdulla Haroon : A private company is started with 10 lakhs 
to advance money to small industries. Do you think it advisable that 
Government should help by money or by issuing shares guaranteed by Gov¬ 
ernment? In this case do you think that Government could give guarantee 
for 5 lakhs shares? 

Dr. Jeidels: No, I am sorry to have to be quite negative. Small in¬ 
dustries deserve all sympathy, they might have Government assistance in 
other ways, but they ought not to be financed by Government. Some help 
through the State Aid Act is unobjectionable, but if it is to be a system, 1 
do not agree. Government guarantee for debentures of such enterprises 
I really deprecate with the greatest emphasis. Government guarantee is 
about the worst thing in public finance; I mentioned this only in passing, 
because wc are not occupied with problems of public finance. 

Seth Haji Abdulla Haroon : Government have bought Bs. 2 lakhs shares 
in a sugar factory out of a total of Bs. 8 lakhs. It was done independently 
of the State Aid Act. 

Dr. Jeidels: I do not think I would have recommended it. Without 
wishing to trespass, I rather think that Provincial Governments ought not 
to do it. 

Chairman: Dr. Jeidels is only giving his opinion as a banking expert on 
■the general proposition, but obviously what he says cannot interfere with 
the discretion of a Provincial Government. In the case of a particular 
institution, as an expert banker he would not call it a good hanking pro¬ 
position. A good State proposition depends on various factors apart from 
a good banking proposition. 

Ch. Mukhtar Singh: There are the factors such as education and pro¬ 
paganda. If Government cannot help industries, directly, it may help by 
giving subsidies, customs etc., but not finance it. 

Dr. Jeidels: The other factors amount to helping industry, not financing 
industry. One of the noblest duties of Government is to render ass : stance 
to industry. 

Mr. Devadhar: Giving a guarantee ^ 

Dr. Jeidels: That is financing. 
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Mr. Devadhar: You would not be in favour of any guarantee, and the 
state of public opinion and education are so low that no industry oould be 
started. 

Dr. Jeidels: I do not believe that it is so. 

Mr. Devadhar: There is a large amount of illiteracy? 

Dr. 1 Jcidcls: I do not believe that no industries could be started. 

Mr. Devadhar: In spite of the present state of society you would not 
advocate Government financing? 

Dr. Jcidels: I shall continue to refer you to private initiative and to 
nothing else. 

Mr. Devadhar : 1 am quite conscious of the results of private initiative 
in this country. You would still be not in favour of Government assist¬ 
ance, although you know as a matter of fact that a little help is likely to 
promote the industry? 

Dr. Jeidcte: I am for non-interference as far as financing is concerned. 
What is done under the so-called State Aid to Industries Act, is more 
an administrative matter. 

Mr. Devadhar: That is only meant for small things. 

Dr. Jcidcls: I am unable to invent or suggest a new system of State Aid 
to Industries on a broad line, other than the specific form of Industrial 
Corporation, on which I have expressed myself in the memorandum and on 
the positive side of which I may have an opportunity to say a few words 
later. 

Mr. lihaitan: I wish simply to draw your attention to one thing. Many 
witnesses who have appeared before this Committee have expressed the 
opinion that in regard to industrial facilities the confidence of the public is 
not so strong because of the present fiscal policy of the Government. You 
may consider as to how far the fiscal policy of the Government is also an 
important factor in determining as to how much confidence the public may 
have in industrial securities. 1 am not asking for your opinion. 

Referring to the third paragraph of youi memorandum on Industrial 
Corporation, regarding state and municipal activity in industry in Germany, 
could you kindly give us a rough idea of wha’i these industries are? 

Dr. Jcidels: There is, for instance, the aluminium industry. It was 
started on private lines, but on a comparatively small scale. The aluminium 
industry on the Continent of Europe up to .1914 was principally in Swiss 
hands, because in Switzerland the electric current needed was very cheap. 
During the war when aluminium was a very important metal Government 
did everything to help the aluminium industry and, as it was an ammunition 
industry, took the production in its own hands and raised it to a very high 
level in quantity and quality. After the war Government could have sold it 
to private hands; but as is well known, in Germany State activity has 
always been extensive in railways and other public utilities, and therefore 
Government kept the aluminium factories having practically a monopoly in 
the metal for domestic production, and has it managed by a joint stock 
company the shares of which belong to Government. 

Mr. Ehaiian: This is the principal one. What are the others? 
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Dr. Jeidels : The others are few, all more or less a residue of the State 
aid in special emergency cases which I have explained. Some are more 
some less promising. A detailed report is contained in the annual report 
of the “Viag”, an abbreviation for, in translation, “United Industries, 
Limited”. 1 shall send the report to Mr. Ayangar for perusal by the 
gentlemen interested. It is a joint stock company with the Government 
as sole shareholder. It holds all shares of the single companies, formed 
for those special undertakings into which Mr. Khaitan enquires. The- 
capital of the apex-company is 10 crores of rupees (150 million Marks). 

Mr. Many. Subedar: Don’t you have the difficulty of State enterprise 
competing with private enterprise. 

Mr. Khaitan: In addition to state activity you also mention municipal 
activity. 

Dr. Jeidels: Municipal activity has always been extensive, as also in 
England, where the London County Council has been one of the first 
Corporations actively engaged in public utilities, tramways, electricity, etc. 
The form in my country is partly direct municipal ownership, partly joint 
stock companies with the city as sole or majority shareholder 

Mr. Khaitan: When the State or municipality in Germany want to help 
concerns of ihat kind, supposing two or three persons apply for license, 
and State aid is given under a license, would the State or Municipality 
give preference to a national of the country or to a non-national of a 
country ? 

Dr. Jeidels: The time for starting public utilities is practically a matter 
of the past, and so the case of somebody applying for a licence happens only 
quite exceptionally. 

Mr. Khaitan: Supposing it happens ? 

Dr. Jeidels: I may say, that nationals would be preferred. 

Mr. Khaitan: And it is considered to be proper? 

Dr. Jeidels: Yes, one would prefer nationals; it is proper and natural. 

Mr. Currie: It would depend on whether the State or the Municipality 
do not want to give the proper contract to the cheapest person. 

Mr. Khaitan: I do not think you would be able to give a single instance 
where it was given to a non-national. 

Mr. Currie: I know there was a contract given by a Municipality abroad 
and there was a great outcry. 

Mr. Khaitan: In the next paragraph you refer to some countries which 
have engaged in business beyond railways. What are those countries? 

Dr. Jeidels : I suppose more or less all countries. I may mention Italy 
as an instance. There w'as a time when it was a matter of principle whether 
the State ought to enter into the industrial field; the time of fighting about 
that principle has passed. 

Mr. Khaitan: You say on page 8: “An industrial Corporation which 
would, as the financial success is not assured and the company would al¬ 
most certainly not for some time appeal to the private investor, have to be 
financed principally by the Government, must not enter competitive fields 
of industry”. Supposing an Industrial Corporation runs its business on the 
same principles as a sound bank. What harm do you think would accrue 
from that Industrial Corporation giving banking facilities to concerns which 
enter into competitive fields? 
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Dr. Jeidcls: If it means that the competitive field is not strictly avoided, 

I think it would contribute by and by to kill private initiative. 

Mr. Khaitan : I understand your competitive field. You have given 
examples. Suppose somebody starts a cotton mill somewhere and the In¬ 
dustrial Corporation carries on its business on sound banking line; What 
is your objection to that Indurtrial Corporation helping that industrial con¬ 
cern? 

Dr. Jeidcls : If it is Government money it should not do it. I repeat 
my opinion that it would by and by destroy private enterprise. 

Mr. Khaitan: May I explain? Supposing an Industrial Corporation 
advances money to a cotton mill in the Punjab on the same terms as the 
Imperial Bank advances in Calcutta to a cotton mill, say, at 1 per cent, 
over the Bank rate. What is the objection? 

Dr. Jeidels: If there is no Government assistance, there is no objection. 
All business men must be prepared for private competition; but. that the 
tax-payer’s money should compete with him, ought to be impossible. 

Mr. Khaitan: The tax-payee's money competes in this case with the 
Imperial Bank. It does not matter to the public as to whether the financial 
assistance is obtained from the Imperial Bank or from the industrial hank. 

Dr. Jeidels: I think there is a great difference. If private capital starts 
or helps a new enterprise, the competition may be unsound or not. But 
that Government money—whether in competition with the private banks ' 
or in any other form—should actually operate to build up a new competi¬ 
tion to existing industry, will be highly against the feeling of a citizen. 
Would it not be against your own feeling? 

Mr. Khaitan: It would not be against my own feeling because the 
country is not highly industrially developed at present. 

Dr. Jeidels : In a competitive industry I think this argument does not 
apply. Consider for instance the jute industry. 

Mr. Khaitan: Leave aside the jute industry. There is already a glut 
in it. Take the cotton mill. 

Dr. Jeidels: But thtj country has got a very fine cotton industry, which 
is not doing well at present, but not owing to an undeveloped state. 

Mr. Khaitan: I would not like to take this along with you. If you take 
the -figures of production of cotton cloth you will find that the cotton mills 
ana me hanalooms combined together are not able to supply the whole of 
the requirements of the country. H is a question as to whether it is of that 
nature of competition as you would say it is in the case of the jute mills. 
However, we will leave it at that. 

Mr. Khaitan: There should not be a glut in the particular industry in 
this country V 

Dr. Jeidels: It is easy to find out which industries are competitive by 
asking those who are already active in the trade. If it is understood that 
the Industrial Corporation before entering a field is to ask the more promi¬ 
nent business men already active in that trade, this seems to me nn effi¬ 
cient safeguard. 
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Mr. Khaitan: So long as there is not a glut in the country of that parti 
cular kind of industry., there is no competition ? 

Dr. Jeidela: Ask the representatives of the trade. 

Mr. Khaitan: Page 9, 3rd paragraph. Am I to understand that if the 
share capital is 10 crores, it should not issue debentures for more than 5 
crores? 

Dr. Jeidela : For more than 20 crores. 

Mr. Khaitan : Have you taken into account that the bank bonds that 
may be issued—about 50 per cent., of it may be bad assets? 

Dr. Jeidela: Do you think that the ratio is too narrow? 

Mr. Khaitan: It looks to me like that. 

Dr. Jeidela : The reason why I have suggested 2 to 1, it may just as 
well be 3 to 1, if the capital is not less than one crore, but the ratio ought 
not to be much larger—is the necessity to establish a credit of its own for 
the corporation, its own borrowing capacity. If the debenture ratio is too 
high, the confidence would rest practically only in the belief that Govern¬ 
ment would always come to its rescue and the confidence of the investor 
would not rest in the company itself. 

Mr. Khaitan: The start should be made with the ratio of 2 to 1 and 
thereafter the Industrial Corporation may issue debentures in larger 
measure ? 

Dr. Jeidela: No, this is technically impossible. You may make the 
ratio 3 to 1, but I wish to warn against a radical change in the ratio 
suggested. 

Mr. Khaitan: Supposing it is 5 to 1. It gives a 20 per cent, margin 
for bad assets in order to establish confidence. 

Dr. Jeidela : I do not think I can recommend it. 

Mr. Khaitan : You will never do it or you will not do it at the start? 

Dr. Jeidela : I would not do it. I think the Punjab Mandi Hydro 
Electric scheme will cost 7 crores. It is an industry where you can put the 
ratio rather high, but there too I would not recommend to go beyond 3:1. 

Mr. Khaitan: That would be a particular industrial concern. But here 
we are thinking of an Industrial Corporation. They would also sell deben¬ 
tures in the market? 

Dr. Jeidela: I am looking at the problem from the rather narrow point 
of view of the banker who has to sell the debentures of the corporation or 
their subsidiaries. In going above 2 to 1 or 3 to 1 you will I fear, not gain 
the confidence of the investing public. 

Mr. Khaitan: The ratio would depend upon the amount of capital of 
the industrial corporation? That is, if the capital is small, the ratio will 
have to be smaller and if it is big, the ratio could be made larger? 

Dr. Jeidela : It sounds illogical, but is quite correct. 

Mr. Khaitan: It does not sound illogical to me. 

Dr. Jeidela. So much the better 

Mr. Khaitan: Under the present administration of the State Aid to 
Industries Act, if a provincial Government sets apart a certain sum of 
money for a year, and if that money is not spent in that year, it lapses. 
It is not carried forward. The money goes back into the coffers of the 
Government without forming the nucleus of developing a good banking 
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institution. The Chairman was pleased to suggest one method whereby 
the Government could utilise an existing bank for the purpose of giving 
these loans. I)o you think there is a possibility of developing a good pro¬ 
vincial bank under the present system of lapses? The interest should go 
to the Government revenues whereas the principal would remain for a 
certain number of years for a good banking institution to grow. The re¬ 
mainder invested in a provincial industrial corporation might be adminis¬ 
tered by Government representatives and business men as you have said 
here in the third paragraph. If in every year Government is able to grant 
5 lakhs, in 10 years it becomes .It) lakhs. Government of course will get 
interest on the money, but it becomes a provincial bank at the end of 10 
years. 

Dr. Jcidcls : I could not express myself much in favour of the Chair¬ 
man’s and Mr. Rushforth’s idea. Your suggestion about the unused 
amounts of State Aid concerns a point of public finance. I value the 
educative effect of letting unused or recovered amounts go back to the 
revenue of the province. It would be particularly educative by stimula¬ 
ting recovery of money which becomes available for a similar purpose. 

Mr. Khuilan: You have already said in answer to a question that you 
advocate a central industrial corporation with provincial organisations. 

Sir Pur shot am dan Thahurdas: 1 wish to usk you about the responsi¬ 
bility which is at present incurred by the managing agents here. When- 
you want 5 or 10 lakhs lor your current expenditure, the banks expect the 
mill to sign the pro-note and also wish to have the endorsement of the 
managing agents. In Europe you have not got the managing agent 
system. How do banks advance money to concerns there for current 
expenditure ? 

Dr. Jcidcls: They would, of course, command their own credit accord¬ 
ing to their position and no second signature would be required. I dislike 
the present habit in India of the two signatures thoroughly, because it makes 
the managing agent, with his good and bad features an eternal institution. 
A self-managed joint stock company ought to have its own credit accord¬ 
ing to its standing. 

Sir Purshotavidas Thahurdas: Let us take a concern which has spent 
15 lakhs oil its factory. No capital debt. I will tuke the best institution. 
It wants 10 Jaklis for its current expenditure, for its liquid assets. It has 
got 3 lakhs out of it and wants to borrow 7 lakhs. It goes to a bank and 
asks for the 7 lakhs loan. If you do not mind taking me to be that borrow¬ 
er and you to be the bank manager, what would you ask me to do? 

Dr. Jeidels: I would ask you to explain the eatire position, would dis¬ 
cuss with you your immediate bank requirements and consult with you on 
the prospects of the business under the financial aspect. 

Sir Pur shot am das Thahurdas : Taking it to be normal. 

Dr. Jeidels : I would recommend you never to rely permanently on a 
bank. 

Sir Purshotamdas Thahurdas: I say that two years later I propose to 
float a debenture Joan. 

Dr. Jeidels : If the debenture loan is something like a practical pro¬ 
position, I will give you bank credit. I am afraid my colleagues here will 
consider me a very light-hearted hanker. 

Sir Purshotamdas Thahurdas : I propose to ask all three of your collea¬ 
gues. What would you do in Germany? 
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Dr. Jeidals: I would not take your word on the possibility of a deben¬ 
ture loan and would study thoroughly with you whether it is practicable. 
If I have the impression that in due time, even not before 2 years, a loan 
can be floated, I would give you the bank credit, because, after all, it is a 
kind of business which a competitor might take off my hands; considering 
it as I am inclined to do myself, as sound banking. Therefore I would give 
you the loan. 

Sir Purshotamdas Thakurdas: On what? 

Dr. Jeidcls: I would probably ask in this case for the deposit of the 
title deed on the factory. 

Sir P urshotamdas Thakurdas: You would ask me to completely mort¬ 
gage that concern worth .15 lakhs before you consider giving me a loan of 
7 lakhs on my liquid assets? 

Dr. Jeidels: Yes. 

Sir Purshotamdas Thakurdas : You would not as a banker in Germany 
give me that loan of 7 lakhs on the company’s promissory note plus hypo¬ 
thecation of the liquid assets worth 10 lakhs? 

Dr. Jeidels: Hypothecation of liquid assets is even a better security 
I wanted to do you a favour by taking the title deeds. If you o2er me the 
liquid assets I would say, “You wish to enjoy credit with your suppliers and 
may lose it, if they hear that you have given away the liquid security. 
I am satisfied with the title deed because the factory is running efficiently; 
if the worst happens I shall have to sell the factory, on which you have 
spent three times the amount of the loan 1 am to give to you.” 

Sir Purshotamdas Thakurdas : Am I dear that you would not advance 
me that 7 lakhs without taking a hypothecation of the liquid assets or of 
the factory? 

Dr. Jeidels-. Yes; it depends also on your personal position. 

Sir Purshotamdas Thakurdas : Suppose I am in a specially good posi¬ 
tion. 

Dr. Jeidcls: I’erhaps you are yourself a large shareholder and in the 
company a personally wealthy man besides; you may have property allow¬ 
ing you to repay the loan from other resources. 

Sir Purshotamdas Thakurdas : If I was a mere employee of the Board 
as managing director? 

Dr. Jeidels : I would ask you at least for the title deeds. 

Sir Purshotamdas Thakurdas: For the hypothecation of the liquid 
assets or the title deeds of the factory? 

Dr. Jeidels: For the title deeds. 

Sir Purshotamdas Thakurdas : You would not ask anybody’s personal 
signature—the Chairman's? 

Dr. Jeidels: No. 

Sir Purshotamdas Thakurdas: It would not be thought of in Germany? 

Dr. Jeidcls : No. 

Sir Purshotamdas Thakurdas : A concern would command an advance 
for liquid finance on its liquid assets or on the block being granted without 
the personal guarantee of the managing director or of any of the directors? 

Dr. Jeidels : Yes. 
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Sir Purshotamdas Thakurdas : Does the same apply in your ease, Mr. 
Cassels. 

Mr. Cassels : No. 

Sir Purshotamdas Thakurdas : How would you do it in Canada? 

Mr. Cassels : Assuming that I know your business, the first thing that 
I will ask is, “What do you want this 7 lakhs for?” 

Sir Purshotamdas Thakurdas: For current finance? 

Mr. Cassels: I would then use my judgment as to whether it is for a 
good purpose and whether it is likely to come back quickly. Then I would 
like to see your balance sheet, your monthly account and the history of 
your account. Then it is a question of judgment, for I would not make 
an advance without security. 

Sir Purshotamdas Thakurdas : Security of block or liquid assets? 

Mr. Cassels: Liquid assets—something liquid such as your stock in 
trade. 

Sir Purshotamdas Thakurdas : What is usual in Canada, would you 
take physical possession ? 

Mr. Cassels : No, we do not take physical possession. 

Do they submit to you statements once a month?—Whatever is usual. 

Most of the liquid assets are either raw cotton or manufactured cloth. 
It is usual in this country to take a margin between 20 and 30 per cent., 
on the current market value of the cotton and piece goods. Is that usual 
on your side?—Yes, it is usual to take about 10 per cent. If you come to 
me for credit for 7 lakhs and if I thought you had good securities, you could 
have all the 7 lakhs any time you like. 

If you thought that the company for which I was approaching was sound 
—Yes. 

Are banks allowed to lend on real estate?—No. 

So banks do not finance on landed property or real estate?—Real estate 
means land. 

Or buildings?—Building is another matter. 

Sir Purshotamdas Thakurdas : In the case of a cotton mill or jute mill, 
you would not be prohibited from taking a loan—No, they are not real 
estates. 

But it is more usual to lend on liquid assets than on block?—Yes. 

In Germany it is more usual to lend on block—It would be temporary 
security. 

You would not ask for the personal security of any of the managers or 
of any other persons?—If it were necessary, we might say Fhat the Direc j 
tors individually guarantee the loan. 

But that would be less than second class credit—It would be pretty bad 
Becond. 

Dr. Trip, would you kindly give us the position in your country?—I 
may say that all banks in Holland would probably act in the same way 
as they" do in Germany. I am not so confident that, if the management 
of the bank was not sure that for a term of two years they could not float 
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a loan in the market, they would be very keen to give the guarantee. I 
have an impression that our banks would think that to give credit for a 
term of two years would be too long 

It would not be two yeurs at all. The loans here are at the most for 
a year, or they are demand promissory notes which can be called at any 
time—I thought Dr. .Jeidela said that even if the management was not 
sure that it was for a term of two years they would be still prepared to 
give the loan. 1 think in that respect two years would be too long. 

Dr. Jcidr.ls : We would not give the loan for a fixed period of two years, 
but if it seemed likely that a debenture loan could be issued, we would not 
like to Jose the customer. 

Dr. Trip: In exceptional circumstances when there iB a good customer 
and the bank was very well acquainted with his circumstance, it would be 
done, but not for a new customer. 

Sir Purshotnmdas Thakurdas: No personal guarantco would be asked 
for in the ordinary course?—No. 

In fact, if it is asked for it would be an extraordinary thing and difficult 
for people to understand—Yes, 1 may say it is never done. 

Mr. Currie, may I ask what the procedure in England is?—The pro¬ 
cedure in England would be very much the same as Dr. Jeidels mentioned 
with the exception that if the loan was likely to go on for some time, pro¬ 
bably a guarantee would have to be given at the end of the year. 

Do you give it for a year?—I should give it for the next period. 

It depends on the demand for the finished article. 

Mr. Shanmukham Chetty: I do not really understand, Sir Purehotam* 
das, as to why you tack on this question of ruising a debenture within two 
years. I thought that the 7 lakhs you wanted were for working expense 
If every company was to float a debenture for working expenses, where is 
the need for any bank at all? 

Sir Purahotamdas Thakurdas : I tacked this on because Dr. Jeidels and 
the others told us that in their countries they would encourage a factory or 
company to build its own finance. 

Mr. Shanmukham Chetty : My point is that if you wanted 6 or 7 lakhs 
for extending your factory and for spending on capital expenditure and then 
went to a bank and snid ‘I can raise a debenture for this within two years, 
would you accommodate me within this period?', I can understand; but 
for ordinary working expenses of the factory, why should you raise a deben¬ 
ture at all. Would not ti bank in Germany grant the money? You have 
built a factory, say, for 15 lakhs of rupees and you estimate that the work¬ 
ing capital that would be necessary to run it would bp 10 lakhs. You have 
raised 3 lakhs and you want another 7 lakhs to run the factory? Would 
not the banks advance you this money? 

Sir Purahotnmdas Thakurdaa: I apprehend that Dr. Jeidels’ reply 
would be that be would rather recommend you in Germany to float a 
debenture loan. 

Mr. Shanmukham Chetty: I want to know if it is so. 

Dr. Jeidela: Yes. 

Mr. Shanmukham Chetty: Where docs the bnnk then come in?—After 
all we want business and w r e would not like t-o lose our customers. 
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Sir Purshotamdas Thakurdas : Let me put it as Mr. Chetty wants to 
put. Suppose I wanted 7 lakhs, I would say that next year prices may 
fall and I may want only three lakhs, what would you do?—I think you are 
right. Ton do not have to float it now; we shall wait for better times; 
perhaps you have a very good year or two and may later require only 5 
lakhs credit which you can always get; this situation would make the 
debenture issue unnecessary. 

Therefore, there is a good deal in what Mr. Chetty wanted to put in. 
If I have a factory with a working capital of b lakhs (and required on the 
whole 15 lakhs) and I wanted to raise 7 lakhs in one year and 5 lakhs in 
the next year, the industry being normally worked and my respectability 
being normal, I would command that credit from the bank by merely walk¬ 
ing into it and putting my case before you without saying that I propose to 
raise a debenture loan for the requirements within a year or two. Is that 
correct'?—How are you going to pay ? 

Five lakhs of rupees is my standing requirement for current finance on 
a block capital of 15 lakhs with a surplus of revenue capital of 3 lakhs; 
would you let me have 5 lakhs year in and year out?—In practice you will 
; have it for many years, but I draw your attention to the fact that you 
get the loan only for 3 or 6 months; the risk of not getting it renewed, is 
with you. 

Mr. Shanmukham Chetty : You are entitled to ask me, if I wanted 5 
lakhs, as to how I was going to repay the amount. I ask you to advance 
me these 5 lakhs of rupees on the hypothecation of my liquid assets and 
you would be repaid as soon as I have sold my goods—I wish to know how 
you' mean to pay without winding up your firm. 

In the particular case that Sir Purshotamdas gave you, if I borrowed 7 
lakhs from you that means I hypothecate liquid assets, say, cotton or cloth, 
worth 10 lakhs of rupees and if you want the money, I need not sell the 
company or wind up the concern, but can sell the cotton—But you would 
not be able to do it, if you wish to carry on your business. Of course there 
are sufficient assets available, but as long as you do not liquidate, I do 
not think you would be able to pay. 

Sir Purshotamdas Thakurdas : I only wanted to ascertain what the 
system was like. Is the inference of all the information which you have 
been good enough to give us that the advances by banks to industries are 
much better secured here than in Europe owing to various securities 
being available and in addition the personal guarantee of the managing 
agents?—It is my opinion. 

Does it strike you that over and above the security of block or liquid 
assets the income of the Managing Agents is wholly at your disposal in this 
country. Is not this a system of financing of industry which has no 
parallel in any other civilized country?—You .must keep in mind that the 
company is not managed by itself and that the banker does not know what 
the managing agent takes out; we would therefore probably not give the 
credit without the managing agent’s guarantee. It is a peculiarity of this 
country that joint stock companies are not in my view self-managed, but 
managed by somebody else. 

Do you consider that a handicap from the bankers’ point of view? You 
get an additional protection here under the managing agency system which 
you do not get in your country. 

R 2 
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Dr. Trip: I think you are right. 

If you make enquiries you will find that managing agents have lost 60, 
70 and sometimes 80 lakhs of rupees in financing industries. 

Dr. Jeidels : It is really due to the managing agency system. I do 
not think any banker would give clean credit to a joint stock company, 
which is not managed by the shareholders or by the Board of Directors, 
but by somebody else. It is the essentia] point of your most interesting 
question. The banks are spoiled by the managing agency system and the 
managing agents are spoiled by the banks, because the banks force the 
joint stock companies practically to take managing agents; the banks are 
quite happy that companies are managed by managing agents, as it gives 
the banks two signatures for the loans. 

It is an advantage for the banker; when the managing agent goes, he 
would take charge?—The banker is not at all interested in developing 
other methods of industry ; he has two signatures and has no reason why 
he should favour another system, which may be quite good for industry, 
but deprives the banker of the second signature. 

Mr. Manu Subedar: Therefore to that extent the connection, of industry 
with banks is loose in our country and if the system was altered as the 
system obtaining in your country and the joint stock companies were 
managed by themselves, the bankers w r ould learn and get used to looking 
into their affairs. The managing agency system is therefore a disadvantage 
from that point of view?—I do not wish to create the impression of not 
appreciating the services rendered by the managing agents. 
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3rd February 1931. 


Chairman : When we adjourned yesterday, we were in the midst of a most 
interesting conversation between Sir Purshotamdas on the one hand, and Dr. 
Jeidels on the other. Sir Purshotamdas got his answers to his questions, 
but it is possible that some <?f the other members may want to ask some ques¬ 
tions on the same subject. Mr. Chetty, for example, you wanted to put some 
questions. 

Mr. Shanmukham Chetty : With reference to your answer to Sir Purshotam* 
das’ question, I would think of raising a debenture loan or issuing of fresh 
capital only for purposes of extension of the business. But if I wanted a 
loan just to carry on the day-to-day business, provided I have raised a portion 
of it myself, I would expect the bank to have a current account with me and 
help me from time to time up to a certain amount. In this country, if I build 
a factory for 5 lakhs and I estimate 1 require 5 lakhs for working expenses, 
I raise 2 lakhs by debentures or some other means, and expect .the banks to 
advance Rs. 3 lakhs on the hypothecation of all my liquid assets including 
the stock in trade, etc. Docs such a system prevail in Germany ? 

Dr. Jeidels : It is not usual. Inside of our system I would call it a crude 
sort of financing, because it does not safeguard sufficiently the interest of the 
debtor towards his other creditors. 

Chairman : Sir Purshotamdas admitted the force of this. If the person 
who is supplying you or him with raw materials came to know of this tran¬ 
saction, he would stop the supply of raw material. 

Dr. Jeidels : There is that danger. 

Mr. Shanmukham Chetty : I think there is a misapprehension on the part 
of Dr. Jeidels. If I hypothecate the liquid assets in my godowns to you, it 
presumes that those liquid assets belong to me. According to the law of 
hypothecation in this country, if my customer, for example, has given me 100 
candies of cotton for which I have not paid him, I have no right to hypothecate 
it. So the question does not arise at all. 

Dr. Jeidels : Do you not enjoy any credit from the supplier of your raw 
materials ? 

Mr. Shanmukham Chetty : Yes, I do enjoy. But unless the property in the 
goods has passed to me the bank will have no hold on my liquid assets. If a 
dispute arises and you have to take legal proceedings, it will be the property 
of the customer and not your or my property. 

Dr. Jeidels : Do I understand correctly, that the merchant who sells you 
cotton remains the owner of the cotton ? 

Mr. Shanmukham Chetty : If I have not paid for it. 

Mr. Buckley : Generally speaking when banks have to takeover the 
goods in the godown belonging to a firm who has failed, and find amongst 
them goods which the firm has not paid for, we release them. 

Dr. Jeidels : It was one of the reasons why I have suggested in one of the 
memoranda that the legal situation of bank loans should be investigated by a 
legal expert. 
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Chairman : I may point out that it is better to confine, Dr. Jeidels, to an 
explanation of the practice followed in Germany. 

Dr. Jeidels-. If you say, Mr. Chetty, that the rights of your supplier are 
safeguarded, then of course the matter looks a little different. Your supplier 
has sold you raw material for which you owe him the money ; the raw material 
has gone into the bank’s godown ; I cannot imagine that the supplier really 
has a first right on those goods. 

Mr. Manu Subedar : Unless he has specifically kept a lien. 

Mr. Shanmukham Chetty : We have got the Contract Act, the seller’s lien 
on goods. 

Dr. Jeidels : I think I can adhere to my opinion of yesterday, 

Mr. Shanmukham Chetty : We have to examine how far the seller has got a 
lien on the goods for which he has not yet been paid. Apart from that, do 
industrial concerns in Germany not get accommodation in the banks at all for 
their current day-to-day requirement for their working capital ? 

Dr. Jeidels : It is the case described yesterday by Sir Purshotamdas ; it 
was the normal current demand for working funds. 

Mr. Shanmukham Chetty : In the case that Sir Purshotamdas mentioned) 
after he has raised those debentures for 7 lakhs within one or two years he has 
all the money for normal working expenses. What does he go to the bank 
for afterwards ? 

Chairman : The talk between you Dr. Jeidels, and Sir Purshotamdas 
was this. He said “ I want 7 lakhs for my current expenses, working capital ” 
and he went to you as a banker. He told you he would float or get your 
assistance to float those 7 lakhs debentures in the next 2 years. And you said 
on that understanding if you were satisfied that those 7 lakhs of debentures 
could be floated you would give him accommodation for 2 years. That he 
understood to be the trend of the conversation. Mr. Chetty’s point is this. 
Supposing he were to go to you and not give you that assurance, what would 
you do in that case. Would you or would you not give him credit ? 

Dr. Jeidels : I think the loan would be given, but entirely at the borrower’s 
risk ; he would not get it for 2 years, but only for 3 or 6 months ; if there are 
critical times in the respective industry or otherwise, the bank may not renew 
the loan. 

Mr. Shanmukham Chetty : You will probably give me credit for 6 months 
and then if my position is solvent, I take the risk of getting or not getting it. 

Dr. Jeidels-. I fully agree. 

Mr. Shanmukham Chetty : That we may take as the normal condition ? 

Dr. Jeidels : Yes. 

Mr. Ramdas Pantulu : With regard to the Industrial Corporation of the 
kind mentioned, you agree that capital may be furnished by the Government 
and that Government ought not to guarantee debentures. Why do you make 
the distinction ? I think you answered, but I was not able to follow. 

Dr. Jeidels : I would like the corporation to gain the confidence of the in¬ 
vesting public on its own strength and not on outside assistance ; Government 
guarantee would be outside assistance. I think it opens a larger field if the 
Industrial Corporation emancipates itself from Government. By establishing 
a credit of its own, it will ultimately command a larger amount of capital, 
because Government have to issue bonds for its own purposes and can appeal 
to the public, as described yesterday by the Chairman, only within the 
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market range of Government securities. Government borrowing, in practice, 
in all countries leaves a field for private debentures. That field I would like 
to cultivate for the debentures of an Industrial Corporation. I admit that 
in the beginning the sale is easier with Government guarantee ; the first 
introduction of these debentures, if not guaranteed, is rather difficult. 

Chairman : That being so, would you even object to a Government guaran¬ 
tee in regard to the first issue of the debentures ? 

Dr. Jeidels : It would only mean you postpone the difficulty and even in¬ 
crease it, because when later such debentures are offered without guarantee, 
the public will be reluctant to take* a debenture, which, compared with the 
first issue, has no doubt an inferior security. The difficulty has to, and. I think, 
can be overcome ; the public has to become accustomed to this kind of securi- * 
ties. The same applies to land mortgage bonds. 

Chairman: I fully realize it. Pursuing your own line of argument, in 
your opinion would it or would it not be desirable to give a certain period ? 
I am only talking from the procedure adopted in the case of the land mortgage 
bank in Madras. Supposing it were laid down that for debentures issued in 
the first five years, Government would provide a guarantee, then that would 
enable the public to become aware of these debentures, and perhaps after the 
5 years the Government guarantee would lapse. 

Dr. Jeidels : In such a matter one ought not to be obstinate. If the 
experiment as suggested by the Chairman is considered practicable, why not 
try it and use my scheme as an alternative ? The small debenture issues 
with Government guarantee up to now have had the character of an experi¬ 
ment and as such do not call for much criticism. The line I take with regard 
to the Industrial Corporation is to make it a big outstanding proposition. 
If I were a banker in this country, I would try to take the bull by the horns 
and issue the debentures from the start without Government guarantee, and 
would place the attraction less in the security than in the rate of interest. 

Chairman : You want the shares to be guaranteed. That was not done in 
the case of the Madras bank. That itself may operate as an inducement to 
the public to take the debentures. 

Dr. Jeidels : Government ought to be the shareholder. 

Chairman : Rightly or wrongly, it has been stated that Indian capital is 
shy and if, for the purposes of drawing out the capital from shy people, a 
temporary concession like that was considered necessary, you have no strong 
objection to it. 

Dr. Jeidels : No. 

Chairman : All these are experiments made for the purpose of educating 
the people. You say that by providing share capital taken by Government 
you provide one of the means by which debentures should be attracted to the 

public. 

Dr. Jeidels : It is a matter of expediency. There again co-operation 
between banks and industry will prove useful; the banks would put their 
experience, in marketing debentures and other securities, at the disposal of 
the Industrial Corporation. 

Mr. Mann Subedar : The banks would influence their clients to go in for 
these bonds. 

Dr. Jeidels : They would educate them. 

Mr. Manu Subedar : Have you thought of this aspect that banks by advising 
and influencing customers to go in for these bonds might actually lose business. 
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Dr. Jeidels : Such objection was raised in other countries also, the bank 
not wishing to lose deposits by offering their clients attractive de¬ 
bentures. But it proved to be a rather short-sighted view which was overcome 
by the temptation to earn the nice commission on debentures placed. 

Mr. Manu Subedar : They prefer to earn commission which compensates 
them for the temporary loss and then they expect that the same people or class 
of people will bring further sale—constant flow. 

Dr. Jeidels : Just so. 

Dr. Jeidels : I think in India banks also advise their customers to invest 
in securities and furnish information about new issues. 

Mr. Buckley : I was just going to say that among the exchange banks 
that is not the practice. If we are asked by a customer to advise him what 
shares to buy we always reply that it is not our business, but that it is the 
business of the stock broker. The reason given is that we have had cases 
where we have given advice in good faith ; the investment has not turned 
out well and the bank has been blamed afterwards by the customer for putting 
him into something which became afterwards a dud show. In this respect I 
was reading in a paper this morning that on the London stock exchange 
action was taken against a firm of stock brokers by a client for giving wrong 
advice and the client got damages; this advice was not given by the firm 
of stock brokers but by an agent of the stock brokers. This, they seemed 
to think, wa3 going to produce a lot of more cases on similar lines. I was 
going to ask Dr. Jeidels what he thought about that aspect. 

Dr. Jeidels : You speak of shares ; we are discussing debentures exclusively. 

Mr. Buckley : Of course I have often been asked about debentures and I 
have said, “ Well, there are the jute mills companies ’ debentures which are 
looked upon as gilt-edged ”. I have taken the risk of saying “ You cannot go 
far wrong in putting your money into them ”. To people who have asked 
me what shares they should buy I have always given the reply that this is 
outside the sphere of a banker’s advice. 

Dr. Trip : It is different in our country. 

Dr. Jeidels : With you, Mr. Cassells, it is probably as Mr. Buckley describees 

Mr. Cassells : If somebody comes to us for an investment we ask for his 
requirements. We ask him, “ Do you want a safe investment at a moderate 
rate of interest If he says “yes ”, we put him on to Government bonds, 
provincial bonds or municipal bonds. If he wants something with a 
high rate of interest, like a preference share, we say, “ We cannot recommend, 
we do not give advice ; that is given by a firm of stock brokers ”. We say, 
“ Here is a list of what are considered the best preference shares, industrial or 
hydro-electric, and we will ask our broker to give us the list for your benefit 
Then, if they ask for something quite speculative, the same thing would apply. 
We say “ Here are common shares, we will ask our broker too about them 
and then you can make your selection ”. We have, however, no hesitation 
in making recommendations about Government securities or municipal bonds. 

Dr. Jeidels : There is apparently an essential difference in methods in 
various countries. 

Mr. Ramdas Pantulu : Have you any objection to Government purchasing 
the debentures by way of financing this bank ? 
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Dr. Jeidela : By purchasing debentures ? If the Government is in a 
position to do it, be it only for a comparatively short time, it would certainly 
help. The Government has always certain funds to invest. I would prefer 
this to a Government guarantee. 

Mr. Samdaa Pantvlu : You will be interested to know that the Royal 
Commission on Agriculture, on which there were some bankers, recommended 
to the Land Mortgage Bank that they would strongly object to Government 
taking any. debentures but that they would strongly recommend them 
guaranteeing those debentures. 

Dr. Jeidda : I have read it. 

Mr. Ramdoa ParUulu : You don’t agree with that recommendation f 

Dr. Jeidda : I do not. 

Dr. Hyder : That recommendation was made on this ground, that it might 
be more difficult in the straitened circumstances of a Provincial Government 
or of the Central Government to find the money for purchasing debentures 
and it might be easier to have a sort of guarantee which might or might not 
become operativo. 

Dr. Jeidela : I admit that it is a matter of opinion, but for myself I am quite 
emphatically against Government guarantees, on general grounds. I prefer 
other ways of Government assistance than guarantee of debentures. 

Dr. Hyder : The guarantee of interest. The railways of this country were 
built on this system and the Government had to make good the deficits in the 
earnings in order to make up the sum necessary for interest. 

Dr. Jeidela : I know it, yet I would like to adhere to a principle which I 
consider to be one of the soundest rules of public finance. 

Mr. Devadhar: Will you mention the other ways in which Government 
can give assistance 1 

Dr. Jeidda: The principal way is that Government takes the ordinary 
shares. 

Mr. Devadhar: You would not object to Government purchasing shares ! 

Dr. Jeidela : Not at all; I would prefer it. In addition, if Government 
has an opportunity to invest funds, it should buy the debentures until a regular 
market has been created. So much depends, however, on the attitude of the 
publio. In this country the public seem to be satisfied with a guarantee of 
interest, while the educated investor will insist on guarantee of capital. 

Mr. Shanmukham Chelty : You can never get a guarantee unless Govern¬ 
ment chooseB to pay it. 

Chairman : Then debenture interest which has Iteen guaranteed by Gov¬ 
ernment becomes a permanent debt. 

Dr. Jeidela : But, I suppose, only in comparatively few oases. 

Mr. Manu Subedar : If the bonds were issued for a limited period and if 
the investor still took the bonds, it probably is the result of his ignorance. 
He does not understand the difference between a guarantee of interest or a 
guarantee of principal. If he realised the position, then he would not take it. 

Dr. Jeidda : That was my impression. 

Mr. Devadhar: Am I to understand that your view is that in no case should 
Government spend money out of the tax-payer’s contributions for the further¬ 
ance of any of these industrial concerns ? 

Dr. Jeidela : Of competitive industry. 
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Mr. Devadhar : If there is no institution of that kind for which a great 
need exists, then you would not object to Government spending some money 
even from the tar-payer’s contributions ? 

Dr. Jeidels : Not necessarily. 

Mr. Ramdas Pantulu : I have generally foDowed your preference for an 
All-India Corporation but I was not quite able to follow the reason that you 
have given in your penultimate paragraph where you say : “ Otherwise 

local and private interests will endeavour to get hold of the scheme and if 
they succeed other local and private interests will at once push forward. 
The Industrial Corporation will run the danger of becoming a pandemonium 
of partisan struggle and incompetence.” I could not follow that. 

Dr. Jeidels : If the organization is too local, too provincial, local fight 
might arise about propositions submitted to the Corporation, everybody 
claiming that his proposition is the best. The Corporation therefore 
ought I think to keep as much aloof from local influence as possible, particu¬ 
larly in the beginning. A company of that kind has first of all to 
establish its policy and the public’s confidence. Later on, and as experience 
increases, it may do many things which are not good for the initial programme ; 
it may then adopt a somewhat modified programme and give more room to 
provincial influences. 

Chairman : Dr. Jeidels, do you realize that India is not a country but a 
continent and that Madras, one of its provinces, is perhaps as big as the whole 
of Germany ? Therefore, does what you say about the local and private 
interests arise to that extent 1 It is not as if these operations were conducted 
in a small area like one of the States of Germany ; it extends to a very large 
area. If you confine your scheme to an All-India business there may be 
more of that trouble against which you want to guard. For example, suppose 
there is a big All-India institution sitting in Delhi and Madras may want a 
glass factory and the Punjab may want a glass factory and this body decides in 
favour of the Punjab. I wonder what would happen thereafter. If, on the 
other hand, they decide in favour of Madras I know precisely what may be 
said, though I do not want to say anything on the subject. If you at all take 
into consideration that aspect of the case I do not know what might happen 
under similar conditions even in the German Federation. If Bavaria wanted a 
glass factory and Prussia wanted another and this All-India body decided in 
favour of Prussia I do not know whether all these private and local influences 
would not operate. But this is a very large country and I eannot also wholly 
overlook the ideaS which are developing about provincial autonomy. You 
see each province wants to have a.dozen activities. Mr. Chetty will perhaps 
develop that further; he developed it on a previous occasion ; I do not want to 
pursue it at the present moment. I simply want to find out whether you had 
considered all these considerations before you made that suggestion ? 

Dr. Jeidels : I agree entirely, Mr. Chairman, that in a country of this size 
and even in a country like mine, which is of a very much smaller size, provin¬ 
cial or State activity is in itself, generally speaking, preferable because it is 
nearer to the field of action. But we have to do here with an institution which 
has to be newly established, has to find a policy and gain the confidence of 
the investor. If this was a country with an extremely low rate of interest and 
a difficulty for the investor to find proper investment for his capital, I would 
say that one could start at once several provincial institutions. Generally 
speaking, I am not against provincial institutions, but in practice I think one 
has first to create a standard—largely on an experiment. I do not consider it 
possible for several provinces at the same time. 
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Chairman : It depends on the resources of the Provincial Government,, 
if I may say so, because there will be a certain amount of f he tax-payers’ money 
8penton a scheme of this sort. Government should take shares and it may be 
difficult to persuade the investor in Madras to interest h mself in a glass fact ory 
in the Punjab, whereas, if it were a glass factory in Madras, providing employ¬ 
ment for both skilled and unskilled labour in that Presidency, that might 
appeal more to the investor. Was not that something of your thought, 
Mr. Pantulu ? 

Mr. Ramdas Pantulu : Yes. 

Chairman : Please also consider the position in regard to the co-operative 
credit business. I am not sure, if your ideas were pursued in the beginning and 
Government began with an All-India Co-operative Bank instead of starting 
with the provincial units, that there would have been any real progress. 

Dr. Jeidels : The extent of the capital market in India, which had our 
attention vesterday, is also to be considered. The capital market cannot be 
expected to respond at the same time to various Industrial Corporations. It ib 
only for practical reasons that I suggest only one corporation now. 

Chairman : Yopr proposition refers only to the starting of new industries. 
Have you at all thought about this aspect of the question, that the investor 
in Madras may not at all take any interest in a glass factory in the Punjab, 
while he may, if it is a glass factory near his home ? 

Dr. Jeidels : There is much in that, I had two practical objects in mind— 
the Madras Hydro-Electric Power Scheme and the Punjab Hydro-Electrio 
Power Scheme. 

Chairman : Then you are talking of very much bigger things ; they are 
Government concerns. 

Dr. Jeidels : I would like to start my Industrial Corporation on big schemes 
and on a big line and let it proceed from big to smaller propositions, rather 
than to start with small business and try to climb up to big one. 

Mr. Devadhar : Was it not your view that big things should be slowly 
developed ? 

Dr. Jeidels : Not in this case. Small industries are not suited for this 
Industrial Corporation ; there may be smaller ones later on. 

Chairman : You contemplated that this scheme should be applicable to 
hydro-electric schemes ? 

Dr. Jeidels : Public utility schemes. I think it is the only possibility of 
educating the public to the idea of Government financing industries. 

Chairman : There again, would not the same difficulty arise ? I do not 
know whetherthe Madras investor wouldtake any interest in a hydro-electric 
scheme in the Punjab. 

Dr. Jeidels : There is something in that. 

Chairman : The other point was that the administration of that would be 
under another Provincial Government. 

Dr. Jeidels : There is much in this argument too. 

Chairman : I do not mean to say that every province should start with 
one, but my point was that supposing Madras on the one hand and the Punjab 
on the other said, “ Well, now we have got provincial autonomy, we shall 
therefore try to use a little of the money of our tax-payers in a scheme which 
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will help the development of the province and help employment in the pro¬ 
vince.” 

Dr. Jeidels : I think I ought not to dispute this argument. It has been 
more from a practical point of view, that I recommended to keep aloof as 
much as possible from small and local influences ; such Government activity 
should not bo split up into many smdll affairs ; it ought to start on a big scale 
and educate the public to the purchase of debentures. Therefore, I concluded 
that it is better to start with an All-India Corporation. By the way, I think 
the Committee’s evidence in this matter is rather divided. 

Mr. Manu Subedar : We are also heavily divided. 

Chairman : I was thinking at the present moment of placing the views of 
one school of thought and trying to find out what your objections were. 

Dr. Jeidels : Of the other aspect of the matter which you have been good 
enough to explain, the most convincing seems to be the popularity of pro¬ 
vincial debentures with the investing public. 

Chairman : We may be able perhaps to meet your difficulties by making 
this one of the subjects which will come within the purview of an All-India 
Board. Excuse me if I am here importing ideas which have been largely 
reinforced by the discussions which took place in London over the constitution. 
You see this may be one of the most important in regard to which it may be 
necessary—I am at the present moment simply giving my ideas—to provide 
for an All-India Board composed of a certain number of business men, big 
business men if it is possible to get them, so that the Board may be able to 
give advice to its local organizations. 

Dr. Jeidels : I agree. In practice there should be no essential objection 
against more provincial lines than an All-India construction. 

Dr. Trip : I would only ask, Mr. Chairman, whether it is not the case now 
that the provincial requirements for money, especially for capital expendi¬ 
ture, for loans, are provided by the Central Government. 

Chairman : They are provided by tho Central Government but it is the 
Provincial Government which finds the interest, that is, the money comes 
from the pockets of the provincial tax-payer. 

Dr. Jeidels: That is right, but if the Government issues short loans on 
behalf of a certain province for irrigation works. 

Chairman : There are two classes. A provinco is not debarred from raising 
a separate loan of its own, and there are some people like Lala Harkishen Lai 
who perhaps prefer that arrangement. As it is, seme of the Local Governments 
do raise their own loans, I cannot say what will happen in the now constitution, 
but I know this that both aspects were very fully discussed there and the real 
trouble is what you may call provincial autonomy, this growing desire for 
provincial autonomy tends therefore for making tho province a self-contained 
unit. 

Mr. Manu Subedar : Dr. Jeidels, I will now put to you the considerations 
which would lead to an All-India Corporation as advised by you to bo favoured, 
and I will run over them because some of them arc self-evident. For example, 
you speak of tho consolidation of commercial laws in this country ; that would 
be a single law for the whole country. That would come within the purview 
of the Central Government or of the All-India body. There would be the 
raising of Government loans and especially what Dr. Trip has just pointed out. 
That would all be a matto of central policy. There would be the capital 
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markets and, as you state, until capital markets exist elsewhere, there'wculd 
be only some central markets. There would be central control of currency 
and exchange, .and so on. There would be central control of railway rates 
which, as you know, is a matter of very great importance for industries and 
there could only be a central survey of. the conditions indicating various pos¬ 
sibilities. In connection with this I want to mention one matter. I know 
as a matter of fact that there pare three places in India where a large 
aluminium industry could be established. They are located in three different 
provinces. If it was a provincial matter then every province would want 
to do this, and should they do that, it would be disastrous for the country as a 
whole. It is desirable, as it is in Germany, to concentrate this manufacture 
in one place rather than to have two or three factories spread out and competing 
with one another. If those factories grow by direct competition, let them 
grow, but if Government finances the industry at this stage, then it is most 
desirable to conserve that finance and not allow it to compete, one limb of 
Government with another. Again there is the question of provincial issues of 
bonds. Bonds issued by the Assam Government would not be touched in 
Bombay, but if the Assam industries needed some money and afterwards 
there was a central issue of bonds, then you will not know where the money is 
going and the investor is satisfied whatever names these bonds may go by. 
A large issue of bonds by a provincial Government may not find a ready 
market, it may not find a market at all. In certain provinces there is 
no money market, and in their cases the bonds will have to come to Bombay 
or Calcutta, and Bombay or Calcutta may not look upon thpm with favour. 
Don’t you think that all these considerations for a central organisation very 
greatly outweigh those for provincial branches? 

Dr. Jeidels : I have he ard a number of new arguments to-day. The balance- 
of the scale is to my mind still in favour of a central organization. My own 
country offers an interesting comparison in this regard. There, the single 
States can enter the money market, and experience proves that it is very 
difficult with the decentralized system once in existence to draw the line 
back to central supervision which, I think, is essentia] for proper functioning 
of the capital market. France with strong centralization is the counterpart. 

Chairman : France has a unitary government. It depends on the ideas of 
Government. That is the whole trouble. Mr. Manu Subedar has put before 
you certain aspects. You must remember that these things will not be settled 
by the Banking Enquiry Committee. Political ideas are growing in the 
minds of the people of the provinces and if a province wants to develop in its 
own way, why should it not be allowed to develop? On the other hand Mr. 
Manu Subedar’s objections may be met by what may bit called a central board. 
The central board will give the advice, but the man who has to pay the piper 
obviously will be left to arrange for the tune. 

Dr. Hyder: Your Government is a unitary Government. The Empire 
law overrides the State. 

Dr. Jeidels : There is rather generally a tendency to more centralization 
owing to those economic effects, of the decentralized system which Mr. Manu 
Subedar seems also to have in mind, viz., that too many units of the country 
appeal separately to the capital market. In my country we have, I think, 
about 15 states which go into the market independently, which I think is not 
desirable, since it affects the rates the states or provinces have to pay. The 
investing public, which is the highest judge in these matters may say, ‘ We 
accept Madras bonds at 6 per cent, and the Madras Industrial Corporation de¬ 
bentures at 7 per cent, but we will entrust our money to the Central Provinces. 
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■only if we get 8 per cent.’ This is* a dagger, calling for a financial polioy 
apart from the constitutional regulation. 

Chairman : If this idea is pursued thore should be no provincial land 
mortgage banks. The same arguments about money markets, etc., apply to 
them to a large extent. There is such a thing as provincial patriotism, and in 
India it has been growing fast, and it cannot be overlooked. In other countries 
where they have a federal Government they have tried to meet the difficulties 
to which Mr. Manu Subedar has drawn attention, by providing for central 
boards, leaving the provinefs to pursue their activities. 

Mr. Barker : The Imperial Bank Board is a central institution such as you 
• describe. 

Chairman : I do not know whether you have read the arguments for and 
against given in the Secretary’s summary. These points have come before me 
very forcibly during the discussions in another place. When somebody wanted 
to make industries a federal subject, it did not get support. 

Dr. Jeidels : One must and can find a solution satisfactory to both points o* 
view, by establishing a central organization in the form of a joint stock 
oompany. It is an economic matter and should not be influenced by 
considerations, political or constitutional. 

Chairman : It is not wholly political in itself. There are backward pro* 
vinces and progressive provinces, and the effect of centralization may be that 
progress in all provinces should have to be uniform. It may be that the 
people of one province may want to have one form of development and not like 
to fall in line with the all-India development. At the present moment we 
have not got a land mortgage bank in all provinces. Only in those provinces 
where the idea proved attractive, and where they found that the provincial 
investor would find the money, have they started land mortgage banks. That 
is a very good parallel. Others that have not done so might not have been 
able to find investors or had other difficulties. That is why Mr. Ramdas 
Pantuluhas raised this question. If you were to say that there should be an 
all India mortgage bank, because of the advantages of the money markets, 
etc., it is very doubtful whether it will be accepted by any province at the 
present day. 

Dr. Jeidels : One can overcome these difficulties and do justice to all point 
•of view. We have in our country what is called “roof” company for various 
enterprises, in the form of joint stock companies, which introduces an element 
of central supervision on mere business lines. Su'oh supervision from the 
“ roof ” gives sufficient weight to central arguments, while the provincial com¬ 
pany lends natural weight to the arguments for decentralization. Suppose 
you have provincial institutions with a capital of one crore each. They work 
independently but issue their bonds under rules established by the “ roof ” 
company, preventing the provincial institutions from looking at the matter 
exclusively from their narrower point of view. Even in a sub-continent like 
India, capitalists are inter-state or inter-provincial. They may be stationed 
in Bombay, but may have interests in many provinces and may prefer an all- 
India proposition to a provincial one. I think the central board or, as I would 
prefer the central joint stock company should claim the function of making 
rules for the appeal to the investing public, so that the issue of debentures by 
the provincial companies is subject to the restrictive influence of the central 
institution. You cannot prevent the investing public from discriminating 
between various provinces involving an element of nervousness in the 
investment market. 
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Dr. Ryder : This element of weakness is in the last resort a matter of credit 
of the provincial Governments. 

Dr. Jeidels : You let the credit of the provincial Governments interfere 
with the finances of the Industrial Corporation. 

Chairman : It may be argued that by giving the central body the fullest 
control, the result may be helping certain interest to the detriment of others. 
That is an apprehension which came out in the course of the evidence before 
Us. After all, everything is largely connected with the Government of the 
country, and if the Governments of the provinces become self-contained, 
except with regard to certain specified matters, the people w ho are governing 
the provinces on a mandate from their people, take all responsibility. 

Dr. Jeidels : My advice is to take as qiuch business as possible out of their 
hands and put it into joint stock companies as business organizations. 

Chairman ; You provide for a certain amount of State help. The State 
should take some shares, and it is the provincial Government which will have 
to find the money for the shares, and naturally the representatives of the tax¬ 
payers, who are called upon to find the money, will have to consider the amount 
of their say in the matter. In all economic matters, even under federal consti¬ 
tutions, there must be central boards, but they will be only boards. They will 
give a oertain amount of advice. They will get hold of the people from the 
joint stock banks in the provinces and tell them, ‘ this is the line of policy 
you will have to follow’. But apart from that as provinces have got to find the 
money, naturally they would like to have the right of oalling for the tune. 

Dr. Jeidels : I would not say that they should not be allowed to issue by 
themselves, but such issues should be on lines established by the central board 
or central joint stock company. 

Chairman : There, I agree. 

Dr. Jeidels : In my country we have a regulation for foreign loans, leaving 
borrowing quite free if the rate of interest does not exceed a certain maximum. 
The Madras Government may say, ‘ For us the matter is so important that we 
do not mind to issue 7+ per cent, bonds but such issue may ruin the capital 
market for many other purposes. You are in the fortunate position of being 
able to regulate these matters from the start, while in my country we have 
inherited the decentralized system and have not been able to mend it sa¬ 
tisfactorily. I think you ought to establish a rule that any enterprise which 
enjoys Government assistance should at least submit to a control of rates and 
amounts, with which it approaches the capital market. 

Chairman : Whether we shall be able to regulate in that way in future is 
more than I can say at present. I believe some of the provinces hold the view 
that they can borrow at a cheaper rate of interest t han the Governmen of India, 
and that regulation may become more comprehensive and rigorous. In 
Australia there were first uncontrolled provincial 1 orrowings,then thrv created 
their board, and now they want to get rid of that board. We are trying to 
find out what your objections are to provincial organisations under the guid¬ 
ance of an all-India Board. * 

Dr. Jeidels : I only wish to emphasize the principle that provincial orga¬ 
nizations, if established ought to be subject to an organization regulating their 
entry into the capital market. 

Chairman : That organization may even be a Reserve bank. 

Dr. Trip : It is not strong enough to exercise such control. 
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Chairman : Perhaps you would have a general economic board on which 
ministers of all provinces sit with experts. 

Dr. Jeidels : The handling of the capital market, or rather the handling 
of official loans, municipal and provincial, must be under control. Otherwise 
the capital market and with it the Industrial Corporations are menaced. 

Mr. Barker : Don’t you think that the control of capital market must be 
left to economic conditions ? 

Dr. Jeidels : I am not for free trade in these matters. 

Chairman : What Mr. Sarker has now mentioned was also, I think mention¬ 
ed in some other discussion. I had overlooked for the moment you were talking 
of a uniform rate of interest. Now a particular province may for purposes of 
development desire to pay a higher'rate of interest. 

Dr. Jeidels : I did not speak in favour of uniform rate of interest. 

Chairman : You practically come back to my view that the board would 
be advisory and would not have the power to dictate. 

Dr. Jeidels : Rules must be established, not a uniform rate of interest 
which is neither advisable nor necessary. 

Mr. Manu Subedar : You use the word ‘ controlling ’, the Chairman uses 
the word ‘ advisory ’. Will you kindly tell the Committee what in your 
opinion will be the proper thing to do so far as the industrial banking organi¬ 
zation aided by the State is concerned, so as to avoid more trouble in future. If 
we start at the wrong point this country may have a lot of difficulties to 
contend with hereafter. 

Chairman : Mr. Manu Subedar’s talk about trying to stabilise the future 
by taking some action at the present moment may just have the opposite 
effect. 

Dr. Jeidels : The best policy, to do justice to all reasonable considerations, 
seems to be to remove these matters from the political sphere. The “roof” 
corporation will attend to those subjects which are in the interests of all con¬ 
cerned, such as the terms for the issue of debentures by provincial institu¬ 
tions, “ terms ” including amount as well as rate of interest, time of the issue, 
etc. 

Chairman : I thought you did not want a uniform rate of interest. 

Dr. Jeidels : No. 

Chairman : In regulating the rates of interest the Central Board would 
provide for different rates of interest in different provinces. 

Dr. Jeidels : The lines of activity of the various industrial corporations may 
be quite different. A profitable hydro-electric scheme in full operation may 
command a lower rate of interest than others, just like municipal bonds, 
where size and location of a city justifies a variation in the terms of bonds. 

Mr. Manu Subedar : Apart from the functions of regulating when, how 
much and at what rate, would you not include as one of the important functions 
of that central institution “ to decide the directions in which new industries 
may be set up ” ? 

Dr. Jeidels : It must be worked out in detail. If we were now in the 
discussion of the actual scheme, the composition and powers of that central body 
we would no doubt be able to set up exact rules. I do not think it is 
diffi cult; there is a lot of experience in this line all over the world, and even 
when our job is finished, our files and advice remain available if required. 
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Chairman : In this connection Mr. Sarker has produced a paper. His 
views and Mr. Subedar’s are not in agreement. As I have said, quite apart 
from communities, there are the provincial jealousies. 

Dr. Hyder : The present position in India is exactly the same as you had 
before the foundation of the German Empire. There are particularist tendencies 
on one side and there are central tendencies on the other. The question re¬ 
solves itself into two. So far as we are concerned I quite candidly admit that 
there would be great advantage in going to the capital market in one body 
rather than in making separate raids on it. But there are these considerations. 
There are some industries which may overlap provincial boundaries, there 
are, on the other hand, some industries peculiar to each province. Then there 
is a third factor, which has not been alluded to, namely, that there are two big 
industrial provinces in India, Bengal and Bombay, and the other provinces may 
feel that if there is one central corporation they may never have a look in. That 
is the position as I see it. It is not a question so much of communities. 

Dr. Jeidels : I can only repeat that I see no difficulty to devise a scheme 
which takes everything into account which has found expression here, parti¬ 
cularly if it is done on business lines. 

Chairman : I simply desire to refer to what I may c all provincial jealousies- 
Lala Harkishen Lai, I think you hold some views which are somewhat on the 
lines of Dr. Jeidels’ideas, namely, that [industries should be classified, some 
being run by an all-India Board and others being left entirely to the provinces. 
You know a good deal about it and perhaps you could give us your views at 
this stage. 

Lala Harkishen Lai : My trouble has always been in the classifying of indus¬ 
tries. Some industries have a demand in one province and the raw materials 
are in another. Some have facilities in one province which do not exist else¬ 
where. Some industries are so huge that no one province can command 
sufficient capital or provide the whole organization. These factors have 
all to be taken into consideration. In my view, industries which are 
more or less inter-provincial may be left to the central board, while others 
which are local and small in size cannot really be controlled or guided by the 
central board, because that board would not know the local conditions. The 
factors militating against success and those producing success are so many and 
so varied that after an experience of several years, I think it would 
be exceedingly difficult, if not impossible, for any central board however cons¬ 
tituted to analyse those factors and arrive at what I may call the true economic 
conclusion as to whether the industry would pay or not. Take the ca c e of 
glass manufacture. Several attempts have been made in India to manufacture 
glass but none has so far succeeded, except a small factory which has now been 
set up in Naini. And the reason has been that none of the controllers of these 
schemes analysed all the factors which go to make a glass factory a success. 
Glass is manufactured out of sand, and people have found the 1 and all right, 
but for melting the sand three times as much coal is required and the freight 
on coal has invariably killed the industry. The sand of the quality required 
has been found, and that has been selected as the site for the factory. But if 
the sand had been carried to the coal, one freight would have been paid ; with 
the coal being carried to the sand, three freights have had to be met. Another 
factor is that glassware requires a huge amount of packing material and that, 
frequently it has turned out, cannot be had in the locality, and so the venture 
has failed. Those factors should have been analysed in some such way as this, 
that if coal is available in Bihar, sandi n the Punjab and packing material in 

Vol. iv. s. 
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Rajputana, what is the most economic site for the actory ? It may be that 
Delhi would be the best. I doubt very much if the central board would be 
able to solve the problems of small industries like this. And therefore the 
industries ought to be classified as all-India and provincial. Another factor 
is the amount of capital required for development. Bombay for instance 
could raise a joint stock company with a capital of one crore of rupees more 
easily perhaps than Bengal could. And where Bengal could start a company 
with a capital of Rs. 50 lakhs, the Punjab could not get more than Rs. 10 
lakhs and perhaps the United Provinces even less. These are matters which 
require special discussions and analysis and I think that the Central 
Government and the Local Governments should look into these things before 
a decision is reached. 

Chairman : That was really my point and on that point I understand 
Dr. Jeidels is not prepared to press his objection. 

Lala Harlcishen Lai: In connection with the steel and iron industry, I 
may say that in certain localities the iron deposits are so immense that even if 
one deposit was developed it would be sufficient not only for all our own needs 
for a long time but would do for export too. But other conditions are not 
satisfactory. In some cases water power may be developed near by—of course 
10 or 15 years ago the idea wa3 that melting could not be done by electricity, 
though now it is within the range of possibility—in other cases there is neither 
water power nor coal available though the deposits are very rich. Well, it 
is a question whether it is worth while freighting the coal in order to work the 
deposit which is rich, or working a deposit which is not so rich but for which 
power is available nearer at hand. That has all to be worked out by technical 
and experienced people fully acquainted with that kind of work; it cannot be 
left to the Government of India. 

Chairman : I think Dr. Jeidels does not now so fully advocate an all-India 
industrial corporation and so far as he is concerned he would be willing to give 
provinces, tho;e which desire it, scope in the matter, subject to some regulation 
by an all-India board. What Lala Harkishen La-1 has brought out is that it 
may also be desirable to classify the industries and to state that certain indus¬ 
tries will come under the regulation of the all-India board and in the case of 
others there will be no regulation. 

Dr. Jeidels : I agree. 

Lala Harlcishen Lai : That is what is done in America so far as banking is 
concerned. I mean that banking is conducted there under both national and 
jocal state laws. 

Mr. Ramdas Pantulu : I am glad that many of the difficulties I had have 
been cleared away. I understand that you adhere to the view that an all- 
India corporation would tend to efficiency, but at the same time you would not 
object to provincial interests being safeguarded by some local organization. 
If I may add one more reason for such provincial organizations, in regard to 
land mortgage banks you probably know that the veiy nature of the securities 
varies greatly from place to place. 

Dr. Jeidels : These arguments weigh still more if applied to land mortgage 
banks. 

Mr. Ramdas Pantulu: There are just one or two more small matters. 
You say that there should be first class business men on the 
board of this corporation, and you go on to say that all private business interests 
should be eschewed. But even high class business men will be interested in 
private business of some kind. How can you reconcile the two. 
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Dr. Jeidels : II the restriction to non-competitive industries is accepted 
there will, I think, be no practical difficulties. In business of a competitive 
nature, you would have to establish strict rules to prevent private parties from 
manipulating in their own interest. We have to take human nature into account. 

Mr. Ramdas Pantulu : I understand you to mean that since the corporation 
exists to promote new industries there will not be many in the field. 

Dr. Jeidels: Yes. 

Mr. Ramdas Pantulu : Then you want some Government officials to be 
on the board. I quite agree that if Government finances it they ought to be 
represented. But some witnesses have suggested before us that if Government 
finances it to a large extent they should not only have representation on the 
board but should also have the power to veto a particular scheme. The majo¬ 
rity of the board may be in favour of a scheme but the view of the Government 
may be that it should not be started. Would you give the power of veto to 
Government ? 

Dr. Jeidels : Some regulation to that effect is possible, certain decisions 
may require a qualified majority. 

Mr. Ramdas Pantulu : You would practically give a veto to Government ? 

Dr. Jeidels : I have not thought of it, because I think that, with properly 
constituted board, persuasion will lead a long way and is preferable to a veto. 

Mr. RcCmdas Pantulu : I quite agree that it is more desirable. 

Dr. Jeidels ; For important decisions, for instance the starting of new indus¬ 
tries; you can and should provide a qualified majority for the board’s vote. 
Government, even if you do not give it a veto, has other ways to exercise strong 
influence. Although I am not particularly in favour of a veto, I think Govern¬ 
ment ought to have a powerful word to say, as it ha3 the broader adminis¬ 
trative vision in mind, which is very useful and in many respects superior to 
the business spirit, which only looks at the problem under the aspect as to 
whether it is a paying proposition. Therefore, I think the joining of these two 
forces together in the central board will be beneficial. 

Mr. Ramdas Pantulu: I have only one more question. You refer in the 
last paragraph to cottage industries. 

Dr. Jeidels : Please read it as “ small industries and cottage indus¬ 
tries ”. 

Mr. Ramdas Pantulu : Very well. Now the starting and financing of 
industries on a co-operative basis would also require a knowledge gf industrial 
organization and some amount of technical knowledge. As a matter of fact, 
as a matter of general official policy, we are not allowed to undertake these busi¬ 
ness organizations or the financing of these industries. What advice would 
you give us as to the improvement of our financial organization so as to equip 
us for the task of financing industries ? 

Dr. Jeidels : The main principle, I think, ought to be to start only such 
industries of which exist already some traces, not ;o start anything entirely 
new. It reduces the danger attending all. artificial structures. If there is 
hand-weaving in existence somewhere, one may cultivate it systematically. 
But where it does not yet exist at all, I would be reluctant to start it in that 
particular locality. Build up on something however small it may be, and do 
not forget the general principle of “men—not measures I do not think it 
is possible to establish far-reaching general rules and regulations regarding how 
to finance these small industries. The German experience which I have 
put at your disposal—the Schulze Delitzsch system—and on which 
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Dr. Friederich can tell you more, deserves to be studied. It may even be 
advisable to send one ^or {two men with a little knowledge of the German 
language to study it on the spot. To finance iron and steel industry, electro- 
power plants, the glass bottle industry, etc., one might work on general 
rules, but not for the so-called small industries. I advise to watch other 
experience closely, but I cannot tell you much in the way of general principles. 

Mr. Ramdas Pantulu : I do not want to ask you further questions, because 
it depends upon local conditions, the nature of the industry, etc. I am referring 
to the total absence of equipment on the part of our great organzations to 
undertake any kind of industrial finance, because they have neither industrial 
advisors nor technical advisors to help them. Take for instance the hand-loom 
weaving industry in Madras. The position at present is that your scheme 
about the small cottage industries being financed by co-operative organizations' 
is wholly non-existent. 

Dr. Jeidels : I presume that every co-operative organization has among the 
management somebody with common sense ; he should put himself into con¬ 
nection with firms operating the same industry on a larger scale. I have taken 
the opportunity of discussing with one of the prime cotton millowners in this 
country, the question of organising part of the cotton industry as cottage 
industry or small industry ; during our conversation we came to the conclusion 
that it is quite possible to develop specialities for which the small-scale 
operation and the cottage industry can be made more efficient in quality 
and working costs than a large factory. A co-operative society cannot engage 
the services of a man who is a specialist in every industrial field ; the society,, 
therefore, should gather information from larger manufacturers in the same 
line of business. A large millowner may have difficulty to consult his com¬ 
petitor, but a co-operative society should be quite able to discuss it, as 
I did with my cotton millowner. 

Dr. Frie.de.rich : Mr. Chairman, I am not in favour of special credit co-opera¬ 
tive societies for small industries because the risk is too high in this case. 
We have had in Germany, very bad experience in cases where we formed 
societies for special professions. I am very much in favour of urban credit co¬ 
operative societies but in this case only for urban credit co-operative societies, 
which cover the whole field of the town, which include not only a special pro¬ 
fession but all kinds of professions, retailers, traders, artisans and all kinds 
of professions. 

Dr. Jeidels : I share this opinion. 

Mr. Ramdas Pantulu : Speaking of Japan you say : "According to the in¬ 
formants ’ knowledge small industry is financed by co-operative organizations 
which sometimes receive long term loans from the Post Office Savings deposits, 
which means from the Government ”. This has been put forward by some of 
the witnesses before this Committee. Do you think that that may be tried 
by co-operative societies in this country 1 Could we approach Government 
for a loan l 

Dr. Jeidels—Generally speaking, I am not much in favour of it, but 
neither do I object to it. It depends on the soundness of the proposition 
and organization on the Japanese pattern ; I do not know more than what 
I have mentioned in the memorandum ; I was told that the small industries 
are financed not by the Industrial Bank of Japan but by the co-operative 
societies. Government assistance should be the last resort and only to be 
appealed to when all kinds of self-help have been tried. 
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Ch. Mukhtar Singh: In paragraph 2 you have given the advice that we 
should not follow the Japanese methods. What is the Japanese method ? 

Dr. Jeidels : The Government of Japan seems to furnish part of the money 
and part of the management; the money by having debentures subscribed by 
the Post Office Savings, and the management by appointing the Governor of 
the Industrial Bank, as Government does here with the Imperial Bank. I have 
stated that I know comparatively little about it, but I would be reluctant to 
recommend a similar course for every country. By and by the Japanese 
system tends to push back private initiative. Also, if an enterprise with much 
Government money is once started and large amounts spent, the freedom 
to withdraw is practically more and more restricted. I am afraid of that 
system, without having a positive and constructive opinion about it. I do 
not know Japan ; my information is mostly taken from literature and therefore 
I would not like to express a definite opinion about it. But I would be afraid 
to have it adopted in my own country. 

Ch. Mukhtar Singh : Do you really feel that it would have been possible 
for Japan to develop in such a short time without State aid ? 

Dr. Jeidels : This again is difficult for me to answer. But I could imagine 
that the heavy set-backs which have occurred from time to time in Japan 
are partly due to the fact, that the natural regulating effect of private entdt- 
prise has not had full possibility to operate. 

Ch. Mukhtar Singh : It certainly gives a set-back to the private person 
but the ideal is there. 

Dr. Jeidels : If there are finally heavy losses, the tax-payer has to pay. 
Government is not an outside institution ; it is after all the community of the 
tax-payers. 

Ch. Mukhtar Singh : Has there been any protest in Japan itself on behalf 
of the people ? 

Dr. Jeidels : It seems to me that the tendency is to push on and on. There 
seems to be now a strong tendency for socialization in industry, which is the 
logical consequence of such economic policy. It starts with State aid and ends 
with State ownership. 

Ch. Mukhtar Singh : That is a very big question. I simply wanted to know 
whether it is the opinion of the Japanese themselves. 

Dr. Jeidels : I cannot tell you. I do not wish to make incorrect state¬ 
ments. Whether it is sincerely considered as good policy or whether there are 
doubts about it, I cannot tell you. My information and that of my colleagues 
is very meagre on the subject. 

Mr. Ramdas Pantulu : You say that the Japanese system of all round State 
aid in economic life has still to prove its success. There is an impression in 
this country that of all the modern countries in Asia, Japan has been very 
successful in building up its industrial life. 

Dr. Jeidels ; I think that is the general impression but it has not been 
achieved exclusively by State aid. It is a country which has modernized itself 
to- a really admirable extent. 

Mr. Ramdas Pantulu : Do you think that the words “ Japan has still to 
prove its success ” require some kind of modification or some qualification 1 

Dr. Jeidels : It has proved its success in some direction but generally I do 
not think the statement requires modification, because one cannot speak of 
full success in view of the terrific economic crisis which has swayed over 
Japan at various times. 



Mr. Sarker : So far as [the manufacture is concerned, they have made 
amazing progress^ 

Dr. Jeidels : They have made tremendous progress, but I do not believe 
that all progress has been due to the action of Government. The general 
modernization of an eastern country on so-called western capitalistic lines is 
not so easy and it is admirable how Japan has progressed in the way of self- 
education for the purpose of economic efficiency. But I am really not able to 
say how far State aid and how far individual activity has been responsible for 
it. I think that the State is certainly responsible for much of this progress. 

Mr. Sarker : I want to place before you the opinion of one Mr. G. C. Allen, 
who is also an expert in this sort of banking. He says : 

“ The establishment of official banks, which was part of the whole 
scheme for the reorganisation of economic life, seems to have 
been, in these circumstances, a wise step, because otherwise 
banking would have grown sporadically and there might 
have been a great waste of capital and a misdirection of 
economic energy. Similarly, the formation of banks with special 
functions was necessary in order that the Government might 
promote the development of all the different branches of com¬ 
mercial and industrial life.” 

Dr. Jeidels : There is certainly much in this praise of the Japanese system. 
It has raised a very large building, but one hears doubts whether the building 
is solid. It is not my opinion that it will not last, but the question seems to 
me not definitely settled. I would recommend that opinion be taken of a 
better expert than I am on the subject. 

Mr. Manu Subedar : Have you heard that the Japanese have built up their 
economic system very largely on the German model ? 

Dr. Jeidels : Yes, with regard to education for instance ; they modernized 
and standardized their country along some lines which we experts have suggest¬ 
ed for this country. I had some of the Japanese methods in mind when 
recommending radical standardizing and modernizing of part of Indian 
national life along our western definition of efficiency. 

Mr. Manu Subedar : Did they modernize their economic life on the German 
system ? 

Dr. Jeidels : Very largely. 

Dr. Trip : May I add that we have the impression that the building of 
Japanese economic life and banking life was to some extent artificial 1 Several 
banks depend on the help of Government; especially the banking crisis of 
1927 led to a tremendous inflation in Japan, because the banks were practically 
helped by the Bank of Japan under the guarantee of Government and so no 
clean-cut was made of the bad debts. The Government had also to sustain 
very heavy losses out of the investments of postal savings, with the result 
that now nearly 15 per cent, have been lost. 

Mr. Manu Subedar : But the mere fact that a banking crisis arises after a 
certain period in a country would not lead you to condemn the foundation of its 
economic life or its system generally ? 

Dr. Trip : No. 

Chairman : Do I understand you correctly to say that your impression in 
the Dutch East Indies was that the Japanese syetfm of banking, owing to 
Government interference and assistance, was an inefficient system ? 
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Dr. Trip : No, it was t o a certain extent an artificial system, 

Ch. Mukhtar Singh : We read in the books that in Bavaria a pencil factory 
was started by Government. 

Dr. Jeidels : It may have been 100 or 150 years ago, but not during the 
last 50 years. The pencil industry is an important industry in Bavaria, but 
to my knowledge it was not started by the State. 

Ch. Mukhtar Singh : From what you say, one would think that because it 
was started 100 years ago the State did not help it. Another impression would 
be that it was never started. 

Dr. Jeidels : I only know that at present it is carried on as a private 
enterprise. 

Ch. Mukhtar Singh : There is again the watch industry in Switzerland 
started by the State. 

Dr. Jeidels : It is not known to me. 

Mr. Manu Subedar : Would you say that no active assistance was rendered 
by the State in Germany to the beet-root industry ? 

Dr. Jeidels : Yes, but no financial assistance by way of furnishing capital 
to the industry. 

Mr. Manu Subedar : What form did the assistance take ? 

Dr. Jeidels : There was an export bounty, but I cannot tell you whether 
it was a syndicate bounty, using tho tariff walls to keep the prices up in 
the country and selling at low prices abroad, or whether it has been a 
Government export subsidy ; I think the latter existed for a time early in the 
century. 

Mr. Manu Subedar : But they gave very cheap export rates on the quan¬ 
tity which went as export. 

Dr. Jeidels : That system is exercised with regard to many industries. 

Mr. Manu Subedar : From State railways ? 

Dr. Jeidels : We have no State railways any longer. 

Mr. Manu Subedar : I am talking of the past. 

Dr. Jeidels - . Even as a private company the railways give certain low 
freights for export. I think it is a good system of State aid. 

Ch. Mukhtar Singh : When you speak of tho small industry, do you think 
that the industry is considered small on account of the small capital required 
for it or the volume of tho industry itself ? 

Dr. Jeidels : The industry itself is generally carried on a small scale. 
Hand-weaving, for example, is a small industry, so also goldsmith and silver¬ 
smith work. 

Ch. Mukhtar Singh : But the volume might be very large. 

Dr. Jeidels : The unit in which it is carried on is small. 

Ch. Mukhtar Singh: Do you really consider that among the industries 
which have a direct competition with the mass of production it is possible for 
small industries to carry on ? 

Dr. Jeidels : I think so, they can compete if they choose the proper fields. 

Ch. Mukhtar Singh : They would have to specialize in certain directions. 
In order to maintain an efficient level, they will have to use a very efficient 
technical staff for advice. 

Dr. Jeidels : Efficient, of course, but it need not be very highly skilled or 
expensive management. 
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Ch. Mukhtar Singh : I do not mean management. Suppose there aro a 
number of weavers working in a certain place. They produce very good cloth 
which finds a market and the factory has not been able to devise some means 
by which they can produce better stuff. After a certain time the big factories 
might take to it and in that case the industry would go unless some other 
organization finds some other pattern of cloth which will have a better market. 

Dr. Jeidels : There is in all countries a fight between small and large in¬ 
dustries and the large industry has a tendency to expand business ; but there 
are certain fields in which the small industry can well hold its own in com¬ 
petition. 

Ch. Mukhtar Singh : My point simply is that a small man tends to lose much 
more in competition with a big organization, because he has no help. 

Dr. Jeidels : If, for example, the hand-weaver makes only the same normal 
goods as the cotton mills, he will probably be at a disadvantage. Low wages, 
low overhead and general management charges, or the vicinity of a consuming 
centre may act as features in his favour, but generally speaking, if he tries to 
compete in the same kind of goods as large industry, he has little chance. 

Ch. Mukhtar Singh : That is not my point. If there is a small industry, it 
must specialize ; otherwise it would not find a good market or survive. In 
order to maintain it at that level, there ought to be some organization to 
maintain it at that efficient level, either of those people themselves, or there 
must be some outside organization. That outside organization or inside 
organization would bo a very costly one and therefore either it must be 
State aid in some form or other, or some barking institution which should 
provide that efficiency. 

Dr. Jeidels : I would prefer other forms of State aid than just financial 
one. Financial State aid is very difficult to administer in these cases. Trade 
schools can educate the population not to a very high level, but just to that 
level which is necessary for these small fields of economic life. 

Ch. Mukhtar Singh : There is no organization to provide finance besides 
co-operative banks ? 

Dr. Jeidels : Nothing outside of co-operative societies. 

Ch. Mukhtar Singh : And the co-operative society does not get any State 
aid ? 

Dr. Jeidels : None whatsoever. 

Mr. Devadhar : You would be in favour of the State helping propaganda 
and education ? 

Dr. Jeidels : Yes. 

Mr. Devadhar : That would be quite legitimate. 

Dr. Jeidels : Yes. 

Mr. Devadhar : But would you like the State to give direct financial assist¬ 
ance at any stage ? 

Dr. Jeidels : I am not in favour of it. 

Mr. Devadhar'. You refer to the Japanese model, information gathered 
from a Japanese gentleman in Bombay. Here we find banks financing agri¬ 
culture and industry, both functions are combined in the bank. Is that 
your idea ? 

Dr. Jeidels : So far as I have understood the Japanese system, the Indus¬ 
trial Bank finances only large industries, e.g., shipbuilding and engineering. 
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Mr. Devadhar : Is it something like the hydro-electric scheme in the Punjab ? 

Dr. Jeidels : Not quite. It is, as far as I know, not easy to find out in what 
enterprises the Industrial Bank of Japan invests. Other organizations such as 
Investment Trusts and Holding Companies publish details, e.g., in Belgium and 
Switzerland. I have here the details of the largest Swiss Electro-Investment 
Trust which administers 12 crores of capital and publishes the exact amount 
of shares held in, or advances given to, companies. I do not know whether 
similar statements are given by Japanese Industrial banks. It makes a great 
deal of difference to know what their investments are. 

Mr. Devadhar : I believe they have another kind of institution. 

Dr. Jeidels : I think they have what is called the Hypothec Bank and the 
Industrial Bank. 

Mr. Devadhar : But it seems that they are combining functions. 

Dr. Jeidels : I am unfortunately not in a position to say more than what is 
said in the annexe to our memorandum and which was given to me by a 
gentleman of high standing. 

Mr. Devadhar : You would be inclined to leave the financing of the small 
industry to co-operative institutions ? 

Dr. Jeidels : Yes, they do it successfully in my country. 

Mr. Devadhar : The figures given in the last paragraph of this note seem to 
show that the small industry is prospering very well in Germany. 

Dr. Jeidels : It holds its own fairly well. With regard to the profits, you 
must always take a rather moderate standard. Among the million members 
of these co-operative societies there are many proprietors of retail business. 

Mr. Devadhar : You have 20 crores of capital and 100 crores of deposits. 

Dr. Jeidels : It is a very extended movement. 

Mr. Devadhar: In answer to Mr. Ramdas Pantulu you said that you 
would not be in favour of recommending the practice of big industrial concerns 
receiving funds from the postal savings bank. 

Dr. Jeidels : Generally speaking, not. 

Mr. Devadhar : At present there is no lack of funds, but if this kind of 
movement grows on a large scale, there might be a shortage. 

Dr. Jeidels : If the funds collected in the postal savings institution rise to 
a much larger figure, I think it is worth considering to eventually loan some 
postal savings funds for business purpose. 

Mr. Ramdas Pantulu : They have done a great deal to promote thrift 
among the people and to make small collections. 

Dr. Jeidels : I think it has been discussed previously. Part of the savings 
in many other countries is devoted to help economic development by advances. 
It is so not only in Japan, but our German figures show also that the savings 
institutions use considerable amounts in giving loans for such kind of business 
which is as a rule embodied in our co-operative organizations. 

Chairman : I am simply listening to what you are saying about the utiliza¬ 
tion of postal savings banks in Japan without any comment. I have got a 
good deal of information on the subject, but I am not interrupting any of 
those who have asked questions. I shall take up the matter with you later 
on. 
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Mr. Devadhar: You say “ although other western countries are less in¬ 
clined to State activity as commercial or industrial entrepreneur, still the State 
in some countries has more recently engaged in business and ventures beyond 
the operation of railways, though rarely outside of public utilities”. Will you 
kindly mention one or two instances ? 

Dr. Jeidels : I mentioned Italy. The Bank of England has started a com¬ 
pany to assist some class of industry. 

Mr. Devadhar : Is this view due to the socialistic policy of some of the 
States ? 

Dr. Jeidels : It is one of the influences too. 

Mr. Manu Subedar : An extract was circulated this morning from “ Bank¬ 
ing Principles and Practice ” by Westerfield. Would you kindly tell the Com¬ 
mittee, on behalf of yourself and your colleagues, what view you take of the 
opinions expressed there ? 

Dr. Jeidels : It contains some very good remarks, but it is rather com¬ 
prehensive and covers many subjects. 

Mr. Manu Subedar : The main point on which I am anxious to ascertain 
your view is whether any considerable resources of commercial banks are en¬ 
gaged for capital advances. This represents the position in the United States. 
Would you dispute the position so far as the United States is concerned, and 
if you accept the position so far as the United States is concerned, is it not 
more or less also the position in Germany and other countries ? 

Chairman : You are probably referring to the portion ‘ Extensions of in¬ 
vestment Credit ’ which I believe specifically bears on your point. 

Mr. Manu Subedar : The point is with regard to loans which one institution 
may recall from a borrower but which the banking system as a whole 
cannot recall from the borrower. 

Dr. Jeidels : I think you refer to the section where it says ‘ no small part 
of commercial loans are provisions of permanent investment capital ’. I 
think this refers to an industrial firm which changes the ratio of working 
capital by increasing the fixed capital and reducing the working capital, while 
at the same time it borrows money ; in such case this money actually serves 
capital purposes. There is not a sharp line between loaning for working 
capital and fixed capital. As long as there is a sufficient minimum ratio 
between fixed capital and working capital, it is quite unobjectionable from the 
banker’s point of view to give a loan which is actually used for capital pur¬ 
pose. 

Mr. Manu Subedar: The writer says that the position of the industry as 
a whole vis a vis the banking system as a whole is that the industry is using 
a lot of money which banks can never hope to get back as a whole. 

Dr. Jeidels : I always thought that holds good for all countries. 

Dr. Trip : To a certain extent it is true, but only to a limited extent. 
I am not of opinion that this is done to such a large extent as the writer seems 
to think. The process is going on. Banks are always renewing to a certain 
ex'tent. Whether there is this high percentage from 20 to 50 of all the loans 
of the banks I doubt. I do not think that is the case in mjfccountry. 

Mr. Manu Subedar : He is a responsible writer for America. For purposes 
of argument if we assume that it is true, what would be the ratio in your 
country. 

Dr. Trip : I fear I cannot give a percentage. It is impossible. 
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Mr. Manu Subedar : It would be most helpful to us in basing the estimate 
for our commercial banks as to what line of safety they could adopt. 

Dr. Trip : I would say not higher than 20 per cent. That will be the 
maximum. 

Mr. Cassels : Certainly the position portrayed in the note would not be 
correct for England. Twenty per cent, of it, I think, will be the outside in the 
United Kingdom. The same, I think, may be said about Canada as a matter 
of fact. 

Dr. Jeidels : I can give no estimate ; it is pure guess work. You can say 
that the tendency to borrow for capital purpose is lather extended, but banks 
of course try to have these customers refund to themselves, in their own busi¬ 
ness by some financial transaction, those amounts which have been temporarily 
supplied by banking credit. 

Mr. Manu Subedar : There is a flow of new wealth coming in both in the 
industry as well as in the hands of the bank, but there is a certain quantity 
which ail the same remains. 

Dr. Jeidels : Many bank loans are not given to industrial firms at all, 
and therefore have to be eliminated in this observation ; this proportion of 
bank loans may be up to 50 per cent. The 20 per cent, of the entire loans 
of banks, which your author estimates as actually devoted to industrial capital 
expenditure may be correct, but it is not a very accurate statement. 

Chairman : One of my colleagues has observed that as water freezes by 
oold, liquid advances freeze, but liquid advances freeze on the warmth of heart 
of the banker and by lapse of time. 

Mr. Manu Subedar : Having regard to American conditions, would you 
regard the American system a better system for the trade and industry of 
America than the more conservative system which you, gentlemen, have 
mentioned in your countries ? 

Dr. Jeidels : I do not think that the American system is less conservative 
than the European system. 

Mr. Manu Subedar : How do you account for the percentages ? 

Dr. Jeidels : I do not subscribe fully to Mr. Westerfield’s remarks in his 
book as quoted. He under-estimates the proportion of commercial loans. 

Mr. Manu Subedar : If that is true of western banking, the discrepancy 
between the ratios of loans for permanent capital and industrial loans could 
not be so great in America and your country. 

Dr. Jeidels : I do not think there is a great variation. Mr. Westerfield 
seems to make the same calculation as I did just now. He deducts from the 
bank loans all those loans which are not given to industry, and of the remainder 
he takes 40 to 50 per cent, as spent on capital. At least this ought to be 
his method, because bank loans for foreign trade finance or to merchants are 
never devoted to capital purposes. 

Mr. Manu Subedar : He is taking 70 per cent, as commercial loans and 
says 30 per cent, comes within industrial loans. 

Dr. Jeidels : That would mean that the full amount of the industrial loans 
would go into capital, which is wrong. 

Mr. Manu Subedar : Thirty per cent he puts down as capital advances and 
70 as commercial advances and says further that the banks not only hold 
investments themselves, but make advances against investments, which is 
also a safe method for the bank, but which is also tantamount to banking funds 
going towards capital purposes. 
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Dr. Jeidels : That is quite logical. He states a problem of political eoo- 
nomy not of banking policy, because bank loans against securities, shares or 
debentures, have not the financing of industries as object. 

Mr. Manu Subedar: The larger purpose which we in our Committee have 
unfortunately to consider is whether capital for industry will be found, and if 
so, what would be the processes which would be safe both for borrower and the 
lender. t 

Dr. Jeidels : This is the problem of all western banking. 

Mr. Rushforth : Could you tell me, Mr. Subedar, when that was written t 
Was it before the crisis of 1929 ? The reason why I ask is that I have seen 
somewhere that they are very seriously considering a new banking enquiry 
in the United States because of the unsatisfactojy way in which the banking 
system went through the crisis. I was just wondering whether this was a 
very recent statement of the position in America. 

Chairman : I have also read that. 

Mr. Manu Subedar : The book was published in 1928. The crisis of 1929 
could not have been included in it, but it is intended to be a standard descrip¬ 
tion of American methods of banking; and even if there was a banking enquiry, 
it might possibly throw a little more light on what to do and what not to do. 
It might make any change within 5 to 10 per cent., but the 90 per cent, of 
the system will not be altered. 

Mr. Rushforth : It might be said that the large numbors of failures of banks 
have been due to this rather large percentage in investments. It is just pos¬ 
sible that a great many things have happened since the book was written. 

Lala Harkishen Lai: When a man has got 50 or 60 years experience of 
a thing, he keeps to it. Wrongly, the son does the same. That is what 
happens in banking. This is the life they are living. This is the life which is 
being lived, not only in America but all over the world. After a crisis the old 
man begins to think ; his son does not. 

Mr. Shanmukham Chetty : Could you tell the Committee what percentage 
of loans of your bank is renewed from time to time and keep going on like 
that ? 

Dr. Jeidels : If a bank loan is sound, the bank is interested in keeping the 
customer and supplying the customer with the credit needed by him. Some 
customers are, owing to the nature of their business, more on the debit side than 
on the credit side of banking. A principal distinction is between seasonal credits 
and permanent credits. A great number of our industries have seasonal 
demands, but some have permanent demands for working capital; among the 
industrial clients, the banks certainly try to cultivate most those, with seasonal 
demands, because they are sometime creditors and sometime debtors. 
From the point of view of the profit and loss account these are the most 
desirable accounts, but in many industries bank loans are needed all the year 
round. The more intensively developed and active an industry, the greater 
the proportion of such bank accounts. 

Mr. Shanmukham Chetty : One-third of the money you have laid out for 
industries would practically be renewed from time to time. 

Dr. Jeidels : A bank is not quite comfortable with those customers who 
borrow the same amounts practically for years, even if in the form of regular 
renewals. The banks might in such case even try to get rid of a good customer. 

Mr. Shanmukham Chetty : The more the number of customers you keep 

the better it will be from the bank’s point of view ? 
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Dr. Jeidels : No ; the bank must know that 7 in case of need it can ask 
the customer to actually repay at maturity instead of renewing the lean. 

Mr. Manu Subedar : Is it not the good account you are anxious to retain ? 

Dr. Jeidels : Yes ; of course the good one. 

Dr. Jeidels : The ideal customer in industrial^ banking, as in other banking, 
is he who is not always on the same side of the balance sheet, tvt is sometimes 
a creditor, sometimes a debtor of the bank. These are the soundest account* 
and those which one cultivates most. 

Mr. Barker : Is it very unusual for Government to give guarantee in the 
interest of national trade and commerce ? 

Dr. Jeidels. —It has come much more in use in late years than formerly. 
But it is certainly not in accordance with the classical principles of geed public 
finance. If Government wishes to assist financially, it ought to be able to 
borrow the money itself and loan it on. This is a sound principle for a private 
individual as it is for public finance ; if I were asked whether I would 
guarantee a loan to be given to a friend of mine, I should certainly raise the 
money myself andjjgive him the loan, and if I cannot raise it, I would the less 
guarantee it. In public finance I consider it a principle to which countries', 
having followed it up to now, ought to adhere in future also. 

Chairman : Therefore, you prefer your plan of Government taking up 
shares. 

Dr. Jeidels: Yes. 

Mr. Manu Subedar : You know that the guarantee method has succeeded 
very well with regard to the railways. 

Dr. Jeidels : Railway finance in this country is, if I understood it correctly, 
such that Government operates most railways, but does not own all, and to the 
latter it guarantees the interest. This is a special kind of public railway 
finance which exists in other countries also and which is outside of the objt ct 
of my statement. 

Mr. Sarker : For instance the Irish l Government guarantees on behalf'of 
Corporation or different companies, which raise loan for the purpose of capital 
expenditure ; Government gives guarantee. In England also the British 
Government guarantees exporters up to the value of 75 per cent. 

Dr. Jeidels : Yes, but this is not a capital guarantee. 

Mr. Sarker : Guarantee is not unusual ? 

Mr. McDougall : That is done under the regulations with regard to it ; 
there are restrictions. 

Mr. Sarker : They will give a guarantee on goods manufactured in England 
and they will charge a premium ? 

Dr. Jeidels : This falls into the problem of export finance. In my country 
too Government does it to a great extent ; I think it is not objectionable. 

Mr. Sarker : It is guaranteed by the Government ? 

Dr. Jeidels : I spoke of guarantee for long term loans, guarantee of capital 
towards the investor. 

Mr. Sarker : The Irish Loan Act guarantees to the market ? 

Dr. Jeidels : That is different, but I do not recommend it. 

Mr. Manu Subedar : Your opinion about the undesirability of Government 
assistance to competitive industry does not imply that you disapprove of such- 
general measures which would tend to assist industries as a whole. 
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Dr. Jeidela: Not at all. 

Mr. Manu Subedar : Therefore, you would not disapprove of the various 
measures which have been taken, for example, in the United Kingdom ? Wo 
do not know the measures of this kind taken in your country. One of the 
measures taken in the United Kingdom was mentioned now, eg., Trade 
Facilities, Export Credits Act, Safeguarding of Industries Act, Agricultural 
Credits Act. 

Dr. JeideU : Measures to protect a trade as such do not fall under this 
category. 

Mr. Manu Subedar : That is part of the larger economic policy of the 
State and in this region the action taken by Germany has been eminently the 
model for the rest of the world as to the various measures carefully devised of 
which advantage could be taken by industry and trade of the country as a 
whole, not necessarily by any one industry to the detriment of the other ? 

Dr. Jeidela : Exactly so. 

Mr. Manu Subedar : That has your general and hearty approval ? 

Dr. Jeidela : It has my full approval. 

Dr. Trip : That has not my approval if Mr. Subedar means protective duties. 
I onlv wanted to make a statement. 

Chairman : I have one or two questions - . Yon have said here that Japaneso 
methods and experience ought to be studied more closely. I may tell you 
that wc have been trying our best with the help of such material as we could 
collect. We have not overlooked that aspect at all. In fact, so far as I am 
concerned, even at my age my thirst for knowledge is still unsatiablc, and that 
aonlies even to a greater degree to my younger friends like Mr. Manu Subedar. 
That is the. reason why he has been worrying you with many questions. I 
think you said at one stage that industrial banking in Japan does not rcceivo 
doposits. That is the impression you gathered from somebody. 

Dr. Jeidela : Yes. 

.Chairman : As it is, our impression is gathered from firstly a published book. 
Foreign Banking systems by Parker Willis. Articles have been written by 
various people and here he gives the details of the principal business of the 
industrial bank of Japan : one of the items is to receive deposits of money. 

Dr. Jeidela : Does the book contain the balance sheet ? 

Chairman : l am coming to that presently. After you made the observa¬ 
tion. I wanted to verify that point by reference to the Japanese' Year Book, 
and that gives practically a summary of the balance sheets, and under industrial 
banking, I find deposits 49 millions 22 thousand yen. The deposits are there, 
and that bears out what Parker Willis has written in his book. 

Dr. Jeidela : It may be well to compare these figures with those of regular 
banks. 

Chairman : I have done so. My point is that it does commercial business. 
It may be that the volume of doposits taken by it is not so much as that taken 
by other banks, but still it is not debarred from doing the business. This 
brings me to a sentence, to which I drew your attention, though perhaps you 
did not like it, where you said that nowhere in the world is this done. 

Dr. Jeidela : I have modified that by adding the words “ according to our 
knowledge ”. 

Chairman : That is according to information supplied in this book and 
also according to information which came into our possession through other 



271 


authorities. There is a British officer in the ■ Colonial service. He has 
written a pamphlet on the subject. There is another gentleman. We 
have got another paper from him. They indicate that the industrial 
bank of Japan does ordinary commission business in addition to the 
specialized industrial financing. The other point to which I should like to 
invite attention is this. The gentleman who gave you certain information 
does not fully know about the true state of affairs As regards this 
talk about postal savings being advanced to the Industrial Bank, I 
will tell you the true position. I think the position is more or less 
the same in England too. I think I am correct in saying that in 
England, for example, these deposits which are called floating debts, are 
handed over to the Commissioners for National Debt and out of that they make 
investments. In Japan the position seems to be practically the same. 
The Japan Year Book says: “ In view of the criticism and censure often 
directed to the Deposit Section as to the employment of its funds, the Govern¬ 
ment effected its re-organisation in 1925 making it a separate department under 
the control of the Finance Minister. At the same time a new regulation for 
the employment of this fund was promulgated”. Then they give the figures. 
The total amount with the deposit department was 2,403 million yens at the 
end of July 1923, of which 1,771 millions were postal savings bank deposits. 
That sum of 2,403 million yens was invested in the following manner :— 
National loan bonds, 494 millions, etc., etc., Industrial debentures only 50 
millions. That being so, I do not understand how this gentleman got 
hold of this statement: Government loans to the public in the shape of postal 
savings in December 1928, 1,798 millions. The 1,798 millions referred to the 
total deposits in the postal savings banks at the end of December 1928 which 
corresponds to the 1,770 millions at the end of July 1928. Then he says : 
“ Postal savings in industrial bonds, 30 millions which was referred to. This is 
part of a general policy.” In India I know Sir Basil Blackett wanted, following 
the British precedent, to make some similar arrangement, but owing to various 
difficulties that did not mature. But this is quite a different proposition from 
saying that in Japan a part of the postal savings banks deposits is made avail¬ 
able for industries. That is not correct. They have got an institution similar 
to that in England where the whole of this floating debt is put in the charge 
of a certain institution, the National Debt Commissioners there, and that 
body invests the whole of the money in various securities, Government loans 
and things of that sort. I wanted to know what the position was and the 
position is different from what you wanted to place before us. 

Dr. Jeidels : In studying the figures for the Industrial Bank of Japan 
we wish to make sure whether the Industrial Bank of Japan falls under the 
category of their industrial credit institutions of which we have stated that 
according to our knowledge, they do not anywhere do ordinary banking 
business. The Industrial Bank of Japan, according to the figures presented, 
has about 50 million yen's of deposits. Now, deposits can of course include 
credit balances and I am rather certain that it does. They ought not to be 
called deposits in the sense of ordinary banking and besides the amount is so 
small that it seems, to me to prove that the bank does not actually do a bank¬ 
ing business. 

Chairman : According to its Charter it is allowed to do banking business. 
That is the first point. And the fact that it has got those 49 millions deposits 
shows that in practice also it is doing banking business. Its ability to attract 
depositors must depend on other considerations, that is the desire to invite 
investors to deposit in that bank or in any other bank, but my point was that 
it is allowed by Statute to do that work and it actually does that work. That 
was my first point. 
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Dr. Jeidels : If you would say it does occasional banking business, I would 
accept it, but whether it is ordinary banking business is another matter. 

Chairman : If you look at the other side, it discounts bills and deals in bills 
of exchange. That is ordinary commercial banking, and if you look at its assets 
I think that will also be brought out. “ Bills discountable, Industrial Bank, 
90 millions ”. 

Dr. Jeidels : They represent the liquid assets of the bank, 

Chairman : Yes, that was my only point. We had studied the position 
so far as we could get it from various sources in regard to the Industrial Bank of 
Japan—I admit at this stage I did not look into these balance sheets—and we 
undoubtedly came to the conclusion that it was allowed to do commercial 
banking business. I think that pamphlet of Mr. Allen’s, to which Mr. Sarker 
referred, brings that out very clearly. Then, because you mentioned this, 

I said : “ Very well, I never tried to verify it ; let me verify it by referring to 
the Japan Year Book ”, and those are the figures given in the Japan Year 
Book and they certainly bear out the point that it. does commercial banking. 
It may not do it on a large scale ; it probably does it so far as it is required 
to finance industries with which it is concerned. 

Dr. Jeidels : I do not think so, because tho entire assets of that industrial 
bank must be about 400 million yens. 

Dr. Trip : The credits arc 325 millions. 

Dr. Jeidels : And if you take the liquid assets, which we heard were 90 
millions, it must be about 400 million yens. 

Chairman : The total assets of this industrial bank are 487 million yens 
and out of that you have got 90 millions in bills and, similarly, on the other 
side in regard to its liabilities, out of the 487 millions naturally the biggest 
item is 269 millions in deposits. My sole point was this. You began by saying 
that nowhere is this done, and 1 say it is done there. In the case of a bank 
like this industrial bank, naturally the, largest item on the liability side must 
be debenture loans, and that is so ; but t here is no bar cither in its Charter or in 
actual practice to its doing ordinary commercial business, one of the items of 
such business being the receipt of deposits. 

Dr. Trip : Only with regard to industries. 

Chairman : Possibly with regard to industries, but when they say here in 
the enunviration of principal business, to receive deposits, there is no restriction 
imposed on it. These are the two points I wanted to bring out before and 
the other to clear up the position in regard to the postal savings business. 

Dr. Trip: May I say a word in regard to that. A difference must be made 
between real investment only with regard to the soundness of the investments 
and, on the other hand, investments that are made in order to help industries. 
In my country these monies arc only invested in order to get sound invest¬ 
ment, while in Japan it-done lor special purposes. 

Chairman : What is the evidence of that ? 

Dr. Trip : My first e* ulence is that they lost on these investments already 
15 per cent. 

Chairman : On these investments ? 

Dr. Trip : On these investments to which you refer they lost already— 
there is an official statement to that effect—15 per cent, of the total 
amount. 

Chairman : Of the above investments 342 millions invested in the following 
are regarded as bad loans. That really gives you 15 per cent., but there is nt> 
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Indication here to show that when they invested thoy did not consider the in¬ 
vestment to be a sound one. I will give you tho bad debts. Loan to the 
Chosen Bank 56 millions ; probably when they gave the loan the concern was a 
sound one. Therefore, the fact that they have lost 15 per cent, in bad loans 
does not establish the proposition that the people in charge of the department 
in Japan make loans irrespective of the soundness of the investment. 

Dr. Trip : I do not say that, but they do not make an investment with the 
sole purpose of making a good investment. In Holland it is fixed by law what 
investments they may make ; there are no shares, for instance ; only deben¬ 
tures, what may bo called trust debentures. 

Chairman : I think that is the custom in England ; they invest in trust 
securities, but that again would depend on the legislation which a country 
passes. Here, for example, it is possible that a similar arrangement may have 
to be adopted some day. I know, if Sir Basil Blackett would have discovered 
some practical arrangement for pursuing it, he would have pursued it, and then a 
Bill would have been passed through the Legislative Assembly and the Legis¬ 
lative Assembly would then have indicated the securities in which this parti¬ 
cular money could be invested. The degree of prudence is to be determined 
by the legislative enactment passed by the Legislature of the country. Once 
that is done, the people who administer that particular money cannot go beyond 
the provisions of the legislative enactment. Dr. Jeidels, however, gave the 
impression that in Japan they do it more or less from the point of view of 
assisting industries. That is not the position in Japan. 

Dr. Trip : I think they do. 

Chairman : This does not bring that out. They might have done it before 
the re-organization effected in 1925. 

Mr. Manu Suhedar : May I ask Dr. Trip one question ? Would there 
not be a difference between the very low rate which would be allowed on 
savings deposits on the one hand, and the fair rate at which the loans would be 
given out ? There would be a difference, would there not, between the loaning 
rate and the rate at which the savings deposits would be taken ? 

Dr. Trip: Of course, there would be. 

Mr. Manu Subedar : The savings deposits are in many countries regarded 
as the cheapest form of deposit depending, as they do, on the credit of the 
State, and a very small rate is allowed on them in many countries ? 

Dr. Trip : Yes, in my country 2-65 per cent. 

Mr. Manu Subedar : That being so, the monies lent out would not be at the 
same rate ; they would be lent out at the current rates at which such concerns 
can borrow ? 

Dr. Trip : Yes, of course. 

Mr. Manu Subedar : That difference which would be there, minus the cost 
of administration, would it not constitute a kind of reserve against contin¬ 
gencies and bad debt ? 

Dr. Trip: Yes, to a certain extent. I can tell you that after the 
War, the debentures which gave a fixed interest,, i.e.. Government deben¬ 
tures, municipal debentures and provincial debentures, lost such an amount in 
the stock exchange quotations that our savings institutions were practically 
down and at a big loss. They recovered later, when the prices went up. 
The difference between the interest on the one hand and that the other 
gives a reserve and it is kept in the concern in order to create a reserve. 

Mr. Manu Subedar: It would be an appropriate way to create such a 
reserve against contingencies ? 

Vol. iv T 
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Dr. Trip : Yes, absolutely. 

Chairman : Dr. Jeidels says that the Japanese experiment does not try 
to finance small industries. The information in our possession about Japan is 
that, apart from this'apex industrial bank, if I may use the word “ apex ”, 
they have got industrial banka in the various provinces and it is they who 
finance the small industries. From the information that we have been able to 
secure we find that there is that system of a central institution plus provincial 
institutions. Now, Dr. Jeidels, though he wants us to study closely Japanese 
methods and experience, does not advocate that we should follow it. He says : 
“ What has happened in Japan in the last few years is a grave danger signal 
I have no doubt that he knows, as well as I do, the reason underlying that tem¬ 
porary stoppage of payment. He is referring to tho moratorium which took 
place first after the War and then the earthquake. If a crisis of that sort 
intervened and there was afterwards a moratorium, that certainly would not 
demonstrate the inefficiency of the Japanese system. 

Dr. Jeidels: Certainly not. But the crisis I alluded to or at least wished 
to allude to, was the severe economic crisis following the boom after the 
earthquake. 

Chairman : Yes, on the earthquake bills. 

Dr. Trip : Yes. 

Chairman : I have no further questions on this paper and, we have just 
about an hour left. I have not touched the question of the urban co-operative 
organisation because I take it we will hear more about that from Dr. Friederich 
later on. As regards the other paper, perhaps I may set the ball rolling by refer¬ 
ring to one point which seems to me the most important’point in this document. 
Now, I take it that you are opposed to the idea of licensing banks. I am not 
referring to foreign exchange banks but I am referring to a universal system 
under which all banks working in the country will have to obtain a licence. It 
is the system in Canada ; it is the system in Japan ; on that point we have 
definite information from some of these books. It seems to me you admit 
that it is possible for the foreign banks to improve their relations with their 
Indian customers. It has often been pressed on us that one of the tangible 
ways by which we can compel a bank—call it a foreign bank—to be sympathetic 
towards its Indian customers is this method of licence, because then the bank 
knows that if it has not behaved properly, on the expiry of the period of 
the initial licence its licence may not be renewed, and that operates as a sort of 
automatic safeguard. That is an argument which I believe has been used 
before us. I am not placing before you any provisional conclusions arrived 
at by the Committee or any provisional conclusions arrived at by myself. I 
am simply placing before you one aspect of the case. It is possible that Lala 
Harkishen Lai does not agree with that aspect, and I suggest that we might 
perhaps discuas this general question a bit to-day. Perhaps Lala Harkishen 
Lai, you, as an experienced banker, might now come in. The proposition we 
are discussing with the experts is whether it is desirable to introduce in India a 
system of licensing of banks like what prevails in Canada and Japan. 

Lala Harkishen Lai : I coukPnot do'it to-day ; I have not given serious 
thought to it. 

Chairman : Having mentioned the matter, we will put off discussion till 
to-morrow, because this is a matter on which I should very much like to know 
Lala Harkishen Lal’s provisional views. We shall leave it at that, and I hope 
Mr. Cassells will be prepared to tell us why in Canada they have still this system 
of licensing, what led to its introduction and the reasons for its continuance. 
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MEMORANDUM ON FOREIGN TRADE FINANCE- 
EXCHANGE BANKS. 


By Dr. Jeidels. 

Data are already available on the volume of foreign trade to be financed, 
on number, size, nationality and relative importance of the various exchange 
banks operating in this country. These facts are considered to be familiar, 
and so is the technical working of foreign trade finance as handled by those 
banks. The exchange banks are all banks with head office outside of India. 
They have all their capital in other currencies than rupees. It seems appro¬ 
priate for the experts to investigate the question whether and what kind of 
dangers and eventually what advantages there are in this activity of the 
foreign banks. 

Criticism in India, as in every other country, could take the following 
direction:— 

(1) Efficiency, 

(2) National policy, 

(3) Competition. 

1. (a) Is the foreign trade of the country fully financed ? It can scarcely 
be disputed that in India the facilities are equal to the volume of such trade 
and indeed that they are sufficient for a considerably larger volume. In¬ 
creased trade with countries outside of the British Empire has attracted a num¬ 
ber of strong banks from those countries. 

(6) Banking facilities may be too expensive. In India keen competition 
between the exchange banks of different origin has had the effect of securing 
decidedly cheap rates. Such competition has certainly proved to be very help¬ 
ful for the trade of the country. 

(c) Specialised financing of foreign trade may lead to neglect of inland 
trade. In India, as in other countries of similar structure, exchange banks 
have, under the pressure of competition, extended their activities to financing 
the collection of export goods and distribution of import goods. 

The answer to the enquiry into the efficiency of Indian foreign trade finance 
cannot be otherwise than favourable. 

2. In every country banking is expected to assist on the development of 
trade as national institution, (a) There is a natural suspicion that foreign 
banks might tend to discriminate against national goods or national mer¬ 
chants. The Banking Enquiry has heard much criticism in this direction, 
which has been strongly disputed by the exchange banks themselves. We 
have, of course, within the short time at our disposal not been able to investi¬ 
gate these complaints fully, but we have not gained the impression that there 
is intentional discrimination against Indian merchants. It is, however, not 
inconceivable that a foreign bank, despite its being thoroughly established in 
India, is sometimes not in as good a position to cultivate the Indian customer 
as a strictly Indian bank might do. Adaptation to the needs of the country 
served together with the competition between the foreign exchange banks 
seems to have helped to alleviate this grievance. If the Imperial Bank would be 
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also in a position to do foreign exchange business it would be a further stimu¬ 
lant for the foreign banks, to assist the Indian merchants and thereby satisfy 
a widespread sentiment. The question of removing the legal restriction of the 
Imperial Bank has been alluded to by the experts in reviewing commercial 
banking. It is to be hoped that the early establishment of a Reserve Bank 
will enable the Imperial Bank to enter this business. In addition joint stock 
banks can establish foreign connections, useful to their clients, without build¬ 
ing up a full business of foreign exchange. ( b) From the national point of 
view it may be urged that banking in the hands of foreign firms does not give 
as much employment to Indians as would be the case with purely Indian banks. 
Apparently the number of Indian employees with the foreign banks is increas¬ 
ing, particularly where the banks extend their activity into the interior. The 
policy is to be encouraged, (c) Another national argument against foreign 
banks is directed against the use of deposits collected in the country for outside 
banking purposes. For India this criticism is not justified as the exchange 
banks use their funds in the normal course for the purpose of financing Indian 
trade and thereby drawing considerable seasonal funds from abroad. The 
exchange risk works every where in this direction ; for India especially the 
higher rate of interest, compared with the countries from which the exchange 
banks originate, is a sufficient safeguard. The profits of the exchange banks 
leave the country in the form of dividends. They are in payment for the 
employment of foreign capital, which is used by India, as by many other 
countries, in large amounts and, generally speaking, should be rather attracted 
than discouraged. 

3. There is the criticism that foreign banks by their competition render 
•the development of national banking institutions more difficult. It can 
scarcely be denied that the exchange banks because of their resources, 
and experience are strong competitors. It is, however, doubtful 
whether Indian banks could replace the foreign banks considering the large 
capital and international connections of the latter. The financing of foreign 
trade is essentially international. Foreign trade is co-operation between two 
countries, the exporting and the importing. A very large proportion of the 
foreign trade of India will always be a foreign affair and correspondingly of 
the banking service. 

Under the aspects as outlined, the experts arrive at the conclusion that the 
benefit which the trade of the country derives from the existence of the ex¬ 
change banks largely exceeds the actual and sentimental disadvantages. 
The country has the resources of some of the strongest institutions of the 
world at its disposal for a form of international finance which requires strong 
capital and connections. There is no reason why the foreign banks, from the 
very reason of their existence and under the pressure of competition, should not 
be interested in developing the country ’3 trade whether in India or elsewhere. 
The experts recommend, however, to the exchange banks that the fullest con¬ 
sideration should be given to Indian sentiment which is in no way unnatural. 
They recommend that all possible business with Indian firms should be culti¬ 
vated, and the employment of as largo a proportion of an Indian staff as is 
compatible with business principles, in a field which requires international 
education and experience. 

The experts do not recommend that the competitive argument against the 
exchange banks should be allowed to influence the decisions of the Committee. 
The facilities granted by the exchange banks are far too valuable for the trade, 
and thereby for the development of the country, to dispense with them or to 
curtail their activity. 
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From this general view the experts cannot recommend those measures 
which have been suggested to the Banking Enquiry Committee about regula¬ 
tion of banking with special regard to the exchange banks. Their opinion 
on the principal suggestions put forward is the following. 

(1) The experts do not advocate a system of licence. It may, under 

safeguards, be acceptable to the existing exchange banks, as it 
may serve the exclusion of further competition by foreign banks. 
The expertsdo not, for the present, recommend any restriction on 
such competition. The country should enjoy all the banking 
facilities which are, or can be made, available. They are, however, 
under the impression that there is no need for further foreign 
banking facilities in the near future. The licensing system 
might be desirable if banks of insufficient capital or standing, 
were working in the country or were likely to do so ; as it is, 
it seems unnecessary. 

(2) Limitation with regard to taking deposits seems unnecessary be¬ 

cause the exchange banks, according to the figures submitted by 
the Secretary, do not attract an undue percentage of private 
deposits. There has been practically no change in the respective 
shares of the Imperial Bank, the joint stock banks and the ex"- 
change banks from 1919 to 1928, according to the Secretary’s 
summary. Interference with the exchange banks’ Indian deposit 
would curtail the banking facilities of the country for the reasons 
outlined by Mr. MacDonald, quoted in the Secretary’s summary, 
page 41. Special tax on deposits would be an act of official 
discrimination to be deprecated on general grounds ; in any case 
it would possibly be ineffective. 

(3) A compulsory formation of rupee companies for the Indian business 

of the exchange banks would have no practical effect with the 
exception of creating a Board of Directors in India. The rupee 
capital of the new company would, of course, be smaller than the 
present one of the mother institution. To give the Indian depo¬ 
sitor the first charge on the Indian asset s is not compatible with 
international law and would result in a shrinking of the outside 
resources of the banks which are now at the disposal of 
Indian business. 

(4) The exchange banks have been criticised for imposing non-Indian 

Insurance on Indian merchants for imports and exports serving 
as security for credit facilities from the exchange banks. Legis¬ 
lative measures are considered by the experts as impracticable. 
A bank must be able to decide about the security for advances 
against goods, and interference will tend to reduce facilities. But 
the experts recommend that the exchange banks in this matter 
should give full consideration to the need for the progressive 
development of Indian business and should deal with Indian 
Insurance in a sympathetic manner. 

(5) An Advisory Council of each exchange bank in India may be useful 

for the banks, but is likely to attract important merchants to 
such Councils. This might prove to be to the disadvantage of 
other banks. 

(6) Fuller statements of the exchange banks about their Indian business 

than at present would probably be prescribed by a Reserve 
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Bank, which in other countries organises the regular publications 
of banks on a common basis which is now lacking. 

(7) Finally the suggestion of establishing a special Indian foreign ex¬ 
change bank, requiring a large share-capital, might prove to 
be more in competition with the joint stock bankB and the 
Imperial Bank than with the exchange banks. This institution 
would, in practice, not be able to concentrate on foreign exchange 
business and would have to encroach upon the field of other 
Indian banks. The experts see no objection to new Indian bank 
of such a nature to coming into existence, with private initiative 
and capital, but deprecate State-aid for such purpose. 
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Mr. Sarker : In paragraph 1 (c) of your memorandum you say : 

“ In India as in other countries of similar structure exchange banks 
have under the pressure of competition extended their activities 
to financing the collection of export goods and distribution of 
import goods.” 

I have not been able to understand what you are referring to. 

Dr. Jeidels : The criticism is not justified that the exchange banks concen¬ 
trate exclusively on the port towns and neglect to finance goods from inland 
to ports or from ports to up-country. 

Mr. Sarker : Do you recommend that they should be allowed to establish 
branches in the up-country ? Even if they compete with our joint stock banks 
should they be allowed to establish their branches ? 

Dr. Jeidels : Yes. It would increase banking facilities on the normal road 
of competition. 

Mr. Sarker: Even if it hinders the growth of our new commercial banks 
you will recommend it ? 

Dr. Jeidels : I would not mind. 

Chairman : That point was discussed in comiection with commercial banks. 

Mr. Sarker : Can you name any important country where the entire finan¬ 
cing of foreign trade is dependent on foreign banks '? 

Dr. Jeidels : China, Dutch East Indies, South America. 

Chairman : You have said—‘ In India as in other countries of similar struc¬ 
ture Will you kindly explain that portion ‘ as in other countries of similar 
structure It may meet Mr. Sarker’s point. 

Dr. Jeidels : It means a country of large agricultural resources, historically 
developed from ports up-country. 

Mr. Manu Subedar : India’s development is not from ports up-country 
historically. Ports came later. 

Dr. Jeidels : I am speaking of modern business and industry. 

Mr. Sarker : You say—From the national point of view it may be urged 
that banking in the hands of foreign firms does not give as much employment 
to Indians as would be the case with purely Indian banks. Apparently the 
number of Indian employees with foreign banks is increasing particularly 
where the banks extend their activity into the interior. 

Have you enquired what sort of employment is given to Indians in these 
exchange banks ? Is it merely clerical ? 

Dr. Jeidels : It is not merely clerical; but it is not the management. 

Mr. Sarker : Don’t you think that some provision must be made for giving 
more employment to Indians on the management side ? 

Dr. Jeidels : I do not know what can be done. 

Chairman : Apart from management are any facilities at present given to 
Indians in these exchange banks for employment in the higher grades ? You 
call them all in Germany or in England clerks. But here I believe Indians 
alone are restricted to the clerical employment and above them come assistants, 
and so far, the exchange banks have not adopted the policy of giving to Indians 
.any share of the appointments of assistants. 
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Mr. Buckley : You have first the Agent or Manager. Then you have the 
Sub-Agent or Sub-Manager, then Accountants, Sub-Accountants or Assistant 
Accountants, and they are all called officers. 

Chairman : But the point is that even below the management and above the 
Indian clerks there is a number of better paid appointments even to which from 
the evidence before us connected with exchange banks they have not so far 
admitted any Indians. 

Dr. Jeidels : The paper submitted contains the recommendation that 
Indians should be given such employment as is compatible with business 
principles. It is a field which requires international education and experience. 
The paper shows that we recommend or I recommend that exchange banks 
should go on with that policy of giving to Indians as large a proportion of 
positions of responsibility as is possible, and it also shows the line at which the 
limit should be set ; it is not a national line, but it is a line of special qualifi¬ 
cations for this kind of business. 

Chairman : Before we proceed I want to make one point clear. You said 
‘ I recommend ’. Is it that the views contained in this paper are not accepted 
by other experts ? 

Dr. Jeidels : The views are those of all experts. 

Mr. Sarker : You say : 

The profits of exchange banks leave the country in the form of dividends. 
They are in payment for the employment of foreign capital', which is 
used by India as by many other countries in large amounts. 

Our opinion is that in financing this foreign trade these foreign banks bring- 
very little amounts from their own country. 

Dr. Jeidels : They put their capital at the disposal of the depositors. They 
would not be able to do any business in this country if they had not put up- 
capital of their own. 

Mr. Sarker : Their capital is used by all countries.. 

Mr. Buckley : I think the figures put before the Committee do not bear that 
out. On the 31st December 1929 eight principal British exchange banks had 
between them 16 crores brought into the country and invested in India. 


Current accounts and money payable 
at call ...... 

Non-Indian. 

13’8 crores 

Indian. 

16-6 crores. 

Total 

Fixed and short deposits 

9 

30 • 4 crores, 
18-5 

Total 


27*6 crores. 

Grand total . 

57 •9 crores. 


Advances in India: Loans, Cash credits, over-drafts and local bills diseounted- 
Non-Indian ..... 10*5 crores. 

Indian ...... 26‘2 „ 

Total 

36-7 „ 



Mr. Shanmukham Chetty : Does this non-Indian investment mean capital 
from abroad ? I thought it meant deposits taken from non-Indian residents in 
India. 

Mr. Buckley : The Secretary asked what deposits were received in India and 
how they were disposed of. There is an impression, after the Lloyds Bank 
incident, that exchange banks used a large amount of their deposits received in 
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India outside India. In order to assure that it is not the case these figures have 
been obtained. From these figures you see that deposits in India from non- 
Indians and Indians total 57'9 crores and there is in India invested in Govern¬ 
ment and other Indian securities and Indian Treasury Bills 24] 6 crores, bills 
on London 6 • 4 crores, and after all these figures are deducted it is found that 
16 crores are brought from abroad and invested in India. 

Mr. Manu Subedar : These figures are by no means conclusive and do not 
necessarily lead to the conclusion which Mr. Buckley suggests. After the 
examination of exchange banks, representatives last September, I suggested 
that we should get figures for 4 dates in the year so as to eliminate the seasonaL 
factor, and I also suggested that we get figures separately for each British 
bank and for each foreign bank working here. I was told that the Chairman 
would take up this question when he went to London. I should like to know 
what is the position in that regard. 

Chairman : There was no question of my taking up anything in London, 
with regard to British banks. I understood from the Deputy Chairman that 
one date in the year-would be good enough. Regarding the second point, I 
understand figures are being collected and that one figure is still not avail¬ 
able, and as soon as this figure is obtained, the figures for non-British banks 
separately and together will be circulated. 

Mr. Manu Subedar : It is really most misleading if we have all the figures 
together. Whatever the reasons may be for not disclosing these figures nor¬ 
mally, any enquiry of this kind has got to go minutely into the question. 
Particularly people, who desire the position of these foreign banks not to be 
touched, are most anxious that these figures should be got. I cannot under¬ 
stand how these banks working under the law and protection of this Govern¬ 
ment can refuse figures for the specific purpose for which we want them. They 
may give the figures to us in camera. But I consider it essential that we should 
have figures separately for each bank for 4 dates in the year so as to eliminate 
the seasonal factor. 

Chairman : The figures are not there. These are the figures that have been 
collected. As regards the other points, to the best of my recollection, I believe 
the matter was discussed by you with the Deputy Chairman. 

Mr. Manu Subedar : It is a matter of correspondence and the conespond- 
ence is there. I made it quite clear that one date is not enough, and it is most 
misleading. 

Mr. Sarker: In arriving at this conclusion have you considered the amount 
of money that these banks bring in from foreign countries, the money they 
utilise from the deposits of this country, and the amount of profit they make 
every year. 

Dr. Jeidels : No. These figures are not available. 

Mr. Sarker : How can you bring these foreign exchange banks effectively 
under the control of the Reserve Bank when it is created ? I have not been 
able to understand it. 

Dr. Jeidels : The Reserve Bank, without having any legal right to go into 
the details of any single bank, can actually exercise an effective control over it. 
They can call for statistics. All banks have to use the Reserve Bank, and the 
position which the Reserve Bank derives therefrom gives it powers which are 
' very extensive without having to be included in a central banking law. 
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Mr. Sarker : Indian banks will have to go to the Reserve Bank for their 
■accommodation through the money market, but if the exchange banks desire 
they might not go to the money market at all: they can bring in foreign 
money, and how will they come under the control of the Reserve Bank 1 

Dr. Jeidels : I think the foreign exchange banks too will have to use the 
Reserve Bank in many different ways. 

Dr. Trip : We have somewhat the same position in Java. All exchange 
banks want to have an account with the Reserve Bank, and they all have 
credit facilities from the Reserve Bank. They are all members of the clear- 
ing house arrangement. It would be impossible for a foreign bank to do 
business in Java without the co-operation of the Reserve Bank. 

Mr. Manu Subedar : Is that your experience with regard to South 
Africa. The South African Central Bank has no control over the two English 
banks there, which have the facility of going to the London money market. 

Dr. Trip : I don’t know the conditions in South Africa. I have only heard 
that the reserve bank has no influence at all over the English banks. I have 
read in the report of Professor Kunmerer and Vissering that the Reserve Bank 
of South Africa had practically no control whatever over the two English 
banks in South Africa. But I think that is a special case. The position of 
the Reserve Bank in South Africa is different from the position of the Reserve 
Bank we want to have in India. 

Mr. Manu Subedar : In my mind there is a great parallel between the South 
African and Indian conditions. After the Reserve Bank has been started here, 
the total operations of foreign banks would still be considerable and I do not 
think the Reserve Bank will have effective control. In South Africa the total 
operations of the two large English banks, which have their offices in London, 
are so large a proportion of the total South African operations, that the reserve 
bank can only plead with them in a friendly way, but can have no effective con¬ 
trol if these banks defy. 

Dr. Trip : I have only read that in South Africa the reserve bank has 
practically no influence over foreign exchange business, but I suppose the 
position will be different in this country. 

Mr. Manu Subedar : Do you know of any country in the world where 
banking operations are done on a large scale by banks with head offices abroad 
and where the reserve bank has control over the foreign banks ? 

Dr. Trip : The case of the Dutch East Indies. We have a central bank 
there. 

Mr. Manu Subedar : Do you have a central reserve bank or merely a central 
bank. 

Dr. Trip : A Central Reserve Bank with power to issue notes, to operate 
on foreign exchange and to control the currency of the country. 

Mr. Manu Subedar : The Central Reserve Bank in Java has effective control 
over those banks whose offices are not in Holland. 

Dr. Trip : Yes. All have an account with the Reserve Bank. They are 
members of the clearing house arrangement. 

Mr. Manu Subedar : In what position does it stand to the Netherlands 
Central Bank ? 

Dr. Trip : In no position whatever. It is independent. 

Mr. Manu Subedar : No consultation whatever. 



288 


Dr. Trip : No. 

Mr. Manu Subedar: Can it operate quite independently without any 
harm ? 

Dr. Trip : Yes. Absolutely no control from outside. 

Mr. Manu Subedar : With regard to Java, would you kindly tell us the 
principal foreign banks, that are non-Dutch, operating »n Java. 

Dr. Trip : I can’t tell you oS-hand. I suppose there are 8 or 9 of them. 

Mr. Manu Subedar : Have you got any local banks established in Java 1 

Dr. Trip : No. 

Mr. Manu Subedar : You have no scope for the establishment of local banks 
in Java. 

Dr. Trip : No Indian bank. 

Mr. Manu Subedar : All the banks must therefore necessarily be foreign 
banks. 

Dr. Trip : Yes. 

Mr. Manu Subedar : How many banks, other than Dutch banks, operate 
in Java ? 

Dr. Trip : The Chartered Bank, Hongkong Bank, Mercantile Bank, 
Yokohama Bank, and two or three others. 

Mr. Manu Subedar: What would be the proportion of the operations of 
these banks to the total amount of banking operations in Java. 

Dr. Trip : No figures are available. 

Mr. Manu Subedar : You can venture a guess. 

Dr. Trip : They mainly do foreign exchange business. 

Mr. Manu-Subedar : In this line what is their share roughly 1 

Dr. Trip : I cannot tell you. I do not know what their share is in the bills 
that come to the market. 

Mr. Manu Subedar : Do they handle their own national trade or also any 
other ? 

Dr. Trip : They handle mainly their own trade. 

Mr. Manu Subedar : Can you give us the figures ? 

Dr. Trip : Certainly not now, I will look into it. 

Mr. Sarker : Foreign trade is due to co-operation between two countries, 
one exporting and one importing. Don’t you think that in banking circles 
also some sort of co-operation must exist, I mean that the financial activities in 
each country should remain in the hands of that country s nationals ? 

Dr. Jeidels : Part of the foreign trade of a country is always financed by 
the other side, either the importer or the exporter. 

Mr. Sarker : What is the position hero ? The entire business is in the hands 
of foreign banks. To the extent of half the trade at least, we can expect that 
our banks should finance it. 

Dr. Jeidels : That is the maximum limit. 

Mr. Sarker : Then as to your general recommendation, in regard to Indians 
taking a larger share in the foreign trade, it strikes me that for some time to 
come we shall have to be satisfied with being dependent on the goodwill and 
sympathies of these foreign banks. You have nothing-more to recommend ? 
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Dr. Jeidels : I can only recommend that a country which wants to develop 
its internal and foreign trade should have the best available banking facilities. 
Banking is the instrument of economic development and not the economic 
development itself, and that instrument ought to be the very best, just as the 
instrument to maintain a man’s health, his doctor, must be the most efficient. 
This is the line on which we argue. 

Mr. Barker : So, as long as these strong exchange and foreign banks are in 
India, we should not try to replace them by our own institutions ? 

Dr. Jeidels : Everything is acceptable which does not curtail banking 
service and facilities. 

Mr. Sarker : Then in starting a new exchange bank in India why do you 
object to State aid ? 

Dr. Jeidels : Because I object to State aid for all competitive business. But 
in this case, I have a specific reason. Such a bank would be a competitor to all 
existing banks including the Indian banks. It would not only be a competitor 
to the exchange banks but to all existing banks, because it could, in my opinion, 
not specialise on foreign trade financing, just as the exchange banks do not 
entirely specialise on it. Therefore the new bank, which in itself is quite un¬ 
objectionable, would create competition for those banks. We specifically 
say that there is no objection to a new bank ; as we take the general view that 
banking facilities ought to be encouraged, there cannot be criticism on our part 
against the formation of a new exchange bank. But we must draw attention 
to the fact that it would compete not only with the exchange banks but also 
with all existing Indian banks, the joint stock banks and the Imperial Bank. 
There is no objection from our point of view against the new bank itself. 

Mr. Sarker : You would not allow competition with State aid, but if foreign 
banks with their own State aid come here and compete with us how can you 
prevent it ? 

Dr. Jeidels : According to our advice you cannot prevent it and you 
should not prevent it ; you should also not prevent a new bank, but we draw 
attention to the fact that such a new bank does not only compete with the 
foreign banks but also with the Indian banks. 

Mr. Sarker : You do not want the new bank with State aid to compete 
with existing Indian and foreign banks. That is your proposition ? 

Dr. Jeidels : Yes. 

Mr. Sarker : But if a foreign bank with their own State aid compete with 
us, for instance, as the Yokohama Specie Bank with their State aid is competing 
with us, what then ? 

Dr. Jeidels: They compete with you by establishing good banking facili¬ 
ties. This efficient banking facilities for India that we consider the principal 
object. We are not considering in the first line the bank’s point of view, 
but the development of the national resources of India, and we, therefore, 
cannot recommend to do anything against the competition of this special bank 
mentioned by you. 

Mr. Sarker : You mean that you will not stop competition, even with 
State aid, if the instrument is efficient ? 

Dr. Jeidels : Yes. 

Mr. Sarker : Then if we can set up an efficient instrument with State aid 
you would have no objection ? 

Dr. Jeidels : I cannot conceive the case, that you establish a foreign exs 
change bank which will not be in competition with Indian banks. 
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Mr. Sarker : But you have no objection if the instrument is efficient, as in 
the case of the Yokohama Specie Bank ? 

Dr. Jeidels: But not with State aid. 

Chairman : Mr. Sarker’s point is this. There is this Yokohama Specie 
Bank. That bank has received a subsidy or State aid in some form from the 
Government of Japan, and it is competing in the field of foreign exchange in 
India. Now, according to your statement, that bank should be allowed to 
compete in this business. If that is so, how can you object to an Indian joint 
stock bank with some form of State aid being allowed to compete in the same 
business ? 

Dr. Jeidels : India is not concerned with Japanese State aid ; that is for 
the Japanese to decide. But Indian State aid I cannot recommend. Anyhow, 
I consider it a hypothetical case, because I do not think the Japanese banks 
enjoy State aid. 

Dr. Trip : As far as I know, they have not. They have received Govern¬ 
ment help when they were in difficulties. 

Dr. Jeidels : It is a question of fact whether one or all of these foreign banks 
have State aid. 

Chairman : We may call it State aid. Mr. Sarker’s point was that if a 
foreign exchange bank, with State aid from the* Government of its parent 
country, came into India and competed in the exchange business,you do not 
object to that competition ; then why do you object to a similar competition 
from an Indian joint stock bank which also receives some State aid ? 

Dr. Jeidels : Because you use the Indian tax-payers’ money to create com¬ 
petition for existing Indian banks. Japanese money, if it really is used, does 
not come out of the pockets of the Indian tax-payer. 

Mr. Sarker : But if the Indian tax-payer does not object, there is nothing 
against this sort of banking ? 

Dr. Jeidels : That is a hypothetical case ; I have not seen such tax-payers 
yet. 

Mr. Rushforth : May I make a statement ? From practical experience 
I think the reason why they have been able to compete so severely, not only 
with Indian banks but also with British banks, is that in the market they 
operate in more countries than the others do. I know on many occasions the 
Yokohama Bank has been able to cut rates because of special cover either in 
Japan or America which the British banks do not have. 

Dr. Jeidels : Did State aid do that ? 

Mr. Rushforth : I do not think it is State aid. My impression is that they 
'work very much. 

Chairman : But there has been State aid. We have definite evidence. 
’ This is what is said about it :— 

“The famous Yokohama Specie Bank was founded with the avowed 
object of fostering the overseas trade of Japan. The Government 
not only subscribed one-third of the capital, but also gave it every 
kind of encouragement and protection.” 

I understand Dr. Jeidels’ point. Your advice is based on the interests of the 
Indian tax-payer. Mr. Sarker suggested that the Indian tax-payer might 
approve, in the usual way through his representatives in the Assembly which 
votes the money. 




Dr. Jeidels : To use the tax-payers’ money against one particular trade, 
viz., the Indian banks, I would consider an injustice. 

Chairman : That is another aspect. You first talked of the Indian tax¬ 
payer and his interests, and I told you that the test there was the consent of 
the representatives of the tax-payer. 

Dr. Jeidels : It is a question of constitutional philosophy. 

Chairman : The next point undoubtedly is the effect of unfair competition 
on the existing Indian joint stock banks ? That is undoubtedly a good point. 

Mr. Sarker : My submission is that if an exchange bank is created, whose 
share capital is subscribed partly by Government, partly by the public and 
partly by the Indian joint stock banks, then that difficulty can be met. 

Chairman : I would like to hear Lala Harkisben Lai on that point later on. 

Dr. Jeidels : If the banks of the country establish such bank and receive 
assistance from some quarter, I would consider it quite unobjectionable from 
an expert’s point of view. 

Chairman : Anyhow we will pursue that point with Lala Harkishe.i Lai 
to-morrow. 
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4th February 1931. 


Mr. Manu Subedar : I would like to ask Mr. Currie whether he can explain 
why Barclays Bank got itself registered in France in spite of the fact that 
according to the memorandum there are no legal or other restrictions in regard 
to foreign banks operating in France. 

Mr. Currie : I think it was largely a matter of convenience. Instead of 
opening a branch in France, they formed a company there, and the result was 
that their liabilities in France were limited. 

Mr. Manu Subedar : They did that from the point of view of the safety 
of their operations ? 

Mr. Currie : Yes. 

Mr. Manu Subedar: Ordinarily, people would have more hesitation in. 
putting Barclays (France) Limited 1 

Mr. Currie : I do not think so. It does limit the liability of Barclays in 
France. 

Mr. Manu Subedar : From the point of view of the investor do you think 
it would make a serious difference ? 

Mr. Currie : I do not think much, no. 

Mr. Manu Subedar : That was a perfectly voluntary action on the part of 
Barclays ? 

Mr. Currie : Yes. On the other hand, the Westminster Bank has a branch 
there. 

Mr. Manu Subedar : With regard to the other remark here that in England 
you have numerous foreign banks, would it be true to say that these foreign 
banks handle any considerable percentage of the trade of English nationals 
abroad or would it be rather that they come there because you have a big money 
market and they come for the financing of the money market ? 

Mr. Currie: I do not think either will be quite true. They come there 
originally in order to foster the business of their own country. As regards the 
trade of English nationals, they do give some credit to nationals who Lave a 
very large trade in that country. 

Mr. Manu Subedar : It would not be true to say that they come there to 
handle the banking business of the English nationals ? 

Mr. Currie : No. They come there largely for their own advantage. 

Mr. Manu Subedar : Similarly, Dr. Trip, it would be true with regard to 
Holland also, that the foreign banks established in Holland are resorting to 
Holland because it has a money market and they come there as a convenience 
for their nationals rather than to handle the trade l>etween Dutch nationals 
and abroad ? 

Dr. Trip : Yes, that is true. 

Mr. Manu Subedar : With regard to Question 3, you say that no figures are 
available, Mr. Currie ? 
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Mr. Currie : No. The banks which operate in London are foreign banks 
'They do not separate their own business from English business. 

Mr. Manu Subedar : Therefore it would not be true to say that they receive 
considerable deposits in those countries ? 

Mr. Currie : Not short term. They do receive very considerable depo¬ 
sits of money deposited for 2 months or 3 months. 

Mr. Manu Subedar : Occasionally they do so by offering a little higher 
rate than the English banks ? 

Mr. Currie : They compete in the market for long term money. 

Mr. Manu Subedar : Would you not, therefore, say that there is no parallel 
between the situation in India, where the foreign banks have considerable 
business in the handling of the foreign trade of this country, and your country, 
where foreign banks do exist but do not have any considerable handling 
of England’s foreign trade ? 

Mr. Currie : I think there is no parallel. It is much more developed here 
.than in England. 

Mr. Manu Subedar: You know the proportion of the deposits which the 
foreign banks in this country have to the total deposits ? 

Mr. Currie : Yes. 

Mr. Manu Subedar : Would the position in England or in Holland be any¬ 
thing like it ? 

Mr. Currie : No. 

Mr. Manu Subedar : Would they have 33 per cent, of the banking deposits ? 

Mr. Currie : No. 

Mr. Manu Subedar : Would they have even 3 per cent, of the total banking 
deposits in England 1 

Mr. Currie : They might receive 3 per cent. 

Mr. Manu Subedar : It is a guess. What would be your idea ? Would it 
be somewhere between 3 and 5 or 5 and 10 ? 

Mr. Currie : I cannot really say. It is quite small anyway. 

Mr. Manu Subedar : Dr. Trip, the same would be the position in Holland ? 

Dr. Trip : Yes, it is so small. 

Mr. Manu Subedar : Therefore, it is not a real parallel. We could not derive 
any useful lessons from the situation in your two respective countries ? 

Mr. Currie and Dr. Trip : No. 

Mr Manu Subedar : Dr. Trip, you say in answer to a question that, “ Dutch 
East Indies—balances abroad Rs. 7,93,00,000 ”. Would the bulk of this be in 
Holland 1 

Dr. Trip : No. It is also in England and the United States. 

Mr. Manu Subedar : Could you mention what percentage of these foreign 
balances would be with Holland ? 

Dr. Trip : I could not give the percentage. 

Mr. Manu Subedar : You are yourself in charge of this great institution ? 
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Dr. Trip : Some years ago. That depends on the question whether English 
Banks come in the market or American bond bills or Dutch bills. There are 
changes, of course. I can only say that it is not absolutely a question of 
policy but of the exchange that is offered in the market, whether they are in 
dollars or in sterling or in florins. 

Mr. Manu Subedar : T should have thought without any help from you 
that the bulk of this investment abroad would be holdings with Holland 
because your primary connection is with the money market in Holland ? 

Dr. Trip : The situation now in the Dutch East Indies is different because 
the greatest export article is practically sugar and sugar is mostly financed 
by sterling bills. Of course if the Java Bank is not in a position to obtain 
bills on bond, then they buy sterling bills. I cannot even say that the largest 
part of this foreign exchange is held in florins. 

Mr. Manu Subedar : The point of my question was the holdings in foreign 
currency of the Central Banking institution. It is really a subject belonging 
to the Reserve Bank. As the Chairman has put a very severe time limit I will 
take it up with the Central institution. 

Dr. Jeidels, in paragraph 1 of your memorandum you use the word 
“eventually” in the last but one line. Do you mean to say there are 
disadvantages now and later on there will be advantages ? 

Dr. Jeidels : No. I wanted to investigate the matter. The exchange 
banks do a great deal of the banking business of the country. Is it to the ad¬ 
vantage or disadvantage ? What are the advantages and what are the dis¬ 
advantages ? “ Eventually ” means “ on balance ” —having considered 

both sides. The question is put in paragraph Land the answer given in the 
3rd paragraph. 

Mr. Manu Subedar : With regard to 1 (a), “ Is the foreign trade of the coun¬ 
try fully financed ? ” you have answered it in the affirmative ? 

Dr. Jeidels : Yes. 

Mr. Manu Subedar : You think that the deposits and funds available to the 
foreign banks in this country are adequate for the purpose of financing the 
foreign trade of this country ? 

Dr. Jeidels: Yes. 

Mr. Manu Subedar : And also for financing a good part ci the internal 
trade ? 

Dr. Jeidels: Yes. 

Mr. Manu Subedar : So that if the suggestion were made that they should 
not take any further deposits, the financing of foreign trade would not be upset ? 

Dr. Jeidels : If you reduce their resources, it would certainly have an effect 
upon the country. 

Mr. Manu Subedar : Supposing it was suggested that there should be a 
limit, that the banks may go under the limit but not over the limit at any 
time, and if they go over, there shouid be either total restriction or they should 
have’ to pay something to the Government. Assuming we did it, would you 
say that the financing of foreign trade was paralysed or would come to heavier 
cost ? 

Dr. Jeidels : It would be a disturbance of the machinery. 

Mr. Manu Subedar : The financing of foreign trade would not be starved ? 

Vol. iv u 



Dr. Jeideis : “ Starved ” is rather an extreme • statement. The machinery 
would be upset. It is a fine and delicate machinery. 

Mr. Manu Subedar : I invite your attention to the consolidated statement-, 
supplied by Mr. Buckley. Would you say from these figures that a very small 
proportion of their existing resources are used in the financing of foreign trade ? 

Dr. Jeideh : You mean the bills in transit—they do not signify the position 
fully. 

Mr. Manu Subedar : I said they do not in themselves. But there may be 
other bills held here for the time being. Would you say that a very small 
proportion of their reserves as they exist to-day is in the normal course used 
for the financing of foreign trade ? 

Dr. Jeideis ; If you take foreign trade as bills in transit, then yes. I cannot- 
explain these figures ; they ought to be explained by those who made them up. 

Mr. Manu Subedar : As the figures are, you have seen probably several 
thousand balance sheets and statements of this kind. Surely you could inter¬ 
pret the figures. 

Dr. Jeideh : It is quite unusual. I could not speak from experience. 

Mr. Manu Subedar : Can any of your colleagues help us 1 

Dr. Trip : Your conclusion is that practically a small part of the money 
is used for the financing of foreign trade. 

Mr. Mam Subedar : As on that date. If we hadfigures for 3 or 4 dates, 
probably the position may be slightly different, But on. these figures, as no, 
that date, it would be proper to conclude that the reat were cash credits,, pye* 
drafts and local bills. 

Dr. Trip : Yes, it is but a part of the foreign trade. 

Mr. Manu Subedar, : What PP rt • 

Dr. Trip : In order ■ to take produoe • out of the. country from-upt 
country to the port. 

Mr. Manu Subedar,: Youwpuld call thatforejgn,trade-? 

Dr. Trip : Yea, a part of the foreign trade. 

Mr. Manu Subedar : What would you call internal trade ? 

Dr. Trip ; By internal trade I would understand trade in those products 
tfi^t, remain in the country, and that are consumed in the country. 

Dr. Jeidels : We heard here a figure that the internal trade is about 24 
times as large as the foreign trade of the country. Foreign trade finanoing, 
as I understand it, is the financing of export goods and import goods , transit 
between two countries of export goods and import goods is the object of foreign, 
trade finance. 

Mr. Manu Subedar I would invite your attention to the fact that cash 
credits are given to large firms for cotton and for jute ; let us say, for standard 
commodities, on the strength of which they purchase in the interior and bring 
the goods over to the central market in Bombay and in Calcutta. Partly 
from this central market the local manufacturers purchase, partly it goes for 
export. That part, therefore, of the cash credits which goes to the financing 
of the local purchases would not in your opinion constitute foreign trade ? 

Dr. Trip; No. 

Mr. Manu Subedar; With regard to the- intern* purchase, it is also,a 
matter of opinion as to where you should stop, t.e., whether you should stop 
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at the actual shipment ports or whether you should go down right to the agri¬ 
culturist. Some of us have an idea that the purchase from the agriculturist, 
the loading of it in the railway and the unloading of it in the central market 
in the port were at one time done by Indian machinery (Indian banking) and 
that is internal trade proper. After bringing it to the port, the purchase of it 
by the shipper and the export of it is foreign trade. Would you find any serious 
objection to this interpretation by us 1 

Mr. McDougall : I think there can only be one interpretation of it. The 
whole handling might be envisaged as trade as a whole, not foreign and internal, 
but if you wanted, as a matter of convenience, to make a division of foreign 
trade ai^i mternal trade, you must make a division somewhere. 

Dr. Jeidela : Mr. McDougall thinks that all goods exported are manufac¬ 
tured for export. I would not go so far as this. 

Mr. Manu Subedar : Would not Mr. McDougall say that the financing of 
the seeds Is also export ? 

Mr. McDougall : No, that is carrying a logical conclusion to an absurdity 

Dr. Jeidela : I shall offer my own observation and my friends on this side 
of the table will correct me if I am wrong. Jute is a characteristic* export 
article in this country, but only 20 per cent, are exported, the remaining 80 
per cent, go to the mills. > When it is grown, nobody knows whether it is for 
export trade or for inland manufacture. 

Mr. Manu Subedar : With regard to the financing of foreign trade, you 
consider it as absolutely appropriate,that fqcwgn, banka established.in this 
country should <|o it &n4 yoq| further find jthat l^hey areodping .it very/well* 
But would it be your opiruQnal$a,ihfth fbrcigjt, banks should do the financing 
of internal trade and that it is very appropriate. } 

Dr. Jeidela : There enters the essential difference between two point# of 
viewi Prom the point of view' of the dotaqatjc banking institutiqna there may 
be objection against every extension Of banking activity from immediate fdreign- 
trade finance to less immediate foreign trade finance. Prom the point of view 
of the country at large, we consider it an increase of hanking facilities and 
therefore an advantage. From the point, of \ view of Indian banks operating 
in the same place and trying to attract the same business into their own offloes, 
it is a disadvantage. One has to weigh what is more important, the trade of 
the country or the banks, and with all sympathy to both sides, trade and Indian 
banks, one has to come to a decision. Our opinion is, that the trade interest 
is of greater importance for India at large. 

Mr. Manu Subedar : You, therefore, understand the objection, but in yottr 
opinion the objection is more than outweighed by the advantage to the trade. 

Dr. Jeidela : Yes. 

Mr. Manu Subedar : What do you mean by advantage to the trade 1 

Dr. Jeidels : It may be the merchant exclusively devoted to inland trade, 
it may be the distributing merchant for imported goods or it may be the collect¬ 
ing merchant for export goods and it may be industry, all those who can be 
customers of banks. 

Mr. Manu Subedar : With regard to the adequacy of funds for financing 
foreign trade, are you satisfied that the present available resouroes of the 
foreign banks are adequate ? 

Dr: Jeidela : Yes, quite adequate. 

u 2 
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Mr. Manu Subedar: You are also satisfied that they are in excess of the 
need for foreign financing and they provide a field for internal banking with 
those resources. 

Dr. Jeidels : I think so. 

Mr. Manu Subedar : In your opinion, you consider it good on the whole for 
the trade. 

Dr. Jeidels : For the country at large. 

Mr. Manu Subedar : I would like to ask you whether in your opinion trade 
follows the establishment of banks or banks follow the establishment of trade. 

Dr. Jeidels : You are certainly aware as much as I, that in answering a 
question of this kind, one does not do justice to all the facts. In soAe cases 
trade may follow banks and in some others banks may follow trade. I am 
more inclined to think that banks follow trade, but it is not quite correct. 

Mr. Manu Subedar : With regard to Holland and England, your colleagues 
told us that these banks came through for the purpose of their own nationals. 
Do the banks in your opinion follow trade or do you think that both are true 
to some extent, and that the hanks having established themselves in these 
countries enabled their nationals to form a nucleus of a bank. 

Dr. Jeidels : They follow trade and then try to cultivate trade. 

Mr. Manu Subedar : Having established, they enahle further connections 
to be cultivated ? 

Dr. Jeidels : Yes. 

Mr. Manu Subedar : Are you aware of the percentage of Indian trade which 
is in Indian hands, either export or import ? Have you got any kind of esti¬ 
mate, reliable or unreliable, or have you made a guess ? 

Dr. Jeidels : I suppose it is small. 

Mr. Buckley : The Secretary has got figures which I think show that 
roughly 35 per cent, of exports and 65 per cent, of imports are in.the hands 
of Indians. In the aggregate about 50 per cent. 

Chairman : The figures are being typed and will be circulated. 

Dr. Jeidels : The estimate would be about two-thirds foreign and one-third 
Indian in export trade and the other way round in import trade. 

Mr. Manu Subedar : The statistics which have just been given may be 
somewhat doubtful in this sense, that an English firm registered and establish¬ 
ed in this country would naturally be regarded as an Indian firm, but I might 
mention that an estimate was prepared by the Indian Chamber of Commerce 
in Calcutta which was that of the total on both sides the Indian share was 15 
per cent. only. There is therefore a very wide discrepancy. You and I are 
naturally anxious to have reliable statistics but both sets of statistics we have, 
show that the Indian share is not considerable. Taking the exports and 
imports together, the two-thirds and one-third give 50 per cent, to Indians, but 
the exports aro larger and therefore it would actually be less than 50 per 
cent. It would be somewhere between 40 and 50 per cent. But talking 
broadly, would you have serious sympathy with the desire of Indians to have 
a much larger volume of this trade in their own hands ? 

Dr. Jeidels : I do not know whether the experts have a joint opinion. I am 
very much in sympathy. 

Mr. Manu Subedar : Please formulate a joint opinion, because it is a matter 
of great importance. 
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Dr. Jeideis : Perhaps I ought to say how it is regarded in other countries. 

Mr. Manu Subedar : I should have certainly asked about the situation in 
your or in other countries and then I should have asked about your attitude. 

Dr. Jeideis: Our memorandum says that “ in every country banking 
is expected to assist in the development of trade as national institution”. 

Mr. Manu Subedar : It is necessary for the purposes of record as well as of 
discussion that we should go step by step. You have taken two or three steps 
together. Your answer would then be that it is a perfectly legitimate desire 
and you have every sympathy with the desire of Indians that they should have 
more of the share of this business in their own hands. 

Dr. Jeideis : I am glad to admit it. 

Mr. Manu Subedar: One of the difficulties which has been pointed out 
in Indians taking a larger share of this trade is the existence of foreign banks. 
It has been suggested that if there were Indian institutions or at least institu¬ 
tions manned by Indians, the Indian share would be more. What would you 
say to that ? 

Dr. Jeideis : I differ there. 

Mr. Manu Subedar : You have admitted that in your memorandum. 

Dr. Jeideis : Quality and efficiency of banking is an instrument for increas¬ 
ing the national trade of the country. 

Mr. Manu Subedar : You say that “ there is a natural suspicion that foreign 
banks might tend to discriminate against national goods or national merchants.” 
I shall take up that point later, but your view is that it is a perfectly natural 
expectation that if there were Indian banks or institutions, in the superior 
staff of which there were more Indians, the Indian share might tend to rise. 
Is that not so ? 

Dr. Jeideis : I see possibilities of rise of the Indian share, the more so aa 
I look forward to a rise in the volume of trade. 

Mr. Manu Subedar : But that is your expect ation in any case. 

Dr. Jeideis: That is my expectation, if all energy is applied. 

Mr. Manu Subedar : Take German exports for example : these German 
exports to India become Indian imports from Germany. Is that not so ? 

Dr. Jeideis: Yes. 

Mr. Manu Subedar : With regard *' German exports, is it your experience 
that Indians come and buy their goods in Germany, or is it the other way, that 
Germans come and sell their goods in this country ? 

Dr. Jeideis : It is different with raw material and finished goods. 

Mr. Manu Subedar : You are, therefore, laying down an entirely different 
set of constitution for America, France, Germany, England, Belgium and 
Japan, countries which we want to approach to in our economic life, but for 
us it should be what is being done in China, Java, etc. 

Dr. Jeideis : The rule may be different, but the tendency is the same in all 
countries. 

Mr. Manu Subedar : Whatever we do is all being done by other people 
in this oountry. It i3 a very unfortunate phenomen on. 

Dr. Jeideis: I would put less stress on the word ‘unfortunate’, but I 
would put more stress on the possibilities of change. 
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Mr. Manu Subedar : If it is a fortunate thing, nobody wants to change it. 
If it is a desirable thing, we would want to hang on to it.' 

Dr. Jeidels: I cannot agree that it is generally unfortunate. The trade 
of the country is very well served by foreign firms, yet there will be the 
tendency to increase the country’s share in the trade and one merchandise 
after the other will be subject to the efforts of merchants and industrialists 
to increase the national share in trade. 

Mr. Manu Subedar : So that any attempt in order to get a larger handling 
of the trade in the hands of the people of the country would be a proper attemp*’ 
and it deserves encouragement on every side. 

Dr. Jeidels : I think so. 

Mr. Manu Subedar : The institutions are at present completely foreign 
in their constitution, in their working and in their habit. If an attempt was 
made to make them Indian, it would not be improper ? 

Dr. Jeidels : I would ask whether that specific field is an instrument for trade 
or part of the trade. Let me give you an instance of one of the most important 
industries of my country. In German cotton mills you will find that 75 per 
cent, of the spinning machinery is English in spite of the high standard of en¬ 
gineering industry in Germany. Primary importance in the cotton industry 
is attached to good trade in cotton goods, and German machinery will only 
be used, if it does not put the cotton mills at a disadvantage in their trade ; the 
cultivation of German engineering would interfere with their principal business 
interest. One has to distinguish, what is instrument and what is object. The 
object is trade, the instrument is banking. 

Chairman : Mr. Manu Subedar, I have given you much more than 20 
minutes. It is a very interesting discourse, but we shall come back to you if 
we can find the time. 

Dr. Hyder : I shall ask a few questions before I take up the memorandum. 
Since the War, is it a fact that you tried to increase the entrepot trade through 
Holland and you preferred this trade ? 

Dr. Trip : Yes. 

Dr. Hyder : Supposing a German bank has established itself in your country, 
your Central bank would not re-discount or give discount facilities to it ? 

Dr. Trip: In Holland the Net herland Bank requires foreign banks to be 
established under the Dutch law if they are to get discount facilities. 

Dr. Hyder : Dr. Jeidels, is it a fact that in your trade with Switzerland, 
you have found that Swiss banks, in order to further their national interests, 
insist upon insurance being effected with Swiss companies ] 

Dr. Jeidels : The Swiss banks do not do much direct business with German 
trade. Trade between Germany and Switzerland has a Swiss side as well as 
a German side ; which side is the stronger and how much is handled through 
Swiss and how much through German banks, depends less on the banks, than 
on the two merchants and the commodity. 

Dr. Hyder : That is how I would translate it. As the Dutch banks, so also 
the Swiss banks, prefer the financing of movement of goods between their 
country and the foreign countries, when there is another national interest 
for example the making of insurance. 

Dr. Jeidels : I suppose it is correct. 
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Th. Hyder : Suppose you Were sitting at a table like this and you as a wit¬ 
ness were asked “ You have been long in this business, tell us what are you 
going to do about it, how to minimise these incidental disadvantages which 
arise through a change which has been brought about in Germany after the 
war ”, what measures would you suggest ? 

Dr. Jeidela : One has first to find out which part of the German-Swiss trade 
is financed by Swiss and which by German banks. This depends on two 
factors ; the cost of financing and the respective position of importer and ex¬ 
porter, whoever is stronger. With watches, one of the most important export 
articles of Switzerland, the exporter has to do the financing like everything 
else in his power which may facilitate his arduous trade. He finances in Swit¬ 
zerland and Swiss banks will probably prefer, if not insist on Swiss insurance. 
The German grain export trade to Switzerland is largely financed by German 
banks, and these, as far as I know, are quite satisfied with any kind of high 
class insurance. 

Dr. Ryder : Supposing German banks were not able to finance the German 
grain trade and you had the Swiss banks operating in Germany and they insist¬ 
ed upon getting a share of the other advantages, what practical steps would 
you suggest ? 

Dr. Jeidela : I understand you wish to know how far banks impose condi¬ 
tions, in the course of their business, which are not in the direct scope of 

bulking. 

Dr. Hyder : What steps should be taken to get out of a mess like that ? 

Dr. Jeidela: The first thing to do is to establish national insurance com¬ 
panies. But let us return to the Swiss-German case. For the business of 
financing, a Swiss bank and a German bank are available. The Swiss bank 
offers finance, but you have to insist on the underlying goods being insured 
by a company prescribed by the Swiss bank. If I were the merchant I would 
go to the German bank and find out whether they insist on similar provisions. 

Dr. Hyder : But if you have got no German banks ? That is our difficulty. 

Dr. Jeidels : But there is not only one Swiss bank, there are other Swiss 
banks, Dutch, English, American banks, and I would try my best to find one 
who will finance without interfering with my insurance arrangements. If the 
banker tries to impose such condition which is really outside financing, I would 
use the competition between banks to find one which leaves my business 
arrangements to me. 

Dr. Hyder : And if they are all of the same kind ? 

Dr. Jeidels : I will submit, but this is too hypothetical. 

Dr. Hyder : It is only a case of oriental resignation, it is not so hypothetical 
here. 

Dr. Jeidels-. If I were an Indian merchant, I would tell my banker “I 
appreciate that you wish to have an insurance company employed to which 
you are used ; but if I can offer you a policy of an insurance company which 
I consider good and efficient and to which I, your customer, am used, you will, 

I trust, accept it.” I would try to impress this view on my banker. 

Dr. Hyder : It would be very interesting if you were to give us a brief 
resume in a few words as to how the German banks came into the international 
market and established the mark bills ? Import trade or export trade, at? 
which end did you begin t 
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Dr. Jeidels : We began at no end. We first brought down the rate of 
interest. As long as our rate of interest is higher, we can use our own currency 
only to a limited extent in foreign trade finance. If somebody wants to 
import cotton into Germany or to export potash from Germany, he has to 
find the cheapest finance ; if he finances by Reichs mark acceptance of a 
German bank, he increases the cost of the goods; he will, therefore, use the 
cheapest foreign currency. The same has been done before the war ; it is done 
to a much larger extent now, because the German rate of interest cannot 
compete. The foreign trade finance is mostly, done by German banks placing 
foreign bank acceptances at the disposal of their German customers. 

Dr. Hyder : Foreign bank ? 

Dr. Jeidels: Yes. 

Dr. Hyder : They would be the currency of the foreign banks ? 

Dr. Jeidels : Yes. Before tho war you had these mark bills, and was there 
much discrimination in the London money market against the Mark bill ? 

Dr. Hyder : Let us exemplify by an industry, in the centre of international 
competition, the sugar industry, whose pre-war situation I well remember. 
Sugar was subsidised by Governments to be dumped on the world markets, 
and required tho cheapest possible finance. German sugar exports were 
financed before the war in one of the cheap markets, generally London. 
Please conic to the actual steps that were taken by the German banks ? 

Dr. Jeidels : I did not mention the question of using the rupee instead of 
the pound or dollar in Indian foreign trade finance, because it is so uneontest- 
ably a matter of the rate of interest that we did not wish to discuss it in the 
memorandum. 

Dr. Hyder : Am I wrong in assuming that the first thing that the German 
banks did was to establish branches abroad ? 

Dr. Jeidels : Yes. 

Dr. Hyder : The second thing they did was ? 

Dr. Jeidels ; To close them again. 

Dr. Hyder: From 1870 up to 1914 they were opened and mark bills 
were in abundance and that the foreign exchange as well as the trade between 
the two countries was gradually and step by step passing over. 

Dr. Jeidels : In conformity with the rate of interest in Germany. That is 
essential. 

Dr. Hyder : Now, I come to your paper which you have submitted. I have 
got a few questions. I am referring to criticisms of efficiency and national 
policy. Can you suggest any answer by means of which we can reconcile 
these two ? You suggest one remedy which is co-operation between two 
countries. If you can give us some remedy, short of discriminating legisla¬ 
tion and other troubles, we shall be very much obliged ? 

Dr. Jeidels : What we suggest in our paper is to use the eompetitic n of 
foreign exchange banks to the fullest extent. 

Dr. Hyder : How about national policy ? 

Dr. Jeidels : I have always to return to my distinction of instrument and 
object. 



297 


Dr. Ryder : I oan quite understand the distinction. We feel that something 
should be done in this matter of national policy which is not very much at 
varianoe with efficiency. 

Dr. Jeidels : Development of the Indian banks is one thing. I can say we 
all regret it that the Imperial Bank is not entitled to do foreign exchange 
business in the same way as the exchange banks. But you know the reason. 

Dr. Ryder : It is only for a short time. 

Dr. Jeidels : We know the difficulties about the establishment of a Reserve 
Bank, but nevertheless feel that one ought to have the Reserve Bank as soon 
as possible. 

Dr. Hyder : Even then, it would not create a new heaven, because the exist¬ 
ing banks will be there. 

Dr. Jeidels: But you would have an important and strong institution in 
the foreign exchange business, and the foreign exchange banks will know that 
they have a strong Indian competitor. 

Dr. Ryder : If more such banks were put into this line, the better it would 
be for the country. I am only taking your remedy. I agree, but there must 
be also some competition from the Indian side. 

Dr. Jeidels : It is true. The observer is somewhat struck when he sees 
a very large Indian bank, as strong as any of other bank, not being able to 
do foreign exchange business. You know why it does not and know when it 
will do it. I think the Imperial Bank will be an extremely valuable competi¬ 
tor from the point of view of Indian trade, because the Imperial Bank goes 
much deeper into the distribution of imported goods and into the collection of 
export goods than the exchange banks. 

Dr. Hyder: Supposing by some kind of calculation we found out that for 
the first few years of the first decade the cost of establishing in the national 
interests branches not only of Imperial Bank but of other joint stock banks in 
different countries was Rs. 1 lakh, do you think it would be a bad use of State 
aid if the State advanced so much money for a limited time in order to set 
these young children on their legs in foreign countries. What 1 say applies 
to other banks than the Imperial Bank also. If the work was divided, say 
that the Peoples Bank should go to the East, Imperial Bank to the West, 
the Central Bank to the Near East and so on, to establish connections, do 
you think it would be a bad use of State aid ? 

Dr. Jeidels: Subsidy, if I were the bank, I would not like to accept, the 
more so as I have no doubt that the Imperial Bank will build up the organiza¬ 
tion very quickly. Mentioning the Imperial Bank, does not mean to exclude 
other large banks. If there are in a country two classes of banks, national 
banks and foreign banks, my business sense would always advice me to satisfy 
the national point of view by helping the domestic business, but not by harm- 
, ing the foreign banks. • 

Dr. Hyder : Here it is that the interest of the individual comes directly 
into conflict with the interests of the nation. I as an individual would prefer 
at all times my own interest, but the national interest is composed of the 
interest of all the individuals and therefore it is, that State aid comes. The 
flesh is after all weak. I would naturally say I get a better rate from the other 
bank and therefore I would dc business with it. 



Dr. JeidfU : lomy opjpipn when released of the restrictions, the Imperial 
Baqjt will be the best agency to educate Indian foreign exchange business, 
and particularly if it establishes a good international organization which will 
help Indian trade. 

Dr. Trip : It would be necessary for the Imperial Bank to establish 
branches. 

Dr. Jeidels: It is not necessary to establish branches. As a matter of 
fact from a practical point of view I would prefer close, intimate and valuable 
connections. It is merely a practical and business consideration . 

Mr. Devadhar: Supposing that national policy wants more banking 
facilities, would you still stress on the point of efficiency ? 

Dr. Jeidels: Yes, I would stress the point of efficiency and would give it 
the preference over the national point of view. 

Mr. Devadhar : Under (c) you have mentioned specialised financing of 
foreign trade. It may be to the neglect of Indian trade. 

Dr. Jeidels : Specialised financing may lead to the neglect of inland trade. 
Inland trade is ultimately the source of foreign trade ; it collects the goods for 
export and distributes the goods of import. 

Mr. Devadhar : Are you against all available resources being devoted to 
foreign trade at the cost of inland trade ? 

Dr. Jeidels : No, foreign trade ought to be linked up closely with inland 
trade. 

Mr. Devadhar : All the available resources should not be sacrificed to foreign, 
trade only ? 

Dr. Jeidels : No, certainly not. 

Mr. Devadhar : Would you in the interest of the country leave the collec¬ 
tion of export and distribution of import goods to co-operative organization. 

Dr. Jeidels : I do not see the meaning of the question. 

Mr. Devadhar: The difference is that there will be one more middleman, 
and if that one intermediary is removed, there will be a saving in the rate of 
interest ? 

Dr. Jeidels: Whether an element, which increases the cost of goods and 
therefore hampers competition in world markets, should be eliminated is a 
question of foreign trade generally, not of foreign trade finance. 

Mr. Devadhar : You think it would stop automatically ? 

Dr. Jeidels : It is not a matter of foreign trade finance. In marketing also, 
the question of efficiency ranks first of all. If goods are available at cheaper 
price, the chance of exporting them improves. 

Mr. Devadhar: Am I right in thinking that you advocate, irrespective of 
foreign or indigenous institutions, good and efficient working in the interests 
of the country, because they have paved the way for Indian business. 

Dr. Jeidels: They pave the way, as you expressed it perfectly; they 
are instruments to develop trade. 

Gh. Mukhtar Singh : Am I right in assuming that efficiency is always 
acquired by practice and experience ? 

Dr. Jeidels : Not only by practice and experience, but also by money. 

Gh. Mukhtar Singh : If the money is there, even then practice and 
experience would be necessary t 



Dr. Jeidels : Practice and experience can be bought. 

Ch. Mukhtar Singh : If a new institution starts its life, it may not 
have any practice, it may not have any experience ; still it can be efficient ? 

Dr. Jeidels : It can become efficient. 

Ch. Mukhtar Singh : Without paying the price for the experience and 
practice ? 

Dr. Jeidels: It will have to pay a price for it, but it does not need to be¬ 
an excessive price. 

Ch. Mukhtar Singh: If an Indian bank is started today, Indians 
would have no previous experience or practice in that line. Naturally their 
working would be less efficient than foreign banks. But if the Indian institu¬ 
tion goes on for some time, it will become equally efficient ? 

Dr. Jeidels : I think so. 

Ch. Mukhtar Singh : If it is correct, then till the Indian institution 
gets experience and practice it will have to lose money naturally, or the 
clients Will have to pay more ? 

Dr. Jeidels : The alternative exists in theory, but not in practice, because 
the customer, the trader will not pay, but go to another bank. The banker 
will have to pay. 

Ch. Mukhtar Singh : If it is agreed that the banker will have to pay, 
will it not be better for the country in order to get efficient foreign exchange 
bankers in this country to pay the price for it, that the State should pay for 
it 1 

Dr. Jeidels : You wish the State to pay for the initial expenses of the 
institution to put it on a level with the others ? Not only Government, which 
has to pay according to this plan, ought to be consulted, but also the 
interests of the other Indian banks. You do not have to consult the 
interests of the foreign banks, but certainly the interests of the Indian banks, 
before putting Government subsidy in competition aginst them. The Indian 
joint stock banks will consider Aich Government competition an outrage. 

Ch. Mukhtar Singh : You mean to say that if the Indian bankers and the 
tax-payer agree, then there is no harm in doing it ? I have not been able 
to understand what is meant by efficiently Does it mean 

doing a thing cheaply ? If there are a larger number of brokers in the 
exchange field, naturally things would be done cheaper. 

Dr. Jeidels : I cannot tell you, I have not studied the special question. 
Generally, brokers do a very useful job. 

Ch. Mukhtar Singh : The broker is a very necessary middle man 1 

Dr. Jeidels : I think so. 

Ch. Mukhtar Singh : If there are more middle men there will be more 
competition, and naturally the charges for brokerage will be much less. 

Dr. Jeidels : I agree with my neighbour, Mr. Cassels, who tells me that 
efficient service does not only mean cheap, but also good service. 

Ch. Mukhtar Singh : You have said so far it must be cheap. Let us take 
the cheap side first. Don’t you consider that if there is a larger number of 
brokers in the country naturally the advice will be cheaper ? 



Dr. Jeidels: Mr. Chairman, I have not given any thought to this point. 

Gh. Mulchtar Singh : I put it to you like this. Suppose all these exchange 
'hankers had decided through their association that no Indian broker should 
be allowed to work. Will that not mean paying a higher price for the working 
•of what you would call efficiency ? 

Dr. Jeidels : It may mean a monopoly to one class of brokers. On ge¬ 
neral grounds I would not advocate it. 

Ch. Mulchtar Singh : And if they have done it, then what steps should be 
taken that it should not be done 1 

Dr. Jeidels : I do not know the question sufficiently and can only give 
you my general impression, that I am not in favour of a privilege to the exclu¬ 
sion of others. 

Ch. Mulchtar Singh : You can tell if you read the Exchange Banks’ Asso¬ 
ciation’s oral evidence. 

Chairman : We have got Dr. Jeidels’ general views on the subject. 

Ch. Mulchtar Singh : If a country develops industrially, the result would 
be that the export of raw materials from that country to other countries will 

• become less and less? 

Dr. Jeidels : Quite possible . 

Ch. Mulchtar Singh : And the export of finished goods would be more 
and more ? 

Dr. Jeidels : If the industry develops on the basis of efficiency, yes. 

Gh. Mulchtar Singh : And if that finished article is to be sold in other 
*markets, it will be in the interests of the nationals of that country that the 
work should be done by its own nationals rather than by foreigners who are 
interested in that very article which is sold by their country ? 

Dr. Jeidels: It does not apply to the export of the finished goods which 
you mentioned. 

Ch. Mulchtar Singh : I will give you a concrete example though it may not 
be correct. Germany sells finished textile articles in this country. Suppose 
we take to the manufacture of those articles and we want to export them from 
this country to Germany and there is no other foreign exchange bank in this 

• country than a German firm. Would that firm help us ? 

Dr. Jeidels : I think I must correct your hypothetical case. It is the mer- 
■ chant, not a foreign exchange bank, with whom you should argue. That 
merchant has so far imported goods from Germany which you now manu¬ 
facture, so that you can dispense with imports and may even be in a position 
to export, and you need an Indian merchant to export those goods. 

Ch. Mulchtar Singh : I am speaking of the foreign exchange bank. 

Dr. Jeidels : The banks have nothing to do with it. 

Mr. Ramdas Pantulu : I understand Mr. Mukhtar Singh to mean that if 
India wanted to export manufatured textile goods from this country, would 
the British exchange banks who are interested in the textile industry give 
facilities for the export of those textile goods ? 

Dr. Jeidels : I must object to the discussion on these lines. These banks 
are not interested in English trade ; .they are interested in trade between India 
and other countries. Excuse my being obstinate and bringing the merchant 
in again. You must find a merchant to export those goods, Mr. Mukhtar 
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Singh. He is the principla instrument, and if you have found the merchant to 
export the goods you will have no difficulty to find the banker. 

Ch. Mukhtar Singh : That is not the point at all. My point is simply this. 
If there were only German banks or German banks which are interested in that 
very industry, would they in any way help or give facilities to the finished 
goods of this country ? 

Dr. Jeidels : Why take a hypothetical case which does not exist; not all 
foreign banks in India are English banks. 

Ch. Mukhtar Singh: I have put that question generally. 

Dr. Jeidels : But your general question can only mean, that when you 
have suitable export goods and a proper merchant to export them, you fear 
that the merchant will not find a bank to finance him. 

Chairman : As I have understood Mr. Mukhtar Singh’s point it is this 
Supposing in India there is only one class of foreign exchange banks, namely, 
German exchange banks, and Germany was interested in exporting to India 
her cotton goods. Will not that fact have an effect on the German exchange 
bank which, according to Mr. Mukhtar Singh, has the monopoly of the exchange 
business between India and Germany. Will that institution, which has got 
this monopoly, not be interested in preventing exports of cotton piece-goods 
from India to Germany, because that will interfere with Germany’s export 
to India ? 

Mr. Rarndas Pantulu : Mr. Chairman, with your permission I shall read 
a sentence from the book recommended by Dr. Jeidels. It runs : “ In both 
respects the German banks assisted the exporting merchants to be distinctly 
more accommodating than their chief competitors”. 

Dr. Jeidels : I do not know what the sentence means in this connection. 
I have recommended the book but I have not written it; so please don’t take 
me by the author’s words. Answering your question. Mr. Chairman, I oan- 
not imagine that a bank goes so much outside of its business as to influence 
the flow of export and import. A bank is not a Government institution, it 
is a business institution, and finances available business, whether it is an import 
or an export business, whether it is agreeable to the country of the bank’B 
origin or not. 

Ch. Mukhtar Singh : Do I understand then that a bank is such a soulless 
machine that partiotism does not play any part in it ? 

Dr. Jeidels : It is. 

Ch. Mukhtar Singh : I am putting another question under the same question 
to explain my position. In India there are European companies which are 
manufacturing tea; there are Indian factories which are manufacturing tea. 
The foreign exchange bank’s association has made it a rule that there should 
be onlv four European brokers who will deal in tea, and the result, as the 
Indian Tea Planters’ Association has pointed out to us, is this that they are 
forced to sell not at a competitive rate but at the rate at which these brokers 

wi 11 bu y- 

Dr. Jeidels : There I am again confronted with a special case which I 
cannot know. I think, our memorandum says quite clearly that no discrimina¬ 
tion against Indian trade ought to be made. 

Ch. Mukhtar Singh : If they do it, what is the remedj ? That is the point. 

Dr. Jeidels : The remedy lies with the merchant; he will find remedies- 
You have in this country 16 exchange banks, and they are not all English 
banks; all are very eager for business. 
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Ch. Mukhtar Singh : There is no time for me, hut I have got the evident 
from which I just gave you a brief account, that this is the impression of the 
Indian Tea Planters’ Associaion and this they have given us in their oral 
evidence. 

Dr. Jeidela : I cannot understand why the Indian Tea Planters’ Asso¬ 
ciation does not try another policy. 

Ch. Mukhtar Singh : Because all the foreign banks have agreed through 
their Association that they will not allow anybody else to do this. 

Chairman: Mr. Buckley will be able to say something on this point. 

Mr. Buckley : You are talking about the four tea brokers in Calcutta; 
they have nothing whatever to do with the foreign exchange banks. 

Ch. Mukhtar Singh : I will read the evidence. 

Chairman : That does not bring in the banks there. I remember that 
evidence very well. It is the question of financing these tea companies which 
-arises in that connection, but there is no question of the foreign trade itself. 

(,'h. Mukhtar Singh : If you will kindly read this evidence along with the 
evidence of the exchange banks’ association where they have admitted that 
the number of brokers in Calcutta is 32. 

Chairman : The brokers of the exchange banks are quite different from 
these tea brokers. A little while ago you were referring to the brokers of the 
exchange banks and, therefore, at that stage I had nothing to say, and 
Dr. Jejdels answered that part of your question. When you bring in these 
tea brokers, they are quite a different organization altogether. 

Ch. Mukhtar Singh : They have nothing to do with the exchange banas ? 

Mt. Buckley : Nothing whatever. 

Qh. Mukldar Singh: The other point that has been pointed out to us it 
that Indian impqnpf loses btjtfi ways oq account of the want of facilities for 
D. bills. Would you call that efficiency ? 

Dr. Jeidela : This criticism was also mentioned t to me by a prominent 
merchant in India and I tried to find out what his arrangements with the mer 
chant on the other side are. Trade has to organize itself so that it does not 
entirely depend on the importer or exporter abroad. For instance, tea or 
jute has to be sold. If the Indian firm has its organization only on this side 
of the water, it is at a disadvantage compared with an importer, say in England 
or in Germany, who has his organization here too. My logical and quite 
obvious advice was to organize his trade so that he is represented in the 
customer’s country as well. It is a matter for the merchant, and indeed a 
great field for Indian firms to develop and extend their business by organizing 
both sides of the business. 

Mr. Ramdas Pantulu : The complaint made by businessmen to this Com¬ 
mittee is that when an exporter sells goods to a man in England, the bill is 
made at three months’ sight, D. A. and when goods are imported to this country 
they are at 60 days’ sight, D. P. After all the interest has to be adjusted, but 
the interest has to be taken into consideration in both cases at this end and we 
have to adjust it here. It is a great disadvantage from the Indian business 
point of view to take interest into consideration and make an adjustment in 
both cases in India and not elsewhere. 

Dr. Jeidela : I consider it a matter of organization of the trade, not of 
banking terms. 



Mr. Ramdcts Pomtulu: Of course we have had a very long discussion on 
the question of the national interests versus efficiency on which my friends 
Mr. Manu Subedar and Dr. Hyder have put very many questions to you and 
you have very relevantly drawn the disintinction between the instrument 
and the development itself. 

Chairman : May I make one suggestion ? Perhaps we might have a general 
discussion ; let Mr. Subedar when he gets his second instalment, develop the 
point and Dr. Hyder and you, Mr. Pantulu can also come in at this stagg. 
Would that suit you, Mr. Subedar ? 

Mr. Manu Subedar : Yes. 

Mr. Ramdas Panlulu : When you speak of the instrument what was pass¬ 
ing in my mind was this, that in this country according to a statement which 
I have read, the money necessary for carrying on the foreign trade is supplied 
by the Indians. Therefore, I think all the parts of the instrument are really 
Indian except the handle which operates it. Why I say this is this. In the 
summary supplied to you you will find an extract frbrn a speech of the Chair¬ 
man of the Lloyd's Bank who has, I think, said that the deposits received in 
India by the exchange banks are more than ample to finance the foreign trade 
of India. That is quoted there—a very specific statement—and the Indian 
Chamber of Commerce in their memorandum have substantially corroborated 
that statement with reference to the enquiries made by them. I'Jo doubt 
Mn Bnokl*y yesterday gave some figures to show that the exchange banks 
import some capital from their own countries and Mr. Subedar has said that 
than fignresf do not lend’themselves to accurate inferences. Therefore, for 
the present*, wwvriH take it that tbfe speech of the Chairman of Llbyd’s Bank 
nnd the calculation made by the Indian Chambers do stand because the con¬ 
solidated figures do not lend thfemsofveS'tb a'ny 'acCUVate inferences. If that 
were so, then your speaking of instrument would strike us aft nbt quite tb ( tne’ 
point; Therefore, it is, that we aek you these questions about the voice which 
India ehould have in determining-the operaton of these banks. 

Dr. Jeidels: You say that the country at large should have a voice abdut 
the policy of those banks. But has any country in the world a Voice in regard 
to the technical handling of its banka? What do you mean by voice ? 

Mr. Ramdas Panlulu : To subject them to certain restrictions which would 
promote national interests. 

Dr. Jeidsls : If you want to subject the instrument to restrictions you make 
that instrument less good, this is our theory. You make the instrument less 
good the more you interfere ; if any measure which you take interferes with 
the efficiency, with the free working and free handling of the instrument, then 
I think you do harm to the country at large. All our arguments,our entire 
statement can only be understood if the theory of the instrument is accepted. 

Mr. Ramdas Pantulu : I am accepting it for the present moment. Why I 
am asking this question is this. Various suggestions have been made to this 
Committee as to how we should control the operations of the foreign exchange 
banks. In the discussion we had between ourselves we arrived at the conclu¬ 
sion that we should put some restraint which did not interefere with efficiency. 
If some recommendation were put forward that had a tendency to interfere 
with efficiency I would say : “ I cannot recommend it; I cannot be a subscriber 
to that recommendation”. But if some other restraint could be adopted 
which did not reduce efficiency but tended to promote the national interest^ 
would you have any objection to such a restraint being placed ? 
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Dr. Jeidels : If the efficiency remains in tact nothing is to be said against 
anything. 

Mr. Ramdas Pantulu : We will adjust our recommendations in the light 
of the general proposition that so long as we do not reduce efficiency there is 
no objection. I have only to ask you one question on a point which is more 
or less connected with D. A. and D. P. bills. Many witnesses have said that 
if the rupee bills are introduced it would greatly promote the interests of 
Indian trade and develop a market in that connection. You gave certain 
answers to Dr. Hyder. I will only read to you again one sentence from the book 
you recommended with regard to what Germany did. It reads :— 

“ We have left to the last, consideration of the change attempted, and in 
part effected, in the way of substituting the mark for the pound 
sterling as the basis of trade between Germany and overseas 
countries. Actually this was one of the first objects which the 
German banks set before themselves in this field. From the stand¬ 
point of the German banks, the predominance of sterling was 
resented because it helped to maintain the leading position of the 
English banks and enabled these to earn coveted profits.” 

Then you see this change was discussed in relation to the benefits which 
would go to the merchants and the banks, and the book goes on to say :— 

“ It can hardly be doubted that this credit policy contributed to the 
growth of the German export trade, and, judged on the whole, as 
a policy applied to the trade of a country which came late into 
the world’s markets, it seems to have justified itself by its results.” 

Chairman : I take it you will deal with the rupee bill market in your sepa¬ 
rate paper on the subject. 

Dr. Trip : It can doubtless be dealt with in connection with money market 
but it is not an essential part of the money market problem of this country. 

Chairman : The paper has to deal not only with money market, but with 
money and bill markets. 

Dr. Trip : But specially with regard to the internal trade and internal 
bill market. It is, of course, a fact that in India there is no highly developed 
internal bill market. The foreign bill market is quite efficient in this country, 
in my opinion. It is only a question of interest. You discuss money 
market and inland bill market. I have no objection. 

Dr. Jeidels : 1 think the situation is quite simple ; it is only a question of 
the cheaper interest rate. 

Chairman : This is not the proper place, in my opinion, for discussing 
this. 

Mr. Ramdas Panlulu : With regard to the employment of Indians in the 
exchange banks you recommend the employment of as large a proportion of 
Indians as is compatible with business principles and so on. This is a matter 
on which this Committee will perhaps have to say something. One of the 
difficulties which Indians experience is the want of touch between the Euro¬ 
pean banks and the Indian customers. Don’t you think that if in the higher 
grades of the exchange banks some responsible Indians are appointed, I am 
not speaking of any particular appointment such as Agent, it will help to bring 
these banks and the Indian commercial community into touch ; and that an 
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attempt should be made by these banks to employ Indians under a scheme 
like that of the Imperial Bank of taking apprentices and training them and if 
necessary sending them abroad also for international training. We are told 
that there are many difficulties in the way of Indians getting training. 
Having regard to this important aspect of touch, apart from cheapness 
and ■ other considerations such as sentiment, will it not be in the interests 
of the banks themselves and of the country in general, if Indians are taken 
into positions of responsibility in the banks. 

Dr. Jeidels : I have full sympathy with this view. 

Seth Haji Abdulla Haroon : You say that there is in India keen compe¬ 
tition between the exchange banks. There is no competition in India. At 
any rate, in Karachi where I am doing business, there is no competition. A 
friend of mine wanted to retire a bill from a bank by means of a demand draft 
from another bank which he got cheaper. A bank’s quotation might be 

~ and a demand draft from another bank might be had at 15 or so. They 
18 6 16 J 
did not take the demand draft in payment. 

Dr. Jeidels : It is interesting to hear that at Karachi there is not much 
competition, the more banks, the greater the competition and the better the 
terms for the customer. 

Seth Haji Abdulla Haroon : I do not know about Calcutta and Bombay 
but I am told that there also they are refusing to take draft bills on other 
countries in payment of their demand drafts. 

Dr. Jeidels: I have discussed the matter with a countryman of mine. 
He has no bank of his nationality here, does business in one of the most impor¬ 
tant trades of this country, in which he competes with firms of three different 
nationalities, whose banks are represented here. He told me that the com¬ 
petition between the banks gives him every fac ility required. 

Chairman : Touching that conversation and the information supplied to 
you by the Haji Sahib based on his own experience, would not that make you 
feel apprehensive that the treatment meted out to Indian customers is not 
that meted out to non-Indian customers. 

Dr. Jeidels : I won’t infer this from the Karachi case mentioned ; the case 
only shows that in certain places the Indian customer dees not feel quite 
satisfied with foreign exchange banks. 

Chairman : Not only in Karachi. Haji Sahib went on to say that he has 
heard that the same is the case in Calcutta and Bombay. It is quite possible 
that it was brought out in the evidence before the Committee that the same 
position may arise in places like Calcutta and Bombay. 

Seth Haji Abdulla Haroon : I have just learnt from Mr. Buckley that they 
are accepting D. D., on]}' if a commission of £ per cent, is paid 

Chairman : You are referring to a particular aspect oi ■ •.*. hich was dis¬ 
cussed as a matter of fact with the exchange banks— vide paragraph 23 of 
the Secretary’s memorandum. You are referring to drafts only. 

Dr. Jeidels : Karachi is not as well provided with banking facilities as 
Bombay or Calcutta, and it is the nature of banks as of other business to 
hold out for better terms where competition is not so strong ; I do not think 
there is more behind the case mentioned by the Haji Sahib. I attach the 
greatest value to the broadest possible competition in the field of banking 
and feel satisfied that in this country there is as much bank competition 
as one can desire. 
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Seth Haji Abdulla Haroon : I can give another example of absence of com¬ 
petition. In connection with the rate of exchange, exchange banks meet 
daily and fix rates for retiring drafts and for foreign quotations. If they fix 
a B/C rate no bank can quote half an anna less. 

Dr. Jeidels: Do you think if there were only Indian banks the position 
would be different ? 

Seth Haji Abdulla Haroon : I only want to put before you what I know is 
the case in practice. My point is that at present there is no free competition. 

Chairman : Mr. Buckley will kindly confirm whether these rates are every¬ 
where fixed by the Exchange Bankers’ Association,. 

Mr. Buckley : We have nothing to hide. With regard to Haji Sahib’s 
statement, 4 there is no competition , the banks meet together in an association 
and fix rates that boldly made may give a wrong impression. I must explain 
that in every part of India where the exchange banks have an association, they 
agree from day to day on what is called the B/C rate, that is to say, the rate 
at which bills for collection falling due on that particular day in that place 
should be retired. The rate is usually fixed at I/32nd under the open market 
selling rate. The reason for this is that in case there is weakness in exchange 
it is a protection to banks to the extent of l/32nd. Secondly, it prevents, small 
traders coming to one bank and saying, 4 You quote so and so, and yonr 
competitor quotes another rate and so on. The number of bills which each 
bank retires each day at the B/C rate is extremely small. A merchant who 
decides to pay his bill on the following day can make a contract with a broker 
in the open market the previous day at the full market rate on which the 
bank has to pay brokerage. Very small business goes through in this way. 
That is the only agreement in regard to rates which the exchange banks have. 
All other rates are competitive. 

With regard to the case of Haji Sahib’s friend who could not pay his biU 
by means of another bank’s draft, exchange banks follow a rule that bills must 
be paid by their own drafts. If they are paid by drafts of another bank which 
they will accept, there is a commission to be paid of t per cent. The 
merchant can go to another bank and buy exchange at a better rate. He is 
welcome to do so. But the bank which handles the business is entitled to 
l per cent, commission. There is nothing against a bank accepting another 
bank’s draft, but there is a penalty in the form of this commission. 

On T. T. drafts there is no commission at all. Haji Sahib tells me that 
in Karachi T. T.’s also are charged at J per cent. I accept his statement, and 
if it is so, all I can say is this. The Chairman knows that all exchange banks 
are at the present time bringing their rules into unison at various ports because 
when the exchange banks’ representatives were before the Committee it was 
pointed out to them that there was one rule in Bombay, another in Calcutta, 
and there was really no reason why there should be a difference for the same 
kind of business. 

Chairman : Are the rules same for Indians as well as non-Indians ? 

Mr. Buckley : There is absolutely no difference. 

Chairman : English businessmen will be under the same disability to which 
the Haji Sahib referred. 

Mr. Buckley. Yps In Calcutta I remember a European firm making a lot 
of trouble about a draft which I retired at the B/C rate of the day. They said 
they wanted the market rate. There is no difference made with anybody, 
everybody knows the rule which is never broken. 
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Seth Haji Abdulla Haroon: My friend says that apparently the 
number of Indian employees with the foreign banks is increasing. But I find 
that up till now Indians have not been appointed to responsible posts, and I 
think the experts will admit it. In my opinion it is unnatural to expect the 
foreign banks to employ Indians unless Government make some laws that 
Indians should be taken by these banks. Are you in favour of it or not ? 

Dr.Jeidels : I have expressed full sympathy for a broader employment of 
Indians. 

Chairman : Perhaps this matter might be more profitably discussed in 
connection w r ith licensing. 

Seth Haji Abdulla Haroon : I want to draw attention to the fact that in 
this country, especially in Karachi, exchange banks do not allow Indian brokers 
to fix rates. That point was mentioned by Chaudhri Mukhtar Singh. 

Dr. Jeidels : I am against every monopoly. 

Seth Haji Abdulla Haroon : You are in favour of legislation wherever there 
is monopoly. 

Dr. Jeidels : Legislation against a single monopoly is quite unusual and 
very difficult. I suppose there are other ways than legislation by which such 
monopolies can be removed. 

Chairman : It is to my mindlicensing, and it can be discussed with licensing. 

Lala Harkishen Lai: You say—“ The experts cannot recommend those 
measures wh ich have been suggested to the Banking Enquiry Committee 
about regulation of banking with special regard to the exchange banks ”. 
I shall not discuss all those suggestions individually, but I would remark 
that the witnesses who made those suggestions had something in view 
and they thought their object could be achieved by or e or more of the methods 
enumerated here from 1 to 7. You rule out those. Now, this Committee 
in writing its report cannot say that the objective was foolish or just madness. 
That would not be acceptable to anybody. Briefly the objective is that India 
wants now to have a look in as regards her foreign trade in all its aspects, 
banking, buying and selling, shipping, insurance and so on. Further, the 
argument has been put forward in another connection that because India 
neglected her opportunities for all these years, vested interests have now been 
set up and those vested interests are not to be divested. Well those are the 
two objectives which Indians have in mind, and, in accordance with their 
experience, they have put forward suggestions to attain those objects. You 
have ruled out all those suggestions. Would you kindly suggest other 
measures ? 

Dr. Jeidels : I think you have stated the position perfectly. I only 
want to correct your statement that the objective may be considered foolish. 
That certainly it is not. The objective is very worth considering, and we 
know how much it is at the heart of the people of this country. But we are, 
on thorough consideration, convinced that it is not as important an objective 
as is the economic development of the country ; we believe this can be better 
attained if you leave those suggestions alone. As regards getting a look in 
the foreign trade, the exclusion has created the feeling of a hidden mystery ; 
but it is here, as in other cases, the mystery disappears at close inspection. 
We appreciate the uncomfortable feeling that a certain business, the financing 
of foreign trade, is done almost exclusively by foreign banks. The best way 
to remove your apprehension and the mystery, seemstome to have Indian 
banks do this mysterious business also. It is one more reason for m to seriously 
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advocate that the Imperial Bank should be released from the present restric¬ 
tions bv establishing a Reserve Bank and making the Imperial Bank a joint 
stock bank. This seems to me the most effective step in the direction of 
your first objective. 

As regards the vested interests, I do not see -where the difference lies as to 
the vested interests between 10 years ago or now or 10 years hence. By 
keeping that instrument—a very excellent instrument in my opinion—and by 
using it, I do not sec how you create vested interests. There I do not follow 
you. 

Lala Krishen Lai: That is not my own statement. I have given you, so 
to speak, an inference drawn from the collective wisdom or impression of the 
people. 

Dr. Jeidels : To attain a valuable object one has sometimes to sacrifice 
sentimont, and we think that we ought to state quite frankly our opinion that in 
this matter sentiment ought to make a sacrifice, which a perfect instrument for 
foreign trade finance deserves. I cannot repeat too often—and my conviction 
is not influenced by an}' connection or interest—that India enjoys the possession 
of a perfect instrument for the development of her economic resources. 

Lala Harkishen Lai: You have suggested two things. One is that th e 
Imperial Bank might make up the deficiency and meet the desires of the -people. 
That is a positive suggestion. But, of course, that does not depend upon the 
recommendation of this Committee ; it will depend upon the powers which 
control the Imperial Bank, and if they do not fancy the idea it would be 
difficult to arrange. But I would suggest that the Imperial Bank cannot be 
made the scapegoat for all our requirements. If we want industrial finance, 
we are referred to the Imperial Bank ; if we want exchange banking, wo are 
referred to the Imperial Bank ; and if we are faced with banking difficulties, 
not facilities, we are referred to the Imperial Bank. Now, my reading of the 
position is this. The Imperial Bank has no doubt the balances of Government, 
the banks, the Indian States, big merchants, landlords and so on. But in 
spite of all those balances the Imperial Bank is for months and months in debt 
to tho Currency Office, every year for several years past. And sometimes 
when it is so in debt we read also that the Government balances are not intact. 
Now as a banker who has put large reserves of my bank in Government paper, I 
sometimes wonder if in a crisis if a demand came, the Imperial Bank would be 
able to meet the demand against Government paper of all banks. I am putting 
it from the banker’s point of view. In such an emergency, with the exception 
of the currency, Government has no resources, except in so far as it may borrow 
in foreign countries. They may themselves have very large balances in cash, 
but the Imperial Bank does not koep them intact. That being the position 
would you advise the Imperial Bank to turn into other fit Ids ? 

Dr. Jeidels : I think Lala Harkishen Lai has not put our various recommenda¬ 
tions as to the Imperial Bank quite correctly. The Imperial Bank at present 
is the Government bank, it is the bankers’ bank, a commercial bank and a real 
up-country bank, with 200 branches. Lala HarkisbeT. I.al i riticiscs that we 
suggest the addition of more and extensive functions, hr asking the bank to be 
further more an industrial bank on the European or Ame:ican model and 
a foreign exchange bank. I admit that there lies a certain overburdening of 
the Imperial Bank in such propositions, but it is a strong institution and has 
to undergo changes when the Reserve Bank is established, and I therefore 
think our programme is not excessive. 

Chairman : If I may intervene, it is not the business of the Bank to which 
the Lalaji refers but the resources of the Bank. 
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Dr. Jeidela: With new activities, the resources might become too small 
in the future even if they suffice to-day. In any case from the point of view 
of the Bank’s resources I have no apprehensions. On the other hand, what? 
can you do to strengthen Indian banking ? Is it really advisable to build 
up new organisations for all those new purposes ? Can you do it ? There is a 
limit to the resources of the Imperial Bank but there is also a limit to the 
resources of India, but Lala Harkishen Lai’s arguments show me again 
the necessity for the country to make full use of the existing banking 
facilities. It is a further argument not to dispense with banking facilities 
even if sentiment, natural sentiment, is against it. So, starting from 
different points, we arrive at the same result. 

In the memorandum we draw your attention to the possibility of building 
up a system of foreign connections ; it serves to draw the veil from the mystery. 
There are other joint stock banks in the country, apart from the Imperial 
Bank, who could and, I may say, ought to develop it. It is not very expensive 
and furnishes valuable service to Indian foreign trade. 

Lala Harkishen Lai: In connection with industrial banking you have 
stated that if the resources of the country are not adequate, foreign capital may 
be brought in to finance the foreign trade of India, and you think there should be 
no prejudice against that. 

Dr. Jeidels: Yes; 

Lala Harkishen Lai: I put it to you the other day that Government 
financing in this country is very defective in many ways ; I will not go into 
that. But you know that Government obtains its funds through well known 
channels, viz., treasury bills, postal certificates and so on. That is all part of 
the capital or savings of the country which arc now ear-marked for Government 
use. Aside from the fact that the Government is a spendthrift or not, don’t 
you think the Government should release some of these resources and go for 
the balance of its needs to foreign markets, rather than compel the commercial 
man to go to the foreign markets for his needs. Would not this be better ? 
Perhaps Government could get money cheaper abroad. If they were not so 
charitable in regard to the terms which they offer, they could get it cheaper 
than joint stock banks or industrialists could get it. 

Dr. Jeidels : Requirements of Government create a comparative scarcity 
in satisfying other economic purposes ; India is not the only country where 
one has this complaint. Savings deposits are used exclusively for Government 
purposes and not for special economic development. But that is again a 
state of affairs which you have to accept as existing and which probably the 
Banking Committee cannot change. The fact remains that it is not possible 
to find the money for all kinds oi new institutions. It is one more reason for 
me to favour the use of instruments available if they exist and if they are 
good, and even if they are foreign. 

Lala Harkishen Lai : You have made one remark, that when the Reserve 
Bank comes along that will provide for all the ills of the country. Well, the 
Reserve Bank will have only three sources of capital, the peoples’ reserves, 
other banks 1 reserves and currency. Do you suggest that the Reserve Bank 
will be able to remove our economic ills through capital reserves or also bung 
in currency ? 

Dr. Jeidels : The Reserve Bank, just as the Imperial Bank, cannot perform 
miracles. But the Reserve Bank will indeed, I think, fill out a few holes in the 
general structure. It will improve facilities in various ways, but it will not 
ncrease the resources. 
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Lala Harkishen Lai: I have argued before you the position of the Govern, 
ment and the Imperial Bank from the point of view of reserves. Now I am 
referring to the Reserve Bank. The capital of the Reserve Bank would be 
drawn from the capital of the country, whether through Government, the 
Statos or other banks, and the reserves also would come out of the reserves of 
the other banks. Thoso two factors, therefore, have to be written out so far 
as reserves are concerned. The only roserve remaining is the currency. I 
want your opinion whether, for the objective wc have in view, the currency 
should be drawn upon or not ? 

Dr. Jeidcls : No. 

Lala Harkishen Lai: That is your view. Now there is some talk in England 
and elsewhere that currency slio lid not depend on gold hut on bills. What is 
your opinion ? 

Dr. Jeidels : Gold is the medium and to replace gold by bills requires a 
groat deal of daring, which I would not have. 

Lala Harkishen Lai: Then it means that the Reserve Bank, whatever 
its merits or demerits, will not in itself add to the resources or banking facilities 
of the country ? 

Dr. Jeidcls : That is not correct in regard to banking facilities, but it will 
not add to the resources. 

Chairman : Except by increasing the velocity of circulation. 

Lala Harkishen Lai: Velocity always increases if gravitation alone works. 
But that means a downwards movement. For velocity to increase in an up¬ 
ward direction you want some external motive power to make it move upward. 
How would the economic velocity increase through a resourccless Reserve 
Bank ? 

Dr. Jeidels : Reserves in my opinion can only be increased by the develop¬ 
ment of trade, bv prosperous development. That is not an affair of ono year 
or one month. It must bo increased gradually over a period of time. 

Lala Harkishen Lai: Some day will come when your own resources would 
be plentiful. 

Dr. Jeidels : In tlic meantime, use the foreign instrument. India is using 
a great deal of foreign capital and there is no reason why it should not 
continuo on the same lines. 

Lala Harkishen Lai: I am asking the means to be adopted by which more 
foreign capital can bo drawn in. There are two suggestions already made. 
Ono is that Government should do it. The other suggestion is that if the 
deposits are withdrawn from the exchange banks, then they will get the 
foreign capital to work the trade. Have you any third suggestion to make ? 

Dr. Jeidels : I have no third suggestion. 

Dr. Trip : There is a possibility, I think, in normal times, for strong and 
good concerns in this country to get capital from abroad. I do not adviso 
it. I only mention this as a possibility. In normal times, if there is inter¬ 
national confidence, if the Imperial Bank wanted to issue shares in a foreign 
market, it can do it. 

Lala Harkishen Lai: That is another service of the Imperial Bank ? 

Dr. Trip : I do not say that. It is a possibility. 

Lala Harkishen Lai: Some people in this country are saying that the 
foreign trade of India is also the foreign trade of the other country. For 
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example, the exports of Germany are our imports, and our exports are their 
Imports. London is the clearing house for international accounts. But 
London also affects only to the point of the difference. Don’t you think that 
one way of getting over our troubles would be that we should settle our accounts 
more speedily, and with greater velocity, rather than pass it through London, 
between individual countries, and that can be done by a system of joint banks ? 

Dr. Jeidels : If there were only two countries in the world, India and one 
other country, then one would not need the intricate instrument of foreign 
exchange. But the international instrument of foreign exchange has come 
into existence in the world owing to the diversified nature of the business, of 
countries and of commodities. There is, however, no monopoly for the pound. 
The foreign trade uses the cheapest way of forming the bridge between two 
countries. This idea, which is certainly interesting, seems to me to be a more 
primitive form in the place of a higher developed form. The higher developed 
form uses the cheapest money of the world. It uses the one or the other of the 
international markets for payment. This is a much more complete system 
than this sort of accounting, which you seem to have in mind. 

Laid Harkishen Lai: I said that the exchange, the cheapest money, comes 
in only for the difference between exports and imports. 

Dr. Jeidels : I think your system is more primitive. 

Lola Harkishen Lai: In the doctor’s view the more primitive life you lead, 
the better it is for the health, and the more complicated life you lead, the 
more ill health. I am one of those people who cannot lead a primitive life. 
I am also like you, gentlemen, leading a very complicated life and a very ad¬ 
vanced style of life. 

Dr. Jeidels : Perhaps we are spoilt childern. 

Lola Harkishen Lai: But at the same time one has to consider whether 
Indians, who as a body are not so advanced as the Europeans, should he told 
to follow the up-to-date European fashions in economics and in other direc¬ 
tions, or whether they should not avail themselves of their crude primitive 
and elementary habits and ways of thought. 

Dr. Jeidels : It is a long and interesting statement, which cannot he easily 
answered in a few words. If a country wants to lead a simple life, it saves a 
great deal of money like all simple life, but it has to pay for it. It has to 
pay the cost of import and export. I think the present form of giving inter¬ 
national trade transactions the expression of foreign exchange bills on the 
cheapest markets is a highly developed system. 

Lala Harkishen Lai : I quite realise that. What is the difference in value 
between this complex system that we live under and this primitive system 
(that I have mentioned ? 

Dr. Jeidels : I think your system has no chance. If a country wishes to 
develop its resources, it has to import, and to export, and requires a highly 
-developed system of foreign exchange banking. 

Lala Harkishen Lai: What is the difference in the plan that I have men¬ 
tioned and in the plan which is now followed ? Is it £ per cent, on each trans¬ 
action or | per cent, or 1 per cent.? 

Dr. Jeidels : It is difficult to answer. 

Mr. Currie : May I ask one question of Lalaji ? Where is the settlement ? 

Lala Harkishen Lai : In London, as soon as the occasion arises. 

Mr. Currie : When will you know the occasion has arisen ? 
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Lala Harkishen Lai: It will adjust itself in this way. We have money in 
Germany. Instead of automatically going to Loftdon, we might send it to 
China. Wo might want to buy something in China and we might toll Germany, 
supposing wo arc tho creditors, “ Can you give us this much money in China 
They say “ Yes, we are sending goods to-day ”. 

Dr. Jeidels : They will give you a cheque in pounds or in dollars to pay in 
China. 

Lala Harkishen Lai : It does not matter whether it is in pounds or in 
dollars so long as 1 am buying goods there and my money gets there. It does 
not matter how it gets there. It will get into the currency which the Chinese 
will appreciate. 

Dr. Jeidels : It is travelling in an ox cart instead of in a railway ; it is a 
slow travelling. 

Lala Harkishen Lai : In my lifetime I have travelled not only by an ox 
cart but by donkeys also. There is no animal, which is a transport animal, 
by which I have not travelled. I know it has disadvantages. But there 
are places whero the railway cannot get by any imagination. Therefore you 
havo to do it by an ox cart. 

Mr. Currie : According to your system, several transactions will take 
place between Germany and India and you will accumulate your balances 
before you discharge them. The advantage of the present system is that as 
each transaction takes place, it will be discounted and the money will come 
straight back to you. The whole object of having the exchange market is to 
facilitate and quicken up that service. 

Lala Harkishen Lai : If the economic condition in view was only to have 
a little commission to pay, the London Clearing house is there. But if the 
object was really to have friendly relations and bring friendly resources to our 
assistance, my system is the cheapest possible. W T e cannot be sure of bringing 
all our foreign capital from one country. Therefore, what I am suggesting is 
this. Wo might, for example, be able to get sugar on credit from Java, which 
we are not at present able to do in all cases, because we are not dealing with 
Java through an Indian bank. The Dutch are very rich people. 

Dr. Trip : No, no. 

Lala Harkishen Lai : Don’t be modest. In the same way, France and 
America are rich countries. We might be able to get all the wines from I ranee 
on credit. We might be able to get all agricultural machinery on credit from 
America. 

Dr. Jeidels : You think of tho banking relations. Every merchant who- 
does import or export business ought to try to go as near his field of action as 
possible. 

Lala Harkishen Ixil: Does it not follow that when the trade between 
America and India developes, a banking account on both sides will be more 
useful than a banking account through London. Our trade will develop if 
we have banking relations as well as trade relations. 

Mr. Currie : Are you talking about getting banking connection in the 
country or planting of banks ? 

Lada Harkishen Lai: That is a matter of detail. What 1 want is this, 
that we ought to have banking accounts in some countries and joint banks 
in other countries. It would depend on the time, the distance, the amount of 
business and so on. I am practically putting this through you to the Com¬ 
mittee for consideration later. If you give a solution, very good. If you 
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do not give a solution, we as members of the Committee will have to consider 
t. My view is that India should have joint banks with several countries,. 
like the banks that are now being started between South America and various 
European countries, the banks that exist between Egypt and Italy and 
Germany and so on, banks that are springing up between the western section 
of Europe and the eastern section of Europe. I wanted to ask your opinion 
on this. Joint banks and banking accounts in various countries would, in 
course of time, solvo to a very large extent our exchange difficulties. 

Mr. Currie : It is not necessary to do that in order to start doing foreign 
exchango business. All that is necessary is to appoint a bank in the foreign 
country as your agent and to do your business through an account with 
them. 

Lala Harkishen Lai: Suppose we all start the exchange business in that 
fashion ? 

Mr. Currie : It is very much cheaper than any other. 

Lala Harkishen Lai : That is a very good suggestion. 

Mr. CUrrie : That will have to be done by some bank in India. 

Lala Harkishen Lai: Therefore, the advice to India from this Commit¬ 
tee, if not from the experts, would be that she ought to develop her relations 
with all the countries independently, instead of passing through one exchange. 
The second step would be to open mutual accounts, and the third step would 
be joint banks. This would sum up the analysis to which this discussion has 
led. 

Mr. Lamond : There is one point I would like to bring up. It bears very 
much on Lalaji’s point, and that is, national banks opening branches in this 
country, and carrying on trade of their own nationals. Japan was specially 
mentioned. In 1927-28, the export from Bombay to Japan was 22 crores of 
cotton. That is the lower count cotton. In 1925-26 it was 45 crores. In 1927- 
28 the bulk of that finance was done by the Japanese themselves through 
Japanese banks. They open upcountry branches, they buy the cotton there, 
carry it to Bombay, ship it to Japan, manufacture it into cloth end send it 
back here for sale. From the time the cotton is got in the upcountry market 
until it is released again for sale it never leaves the Japanese banks. One 
witness who came before us said, “ Why should Japan come here and buy 
our cotton in our own market and then bring cloth and sell it ? Why can’t 
we be in a position to go to Japan and sell out cotton there ?” It takes 
half a minute to put the question, but it will take half un hour to reply. Could 
you give us your advice ? 

Dr. Jeidels : It is a perfect co-operation of trade and banking and shows 
the marvellous efficiency on the part of the Japanese in both lines. 

Mr. Lamond : I would say it is commercial efficiency. It is supported by 
the banks. 

Dr. Jeidels : It is commercial efficiency assisted by the Japanese banks. 

Mr. Lamond : Would you Biiggest any way out of that difficulty ? 

Dr. Jeidels : Do the same ; do efficient business like Japan. Send your 
men out and establish a cotton agency there. 

Mr. Lamond : We have had Indian firms trading there, but not to a large 
extent. 

Mr. Manu Subedar : That was 30 years ago. They have all come back. 
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Dr. JeideU : If one meets with, a sort of competition which is so smart and 
so efficient that one would bo tempted to call it not quite fair competition, 
'the best way to counteract the competitoris to imitate his methods. 

Mr. Manu Subedar : As you say it is not a banking proposition ? 

Dr. Jeidels: No. 

Mr. Rushforth : You had a very interesting discussion with Lala Harkishen 
“Lai on the question of the resources of banks who felt that more resources are 
necessary in order that banks should be enabled to do foreign exchange busi¬ 
ness or to facilitate Indian banks doing foreign exchange. I do not think the 
question of resources has very much bearing on the question at the moment. 
I would like you to consider the following figures : 

The Eastern Bank . . . Capital and resources 14 millions, say 

2 crores. 

The Imperial Bank of Persia . Ditto . 1J millions. 

The Mercantile Bank . . Ditto . 2-1 millions. 

These are all banks which operate largely in exchange, and take a good 
proportion of the exchange business. Now look at the Central Bank of 
India which is one important bank which wc have to consider from the practical 
point of view. It is a bank that is most likely to be able to undertake Indian 
foreign exchange business. Its capital and resources amount to 2 crores 68 
dakas of rupees. As regards deposits, there is very little comparison : 

The Mercantile Bank . . . 15 million pounds. 

The Central Bank . . .17 crores of rupees. 

The Eastern Bank ... 6 million pounds. 

The Imperial Bank of Persia . 6 million pounds. 

It seems to me therefore that though there lias been very free competition 
between these banks, the Central Bank has not been able to enter, to any 
extent, in the exchange market. It does not appear, therefore, that the 
question of resources is going to help us to solve our problem. I should 
like to say that you must not think that all our friends on the opposite side 
of the table and ourselves are really opponents in these matters. Even if 
Mr. Buckley is a competitor, I am sure he has sympathy and understanding 
for the national desire, viz., that Indian nationals and Indian banks should 
undertake this exchange business. I am starting with destructive criticism, 
but I want to see if we cannot get down to some constructive suggestion 
■towards the end. The second point I wanted to raise was with regard to com¬ 
petition. You have rather emphaiszed the point that competition might 
assist and that if the Imperial Bank were allowed to enter the exchange 
market, it might facilitate the national point of view. You have not 
suggested that it would afford increased facilities, but your idea was 
sentimental on the grounds it might also remove the feeling of discrimina¬ 
tion between Indian nationals and British subjects. As regards the 
question of increased competition in the Indian exchange market, 
I should just like to point out that during the last 5 or 6 years (a few of these 
years were years of bounty and plenty) at least three American banks 
with large resources behind them have endeavoured to enter the exchange 
market, and I know from experience that they have done everything 
they possibly could to get hold of the exchange business and compete 
against the exchange banks, but they have been unable to do it. Their 
branches have either been removed or they have taken up other business. 
That is the experience of the last few years and, therefore, it seems to me 
•that increased competition, whether from the Imperial Bank or from any other 
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source such as a Government state aided bank, is not going to assist in the 
solution of the problem. We, therefore, come down, in my mind, to the only 
way in which the problem can be solved based on a remark of Mr. Pochkhana- 
wala. He said that it was impossible for an Indian exchange bank to do foreign 
exchange business without the co-operation and good will of the foreign 
exchange banks. Lala Harkishen Lai has touched on that point as well and 
that is the point I should like to pursue a little, if possible. To what extent 
is it possible to ensure more successful and better co-operation between 
the existing Indian banks and the foreign banks. The idea, in my mind, has 
been on the lines of Lalajee’s joint banks. To what extent is it possible for an 
Indian joint stock bank to co-operate practically, and with results that would 
be satisfactory from the national point of view, with a foreign bank ? Could 
you tell us what exactly arc the relations, for instance, between the Barclays 
Bank of Canada and the Barclays Bank of London ? To what extent is there 
co-operation between these two, or are they entirely separate institutions ? 

Mr. Cassels : The Barclays Bank of London owns the bank entirely. 

Mr. Rushforth : The capital is expressed in dollars ? 

Mr. Cassels: Yes. 

Mr. Rushforth : Was the Canadian bank started as a new institution or waB 
it an existing institution taken over by Barclays ? 

Mr. Cassels : It was entirely new, 

Mr. Rushforth : Was not Barclays of France originally Cox’s ? 

Mr. Cassels : No. 

Mr. Rushforth : In what way is it possible for a local bank in one country 
to co-operate fully and freely with a bank in another country ? I was also 
thinking of your own bank, the Bank of Montreal, also a Canadian bank 
with a branch in London. 

Mr. Cassels : They are all chartered banks, including Barclays, and they are 
all members of the Canadian Banker’s Association, which is an Association 
on which each bank is represented by a general manager. This institution 
has several duties to perform but it is, in a measure, a sort of co-operation 
between all banks. When a question of banking has to be discussed with 
Government, Government do not refer it to individual banks ; they refer it to 
the Canadian Banker’s Association which represents all banks. Barclays 
Bank, as a newly established bank, automatically became a member of the 
Banker’s Association. 

Chairman: Is there not some sort of linking as Mr. Rushforth refers, 
between some of the German banks and the banks in South America ? 

Dr. Jeidels : There are two systems, one is the establishment of German 
banks in South America, the entire capital belonging to German banking 
interests, the other specialised banks for South America with branches 
there but head office and capital in Germany. The German trade, however, 
uses many foreign banks and does not limit itself to the German banks in 
South America. And German banks hold friendly relations with banks in 
South America, but without participation in capital. 

Mr. Rushforth : In management there is no interchange of staff 1 

Dr. Jeidels : No. 

Mr. Rushforth : There are no facilities for training a South American man 
in Germany and vice versa ? 

Dr. Jeidels : Yes, friendly arrangement means that one institution can use 
the other institution up to a certain limit of funds in one of the two countries, 
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or in a third country, granting each other a certain line of credit. This does 
not require and is not accompanied by an interchange of management. The 
Imperial Bank of India, similarly, could cultivate such friendly relations in 
other parts of the world without having to own subsidiary companies in other 
countries. 

Chairman: Would that be analogous to Lala Harkishen Lai’s idea of a 
joint bank ? 

Dr. Jeidels : Technically it is always dealing in foreign exchange. 

Lala Harkiskeg^al: There are various terms, sometimes branches, some¬ 
times affiliation and sometimes association ; sometimes it is called commanding 
interest. Models of all these exist in various countries. 

Dr. Jeidels: It is quite possible for joint stock banks of sufficient standing 
to establish relations with other banks which include a certain line of credit. 
But technically it is always buying and selling foreign exchange. For instance, 
an Indian joint stock bank can establish such relations with a German bank, 
because in Germany Indian business arises and in India German business 
arises. They would come into closer connection and the German institution 
would grant to the Indian joint stock bank a certain line of credit which would 
be used in the form of drafts. The technical side of the foreign exchange 
business would remain the same. Only a new source of credit would become 
available. It is quite field for co-operation between Indian banks and banks 
in other countries, and we advocate that something should be done in this 
direction. 

Mr. Bushforth : I think it would be necessary that something should be 
arranged more than an ordinary agency. Mr. Subedar has already pointed 
out one thing that would not be generally acceptable here and that would 
be the purchasing of an Indian institution by a foreign institution. 

Dr. Jeidels : It is not at all necessary. 

Mr. Bushforth : I suppose the name Barclays Bank by itself gives them 
some benefit. 

Dr. Jeidels : Undoubtedly. 

Mr. Bushforth: Although liabilities are limited, it automatically gives the- 
bank a closer connection and a certain pull over other banks. 

Mr. Cassels : As a matter of fact, the main reason for their going to Canada 
was not simply because the name is well known over the whole globe. They 
already have a large business with the West Indies. There is considerable 
business between the West Indies and Canada and between the West Coast 
of Africa and Canada. That banking followed trade was true in that case. 
Their first reason for going to Canada was in order to foster the trade between 
th6sa various countries. 

Mr. Bushforth : I have heard of another suggestion in connection with 
the closer connection of Indian joint stock banks with foreign banks. It is said 
that it might be possible to start, say, the Central Bank of India, Limited, 
London, in which half the capital would be put up by a London institution 
and half the capital by the Central Bank here. I myself do not quite 
like the idea because I do not want to start new institutions and think 
that we have enough institutions to work on here. I suggest as an alter¬ 
native that an Indian bank should exchange shares with some institution as 
a mutual arrangement. 

Dr. Jeidels : The first scheme would, of course, be more acceptable to 
national sentiment. It is rather a onesided solution. 
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Mr. Rushforth : It seems to me that the two practical problems we have 
to face are, fi stly, to get rid of the idea of racial discrimination and, 
secondly, to afford adequate facilities for Indians to take a share in the institu¬ 
tions working in this country. This would have to be done by some mutual 
arrangement between the managements of the banks in the foreign countries 
and here. That is the idea. I wanted to place before you and ask if you 
■could make any practical suggestions. 

Dr. Jeidels: Some practical experiments might be tried on these lines. 
I suppose the first thing to do would be to cultivate the actual relations between 
the Indian joint stock banks and their correspondents in the other parts of the 
world. Whether special institutions abroad should be created depends on how 
intensive the interest is on the other’side. A new institution is in itself scarcely 
necessary. If an arrangement is made between the Indian joint stock banks 
in the various places of the world and other banks, it does not require addi¬ 
tional capital. Capital expenditure for such purposes may meet with diffi¬ 
culties. A system of active correspondents in all those countries with which 
the customers of Indian joint stock banks do business is certainly to be 
advocated. In business with the United States, for instance, there is no 
reason why banks in India should not establish close relations with such banks 
in the United States of America who are not doing direct business in India. If 
foreign exchange business proves to be profitable on the lines as done by the 
exchange banks here, it will develop as such with the Indian joint stock 
banks, and if it is not profitable, mutual relations with strong correspondents 
in other countries will serve a good purpose even without a full-size foreign 
exchange business. It would certainly have the useful effect of bringing Indian 
trade into direct relations with other countries, and it would spread the infoim- 
ation that national banking exists in this country. I wish to support such 
active policy on the part of joint stock banks and the Imperial Bank, because it 
helps to create a favourable atmosphere for national Indian trade in interna¬ 
tional business. There is, by the way, perhaps, another possibility to assist 
Indian merchants. In many countries there art special Chambers of Commerce 
for the trade with one specific country. If I am not mistaken, there is, fer in¬ 
stance, an Argentine Chamber of Commerce in London In my country who 
have an Italian, a Roumanian, and similar Chambers of Commerce to deve¬ 
lop the trade between Germany and the respective countries. Their purpose 
is, and I think they pursue it successfully, to bring merchants together to orga¬ 
nize import and export trade.—With regard to the question of resources, I do 
not think that the capital of the exchange banks is and has to be so large, that 
one would have to say, that a new bank can not be established ; but I agree 
with Lala Harkishan Lai that for the many objectives discussed in the aggre¬ 
gate, quite considerable capital resources and such of a liquid nature are re¬ 
quired. Capital for the Reserve Bank, capital for the Industrial Corporation, 
for industrial debentures and now eventually for an Indian exchange bank. 
Taking all these propositions together, it certainly means a good deal of money, 
and one may be doubtful whether it is available. 

Mr. Rushforth : My point was that I thought that in concentrating so much 
on the question of resources and the possibility of additional competition, 
we were not going to make any immediate addition to the solution of the prob¬ 
lem. We have more than ample resources now. We discussed this morning 
the comparatively small proportion of the resources of the foreign exchange 
banks. I know that the resources of the Indian joint stock banks have at 
times been lent to foreign exchange banks. 

Di. Jeidels : Indeed, less aftertion should be paid to competition and more 
to co-operation, and it is in this spirit that I advocated the establishment of 
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a network of relations and connections by the existing joint stock banker 
including the Imperial Bank, in various countries. It would certainly be most 
useful, as it has been proved in the case of Japan. German banks have always 
been very active in this direction entering into close relation and friendship 
with their foreign connections. I think that every country ought to cultivate 
its method for every branch of economic life, and see a great field for it in 
India. 

Sir Hugh, Cocke : I gather from Mr. Rushforth’s opening remarks that he 
does not agree with your opinion that if the Imperial Bank comes into the 
field, they would be able to make much progress. He is basing his opinion, to 
some extent, on the American banks that have failed to get into the exchange 
market to any great extent. On that point I should like to know if you 
consider it would be so, assuming that the Imperial Bank becomes a com. 
mercial bank ? It would then allow interest on its current accounts and 
attract new connections in that way. 

Dr. Jeidels: That a big Indian institution not allowed to do a class of 
business which is important for the country at large, I think, is open to some 
criticism. 

Mr. Lamond : It means that the Imperial Bank’s constituents have to go to 
another bank for part of their business. 

Dr. Jeidels : I think it is an unsatisfactory situation, and Ido not like a 
restriction of this kind, although in this case it is due to the fact that the Imperial 
Bank has to combine so many functions, being a Government bank and a sort 
of currency bank. I dislike the restriction more as a matter of principle than 
from a consideration of the volume of business which the bank would attract 
if the restriction did not exist. That an Indian Bank, the Imperial Bank, is 
excluded from certain business which is done by foreign banks and which is 
important from the national point of view, I must say that I share the senti¬ 
ment about it. 

Sir Hugh Cocke : There are really 3 main suggestions evolved from this 
discussion which might give India a share in the exchange business. One is 
Imperial Bank taking up the work when it is able to do so. The second sugges¬ 
tion is that the existing joint stock banks might combine and form an exchange 
bank ; and the third is the idea of a liaison between the existing Indian joint 
stock banks and the existing institutions abroad. I should like to know which 
of these fields you consider the most likely to develop so that the Indian 
nationalist aspirations may be satisfied by getting a share of the exchange 
business. 

Dr. Jeidels : If you have several methods to propose, I would generally 
advise to use them all. If the Imperial Bank establishes a business organiza¬ 
tion in this line, there is no reason why the joint stock banks should not do it 
and why they should not do it in a different form from the Imperial Bank. 
Any diversified plan is to be welcomed. 

Sir Hugh Cocke : You do not favour one more than the other 1 

Dr. Jeidels: Yes. 

Sir Hugh Cocke : As regards the staff, I think it was Mr. MacDonald who did 
not consider that the Imperial Bank would have the staff to deal with exchange 
basinets That, of course, would be a matter of expense, but one that the 
Imperial B? ok m ight not mind. It might be a very expensive thing to establish 
a ne w ban!., tor some years and getting new staff out for this so-called combined, 
bank ? 
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Dr. Jeidels: There will be many practical difficulties less on the foreign- 
side than on the domestic side. If such combined exchange bank 
is, in the interest of efficiency, principally controlled by one bank, then 
the other banks more or less disinterested ; and if all the joint stock banks 
take an active part in the institution, the new instrument may be ham¬ 
pered in its efficiency. Such combined institutions, as a rule, prove to be 
very difficult in practice. 

Sir Hugh Coche : If the Imperial Bank have not got the necessary material 
in India they would have to import it. 

Dr. Jeidels : For me the principal point, is not which kind of business the 
Imperial Bank actually choose to cultivate ; that is a matter of management; 
but which fields the bank is entitled to cultivate and from which it is officially 
excluded. 

Chairman : Mr. MacDonald said, all the same, there would not be much 
difficulty in training the staff. They are actually doing a certain amount of 
foreign exchange business even now. Before I ask Mr. Subedar to resume 
his questions, I would just like to ask you one question. You now know the 
full facts connected with the present position relating to the Imperial Bank 
and the foreign exchange business. Would you have any objection, before 
the establishment of the Reserve Bank, to the Imperial Bank starting foreign 
exchange work ? 

Dr. Jeidels-. There is a difference, or rather a variety, of opinions among 
the experts. Personally I would see no objection. 

Chairman : How many of your colleagues share that view ? 

Dr. Trip : I do not share that view quite fully, not because I see great 
objections against the Imperial Bank entering into the field of foreign exchange 
but because I am of opinion that as long as the Reserve Bank is not working in 
this country, the Imperial Bank ought not to enter into new fields, because, in 
my opinion, the position of the Imperial Bank as Bankers’ bank, and the 
central credit giving institution in this country, is for the time being, if I may 
say so, rather weak and I should not like to weaken that position—not of the 
Imperial Bank with regard to the soundness of the business, only with regard 
to the inland credit to which Lala Harkshan Lai alluded. I think all the re¬ 
sources of the Imperial Bank at the moment must be kept for inland credit 
giving, especially in busy seasons and I think that it would be really detri¬ 
mental to the country if part of the resources of the Imperial Bank were invested 
in foreign exchange business. 

Chairman : What about a time of depression like the present ? 

Dr. Trip : We will come later on to that. I am only referring to the gene- 
ralposition of the Imperial Bank in this country at the moment, under the 
present regulation, with regard to their being to a certain extent the bankers'" 
bank. 

Mr. Cassels : I rather share Dr. Trip’s opinion on that. I understood that 
there was compensation for the Imperial Bank for not doing foreign exchange, 
that there was a quid pro quo. That was when they had the right to take 
Government balances. 

Chairman : I do not think that is wholly correct. They are the hankers’ 
hank, that is the position. It is not a question of compensation or quid pro 
quo. It was held that, because they were functioning as holders of Govern¬ 
ment balances and of banker’s balances, they ought not to enter the field of 
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foreign exchange. There was no quid pro quo. That was one of the argu¬ 
ments used and I was simply trying to find out whether that was a sound argu¬ 
ment. In Dr. Ji idels’ opinion, he does not consider that to be a sound argu¬ 
ment. Dr. Trip without stressing on the argument think| it will be undesir¬ 
able becauso it would mean less resources available for internal trade. He 
rather sees the force in the old objections. 

Mr. Currie : I agreo with Dr. Trip entirely in this matter. But I would 
also say that if the Imperial Bank, while it is still the Reserve Bank, was to 
enter the field of foreign exchange, it would be necessary for them to keep 
considerable funds abroad ; and then they would be faced with the same criti¬ 
cism as the exchange banks—that they are actually taking Indian money away. 

Mr. Jamal Mohamed : If it takes 4 or 5 years for the establishment of the 
Reserve Bank, would you still be of the opinion that the Imperial Bank ought 
not to enter into the foreign exchange business ? 

Dr. Trip : Yes. 

Mr. Jamal Mohamed : There is some objection to Imperial Bank doing 
foreign exchange business for the reason that it holds Government balances 
and also other banks’ reserves. But it enters into competition with other in- 
digenous banks. If it does one thing, why should it not do the other 
thing. 

Dr. Trip : My point is not that it would be competition with the existing 
foreign exchange banks, but because I fear that the basison which the Imperial 
Bank is the central credit giving instrument in this country would bo still 
more weakened. 

Mr. Mann Sudedar : With regard to item (c), you refer to the higher 
rate in India as a sufficient safeguard for Indian money. 

Dr. Jeidels : Yes, this is one of the two arguments submitted. 

Mr. Manu Subedar : If the rates in, say, London and Amsterdam, rose 
very high, the danger would be that our deposits might be used there ? 

Dr. Jeidels : If the exchange risk can be covered. 

Mr. Manu Subedar: Subject to the exchange risk, the level of rate of in¬ 
terest is an operative factor ? 

Dr. Jeidels : Yes. 

Mr. Manu Subedar : In other countries, where banks are established and 
where rates are higher than India, the attraction of sending out this money 
is there. 

Dr. Jeidels : I have selected only two principal reasons why I see no danger- 
One is til' rate of exchange, the other the rate of interest. Generally speaking 
one m i - say that a bank which is working in a country where it takes deposits 
and eulti cates customers, it will always try to employ as much of its funds as 
po-siMi jii the same country. 

Mr. \1 mu Subedar : It will try to employ its funds as a whole wherever 
it i-an d > so most economically ? 

Dr. Jeidels : Yes. but always trying to cultivate the natural customers. 

Mr. Manu Subedar : You say that there is no danger of deposits collected 
in this country moving towards the West. I put it to you that a considerable 
amount of funds collected in India is leaving towards the East. We know 
this with regard to indigenous bankers—to Singapore, for instance. 

Dr. Jeidels : Generally speaking, I do not consider it objectionable. 

Mr. Manu Subedar : But our own internal rates for certain kinds of loan, 
as you yourself discover, are high, and the money lender or usurer is youi 
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aversion. It is not my purpose to destroy them but to polish them and make 
them less primitive. If we have to give him securities by certain methods, 
which you yourself advise and if we want to bring these rates down, would it 
not be necessary to conserve these resources for use in this country ? 

Dr.Jeidels : As a matter of fact the resources are not withdrawn. Speaking 
broadly, it is certainly preferable that such resources are used in the country. 

Mr. Mann Subedar : The method of doing it offers many difficulties, but 
it is preferable that the money, which is the savings of this country, should be 
used to bring down the rate of interest in this country. Charity must begin 
at home ? 

Dr. Jeidels : I agree. 

Mr. Manu Subedar : About the Imperial Bank, you seem to be pinning too 
high a hope on the Imperial Bank entering the field of foreign exchange and 
thus satisfying both the Indian sentiment and the Indian demand. Have 
you thought of the danger of the Imperial Bank itself being acquired, and con¬ 
trolled, by foreign institutions ? 

Dr. Jeidels : I have said earlier that I would not see grave danger in it, as 
1 cannot believe that in practice the bank will be crippled, or mutiliated by 
the new shareholders. 

Dr. Trip: Such abuse, however, is in our countries not prevented by law. 
In western countries for example in Holland companies protect themselves 
eventually by changing their Articles of Association. They create for instance 
preference shares and they give the right to decide on policy to the preference 
shareholders. 

Mr. Manu Subedar : If some such thing was done, there would be no danger? 

Dr. Jeidels : No, the companies can protect themselves. 

Mr. Manu Subedar : Or as a matter of policy it can be recommended to 
them ? 

Dr. Trip : Yes. 

Mr. Manu Subedar: Now. Dr. Jeidels, I want to ask you about para¬ 
graph 2. viz. , limitation of deposits. You know what deposits they do 
attract and you know how much they are using in financing foreign trade 
and how much for other purposes. That would be an undue proportion ? 

Dr. Jeidels: I spoke of ‘ undue proportion, in comparison with the present 
proportion which has not increased in the last 10 years’ i.e., up to 1928. The 
figures for 1929 and 1930 are not available to me. 

Mr. Manu Subedar : You know the proportion depends very largely on the 
rates of interest offered ? 

Dr. Jeidels : Yes. 

Mr. Manu Subedar : And if the exchange banks offer a little higher rate 
than what they do now, the proportion would necessarily increase ? 

Dr. Jeidels : But they have not done so. We have a proverb, ‘Don’t paint 
the devil on the wall.’ I think the state of affairs in this regard is satisfactory. 
There has not been an undue competition in rates, and the proportion has 
remained almost the same as it was ten years ago. 

Mr. Manu Subedar : What would you regard as undue proportion 9 

Yol. rv nr 
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Dr. Jeidela : If there was a permanent increase in the proportion of the- 
foreign banks, one would have to investigate the causes. 

Mr. Manu Subedar : But when they got the control of the Allahabad Bank, 
the deposits of the Allahabad Bank which was hitherto regarded as Indian 
Bank became foreign ? 

Dr. Jeidela: I do not think so, because the Allahabad Bank has not been- 
merged with another bank ; it has remained a joint stock bank of its own. 

Mr. Manu Subedar : You would, therefore, make a very considerble differ¬ 
ence in view as regards the deposits in the Allahabad Bank and the Chartered 
Bank. 

Dr. Jeidela : I soe no objection against cither of the two. 

Mr. Manu Subedar : Do you sec any difference in them ? 

Dr. Jeidela : I see tV difference that one is specialising in foreign trade 
finance and therefore doing comparatively less direct service to up-country 
business while the Allahabad bank is a specialised up-country bank. 

Mr. Manu Subedar : In the one case shares are available in this country 
they are held by Indians—auditing is done here and the full balance sheet is 
lodged, publicly declared at stated periods under the Indian law. Would 
you then make any difference between the Chartered Bank and the Allahabad 
Bank or would you not 1 

Dr. Jeidela : The two banks are certainly different, because they do a differ¬ 
ent kind of business. 

Mr. Manu Subedar : The Chartered Bank also does a considerable amount 
of internal service 1 

Dr. Jeidela : But they are not specialising in it. The Allahabad Bank 
specialises in it and does so under separate management. 

Mr. Manu Subedar: They' are two separate institutions in law, but ono 
has rupee capital, registered under the law in this country. 

Dr. Jeidela : They are two different kinds of joint stock companies, but' 
both operate in this country snd for this cimntiy. 

Mr. Manu Subedar : You must accept either the one or the other position- 
Do you accept the position that being controlled by foreign bank the deposits 
of the Allahabad Bank become deposits with a foreign bank ? 

Dr. Jeidela : I do not think so. It is an Indian bank with its head office in 
India. 

Mr. Manu Subedar : Supposing the limitation is accepted by the State, 
does this limitation ipao facto apply to those institutions in which the control¬ 
ling interest is acquired by outside people. 

Dr. Jeidds : Yo, unless it is in the law. 

Mr. Manu Subedar : You say that limitation would be ineffective. In¬ 
effective to achieve what purpose f 

Dr. Jeidela: Although joint stock banks actually offer higher rates of 
interest than exchange banks, yet the deposits remain with the exchange 
banks. Therefore, if the difference in interest rates is reduced by such 
special tax, deposits would not necessarily be driven from the exchange banks 
to the joint stock banks. 

Mr. Manu Subedar : But the difference would be reduced ? 

Dr. Jeidela: Yes. 
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Mr. Manu Subedar : And to that extent the tendency would be reduced ? 

Dr. Jeideh : It is difficult to guess what is in the mind of the depositors who 
are and remain permanent customers of the exchange banks. The regularity 
in the distribution of deposits is striking because in other count lies, I think 
there is a greater variation. 

Mr. Manu Subedar : I take you now to paragraph 3. You are objecting 
to the compulsory formation of rupee companies. 

Dr. Jeideh : Yes. 

Mr. Manu Subedar : Do you object also to the voluntary formation ? 

Dr. Jeidels : No. 

Mr. Manu Subedar : If a firm or Corporation wanted to register itself 
in rupees in this country you would not want any objections to be raised ? 

Dr. Jeideh : No, if it is considered advisable. 

Mr. Manu Subedar : The point has been put to us that banks should be 
encouraged to register themselves in this country in rupees. If thiy were so 
registered then they would come on a par with other banks, registered in this 
country in rupees. It has been suggested to us that, as a matter of national 
policy, it would be better if we could induce them to dothis, and the problem 
is to find sufficient inducement for them, those of them that think it is worth 
their while, to do this. 

Dr. Jeideh : Perhaps you can enlighten me on the advantages which you 
expect because I really do not find any except that you have a balance sheet 
for the Indian business. I find some disadvantages, and would like to know the 
eventual advantages. 

Mr. Manu Subedar : There are many advantages, but it would be a theore¬ 
tical discussion. You are such a versatile man that you can easily imagine the 
advantages and the disadvantages. 

Dr. Jeideh : I see the advantage, which I do not value very much, that you 
haveabalance sheet published every yearanda share holders’ meeting in the 
country once a yeaii 

Mr. Manu Subedar : You wouldhave Indian Directors, Indian shareholders,, 
and Indian auditors. 

Dr. Jeideh : The Directors I put on the disadvantage side. If the Char¬ 
tered Bank would have Indian Directors on the board of her Indian 
Company, I would consider it a disadvantage from the Indian point 
of view. The membership of such board is an attraction to important clients 
and a valuable advertisement for tho businessman who is on the Board of a 
largo bank in the country, no matter whether a foreign or a national bank. 
If the Chartered Bank with a rupee capital, elects some important Indian 
merchant on the board, it practically monopolises him to the disadvantage of, 
a nd in competition with, other banks. 

Mr. Manu Subedar : Do you mean that we have exhausted the number of 
Directors in this country ? 

Dr. Jeideh : There are 16 exchange banks and if you fill the board of those 
16 banks with Indian personalities you take, so to say, the cream of the 
business world and withdraw them from future competition between the banks. 
A banker, in my country, whose business has the form of private limited com¬ 
pany, which has as a rule no board of directors, told me that he has decided 
to change the articles of association and provide a board of directors because 
the joint stock banks can offer his customers the attraction of a membership on 
the banks’ board of directors. 

w 2 
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Mr. Manu Subedar : You think, therefore, that it is an advantage for 
India that there is no Indian Director associated with the foreign companies ? 

Dr. Jeidels : You twist my answer a little ; I say it is a disadvantage to the 
Indian banks. 

Mr. Manu Subedar : Do you see any other disadvantages in the registration 
of these companies hero ? 

Dr. Jeidels ; One may call it a disadvantage that the rupee capital is smaller 
than the present capital. If a bank does business in China, West Africa, East 
Africa and in London, and forms for the Indian business a separate company 
with rupee capital, such a rupee capital will be smaller than the present 
capital in pounds sterling. 

Mr. Manu Subedar : It depends on whether a foreign bank only creates a 
small field out here or whether its head office is transferred to India. If the 
Netherlands Trading Company removed its head office from Holland to 
Bombay, it becomes an Indian company registered in India with rupee capital 
and with branches ? 

Dr. Jeidels : Then Amsterdam is to be a branch ? 

Mr. Manu Subedar : Yes. 

Dr. Jeidels : Itisunlikely that this would take place. What would probably 
take place is this: Say there is a bank operating in China, Africa 
and India, one-third of the capital is employed in each place and the capital 
is £5 millions ; the capital of the Indian company would be 1§ million 
pounds. 

Mr. Manu Subedar : That is the owned capital; that is the share capital. 
Assuming that there is an institution whose working capital is derived 75 
per cent, from India and 25 per cent, from othor places. If it was enacted 
that only those banks which are registered under the law of this country would 
be allowed to take deposits, it might think it worth its while to convert the 
whole and transfer the head office here. 

Dr. Jeidels: It is not likely. If Ch’r.a and Africa made a similar law 
then certainly the company would have to be split up. 

Mr. Manu Subedar : Until China and Africa made such a law, what would 
you think ? Would you think the advantage of taking deposits in this country 
would be considered by them sufficient to remove their head office, express 
their capital in Indian currency, and register themselves under the Indian law? 

Dr. Jeidels : The capital would have to be split up for the three fields of 
activity to be prepared for the possibility that China makes a similar law, or 
•the bank may have to move the head office from India to China. The capital 
would be split according to the needs of the business, but in any case it would 
be smaller than at present. 

Mr. Manu Subedar : Do you think there is no other disadvantage from the 
point of view of the foreign bank in registering themselves under the law of 
this country ? 

Dr. Jeidels : I suppose not. 

Mr. Manu Subedar : Supposing it was regarded here as essential that these 
"banks should be registered under the law of this country, what inducement 
would you give them to do so ? 

Dr. Jeidels : In the memorandum I mentioned another disadvantage, but 
we may come to it later. 
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Mr. Manu Subedar : What inducement would you give them ? The in¬ 
ducement that some of us have thought of is to permit them to do hanking 
business in this country including the taking of deposits which would not he 
available to those banks which say, “ We do not wish to register under your 
law.” What inducement would you give in order to increase the registration 
of banks in this country ? 

Dr. Jeidels : It is very difficult for me to suggest anything, as the whole 
idea is so strange to me. I would have to think about it.' Perhaps you could 
give them an advantage in taxation, if this is compatible with the general 
interest of the tax-payer; and they may expect more Indian customers 
throughout the country. 

Mr. Manu Subedar : The customer seeks his own convenience even if it is 
against national policy. 

Dr. Jeidels : That is human nature, to which we have alluded repeatedly— 
a danger has occurred to me, which I take very seriously. Imagine some oi'the 
foreign banks would not like to register as a rupee company. Their Indian busi¬ 
ness may be comparatively unimportant, compared not with the volume of 
other banks in India, but with the volume of their entire business. As you know, 
many exchange banks here are non-English banks. They may not wish to 
form separate Indian companies, because they prefer to keep all their branches 
under the same organization, and if compelled to register separately, they may 
retire from this country. That I would, indeed, regret because it would reduce 
competition, it would reduce facilities and I do not see who is to take the place 
of the banks who disappear. That is, from my point of view, a serious 
disadvantage. 

Mr. Manu Subedar : I would like to respond to the note sounded by Mr. 
Rushforth and I would like to say quite clearly, as Lala Harkishen Laf said, 
that we have an objective. We are trying to sec how we can reach it with the 
least disturbance of the existing conditions. Iam trying to sec how we can 
change what are at present foreign banks into our banks, instead of driving 
them away. I am earnestly seeking a method of achieving this result, and I 
come to this conclusion, provisionally, that we should give them coasiderable 
inducements, make it worth their while to settle down under the law of this 
country and become domiciled in India. It may be that this process is the 
easier and better from every point of view instead of the process of creating 
brand new institutions from the beginning. We could create them. You 
know that a nation which is determined to do a thing can do it. Therefore, 
you agree that it is possible to create them and to replace all these foreign 
banks if this country were prepared to pay the price. 

Dr. Jeidels : It certainly can do it; but whether it can replace what it has 
destroyed, remains an open question. 

Mr. Manu Subedar : If the tax-payer were prepared to pay the price for 
another five years or ten years. 

Dr. Jeidels : I am afraid it is not the tax-payer directly who would pay it, 
but trade and commerce would pay it. 

Mr. Maim Subedar : They could certainly raise- up institutions in which 
you said there was not much mystery, if they wanted to dispense with the 
factor of cheapness which you have mentioned. The Englishman always 
says everything which is cheap is nasty. 
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Dr. Jeidels : Is there an estimate of the Indian proportion of the various 
foreign banks’ business—even a rather rough estimate would serve my pur¬ 
pose—you may be able to say of one bank that probably 75 per cent, of its 
business is in India and of another that it is only 2 per cent. 

Mr. Manu Subedar : There are at present 18 banks working here. Some 
of them may be in the position that their business is not large and they would 
never be induced, but it is quite possible that out of these 16 or 18 banks, 
2, 3 or 4 may find that rather than forego the advantage which they are at 
present getting and also rather than let go established connections which 
they have made, they might care to remain. They have to fulfil the following 
conditions : They have to issue a balance sheet, have their capital in this 
country in rupees and hold their board meetings in this country instead of in 
other countries, and as for the law of this country, I take it they would regard 
the law of this country just as good as the law of any other country. 

Dr. Jeidels : One of them, the National Bank of India, has, I believe, origi¬ 
nally had a rupee capital. 

Laid Harkishen Lai: It was an Indian bank and it is now sterling. 

Mr. Manu Subedar : Let us take the National Bank of India. Under the 
scheme I was mentioning they may think “ We can still operate in the same 
manner as we did before ; why should we allow an established business to 
-go merely on the sentiment that we shall remain a sterling company.” 

Dr. Jeidels : I have expressed an opinion and I am unable to change my 
•conviction that these banks are working as satisfactorily for the country as 
can be expected under the circumstances, with slight exceptions which are 
mentioned in our memorandum. Therefore, I am of the opinion that one ought 
to leave them alone. If an effective change would be made in their legal posi¬ 
tion, it would involve disadvantages to the country, and to do something 
which is not effective, I think, no now rules and institutions ought to be in¬ 
troduced. 

Mr. Manu Subedar : Do you think that because the capital is expressed in 
rupees it would cease to act satisfactorily ; do you think it would make any 
difference ? 

Dr. Jeidels : Of all these measures which have been recommended probably 
the least objectionable is that of encouraging the banks to create a rupee capital; 
but I do not see the advantage of it. 

Mr. Manu Subedar : I may mention the advantages to you. If four of 
these banks turn themselves into rupee capital then some of the deposits which 
are with the other banks, who do not want to come under the rupee capital, 
might be attracted to them, and they might have even larger operations 
than before, if they do come in. 

Dr. Jeidels : In this case I can really see no essential advantage from the 
Indian point of view. Every regulation is a knife with two edges. If foreign 
banks have to establish themselves with rupee capital, to publish their balance 
sheets as others do, and to have a general meeting in this country, such regula¬ 
tion may turn out to be harmless from the bank’s point of view, because all the 
shares are in one hand ; in that case there is no real change and the measure 
ineffective. I am always against legislation which serves no real purpose. 

Mr. Manu Subedar : You said the change is ineffective. It is ineffective 
for what purpose ? 

Dr. Jeidels : From the point of view of national sentiment. 
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Mr. Manu Subedar-. It is not a question of nimonal sentiment. Lala 
Harkishen Lai told you that throughout the evidence of the representatives of 
Indian opinion there is one objective. There are many means towards that 
objective, but there is one definite objective running throughout, namely, 
that the foreign exchange business, which is at present a foreign monopoly, 
must be broken and that Indians must have a considerable share in that and 
that everything must be done towards that end. That is the objective. 

Dr. Jeidels : Is that achieved by making a rupee capital ? The rupee capi¬ 
tal belongs to the same shareholders indirectly as it doe s at the present moment. 
What is the change ? There is no change with the two exceptions mentioned, 
that balance sheets are published in India and a separate board of Directors 
lias to be set up ; this is really no change. 

Mr. Manu Subedar : No. The idea would then be that the shares of 
those banks, which are enjoying any economic benefit from State regulation in 
this country,must be to some extent in Indian hands. Whether the extent 
will be fixed the same for banks as for other companies I do not know, but the 
principle is that these banks are going to enjoy privileges which are not open 
to banks with offices abroad. 

Dr. Jeidels : What are the privileges ? 

Mr. Manu Subedar : The privilege of receiving deposits in this country. 

Dr. Jeidels : Of course, if you decide on such measures they will establish 
» rupee capital, but you have stillto answer my question, what is the advantage 
of having the same banks working with a rupee capital, the rupee capital in 
the future being indirectly in the hands of the same parties as it is to-day ? 
Would they be in your sense foreign banks or Indian banks ? 

Mr. Manu Subedar : I think they would be more Indian than 
they are now. Instead of being absolutely foreign as they are now, they 
would come one step nearer. If you aBk what are the next steps I would 
certainly mention to you, as I have just done, that one of the principles which 
the Indian Legislature has in other connections recognized is that any concern 
which enjoys any privilege which results in economic benefit to that concern 
should have Indian Directors on its Board and should have Indian share¬ 
holders on its register. Therefore, when you said a cent per cent outside 
holding, I am not contemplating that; I am contemplating a combination. 

Dr. Jeidels : Now we go a little further. In a change from sterling to rupee 
capital there is really no benefit, the change is much more in the outward 
aspect than in the contents. When Mr. Subedar says : “ Well, this is only 
a first step. We want to change it into a company with a rupee capital, into 
a company which has Indian shareholders too and which has an Indian Board 
or a half Indianised Board.” 

Mr. Manu Subedar : Only a proportion. 

Dr. Jeidels : I think we ought to see the proposition as it is meant: not as 
compulsory rupee capital but as a transformation into Indian banks of which a 
minimum number of shares must be held in this country. Against this pro¬ 
position I have the argument, which I have already offered to you. I. think 
there is a danger of a number of banks, for which the Indian business is not very 
important, going out of the country. I do not say they will, but they may, 
and that indeed I would regret. If the Chairman is good enough to allow me 
to repeat myself always in that one sentence : I would not touch a good ins¬ 
trument. If the number of banks is reduced, if a number of the present 
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foreign banks, of which after all, one half are non-English banks, leave the 
country or reduce their business, then I would regret it as a serious loss of 
banking facilities for the country. 

Mr. Manu Subedar : That is hypothetical. You are supposing that they 
would go out. I do not suppose that. 

Dr. Jeidels : They might. 

Mr. Manu Subedar : What I am supposing is that some of them may wish 
to convert themselves, and the inducement for it is that the Indian deposits 
which they are receiving would be only open to the rupee company. 

Dr. Jeidels : That would increase the strength of those banks which, as 
long as the majority of the rupee capital is in foreign hands, would be foreign 
banks. 

Mr. Manu Subedar : Instead of the State, as a matter of national policy, 
setting up some entirely new institutions to replace these foreign banks, it 
says that a share of the foreign business must go into Indian hands. That 
seems to be the almost unanimous conclusion of every witness, of everybody 
who has talked to us, and the problem is how to do it. There can be the des¬ 
tructive method by saying “ All right, we will get rid of all the foreigners and 
do it ourselves.” That is a destructive method. Had it not been for the note 
sounded by Mr. Rushforth at that end, my discussion of this would have been 
somewhat different. It has been very considerably influenced by what he 
has said. I am now responding to that and am seeing whether this is not the 
best method of securing co-operation. Then there is the question who is to 
keep 51 per cent, which is the control,? Well, the control would be in the 
hands of a common Board. 

Dr. Jeidels : No, excuse me. If you go above the 49 per cent, and Indianise> 
to use a simpler word, then we have a new proposition to discuss. 

Mr. Manu Subedar : Let us discuss it up to 49 per cent. 

Dr. Jeidels: Up to 49 per cent, it is a foreign bank. If the number of 
foreign banks consequent to such procedure would decrease say from 16 to 8, 
I would consider it rather unfortunate for the country. In the discussion, you 
have assumed some hypothetical cases, allow me to do the same. If of these 
16 banks most of those which are non-English leave the country, what will be 
left here are some English and some Japanese banks. You have to be aware 
that this would not be an improvement of the situation. The variety of banks 
and the variety of the countries from which they originate, is, I think, one of 
the advantages of the present situation. There is foreign banking in this 
country, foreign in a very diversified sense. If, under your system of 51 per 
cent, foreign rupee companies, you would lose some of those foreign banks, 
particularly those which are not English or Japanese, you make the instrument, 
which I have mentioned so often, less efficient, less highly qualified. 

Mr. Manu Subedar : You do not say which you would rather have, replace¬ 
ment of foreign banks by the destructive method or the improvement of the 
present situation by the co-operative method. I understand that you would 
not touch the situation at all. But assume it is necessary, as Mr. Rushforth 
said, that something has to be done : would you rather have the destructive 
method of browbeating, penalising, and disturbing the working of foreign banks 
in this country and setting up new institutions with State aid in various forms, 
or, would you rather approach the problem by the method I am suggesting 
in order to secure the least disturbance in the existing order of things and the 
greatest amount of co-operation. ? 
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Dr. Jeideh : Under the assumption, which I cannot share and which is 
not my own, that one of the two would have to he done, I would choose the 
smaller evil of retaining some banks in the form of rupee capital banks 
because I am absolutely convinced that for many years to come India is not 
in a position to dispense with foreign banks. 

Ch. Mukhtar Singh : You have suggested that there need be no law with 
regard to foreign banks. It is possible that tomorrow a bank with insufficient 
capital might be established, and fail, and depositors’ money might be lost. 
In that case foreign banks also would suffer in reputation. Would you sug¬ 
gest some means by which the interests of depositors could be safeguarded ? 

Dr. Jeideh : Past experience has, I think, not made any regulation neces¬ 
sary, and therefore I would leave it alone. I am not in favour of legislation 
which takes care of distant or theoretical possibilities. 

Mr. Ramdas Pantulu : What my friend wants to know is this. It is all 
right as regards the existing banks. If new people want to come in would you 
agree to licensing ? 

Dr. Jeidels : I cannot favour licensing. The existing foreign banks are 
not against licensing ; I suppose they would be quite happy if no further com¬ 
petition would enter this country. I take the part of the country at large; 
I do not object to further competition entering this field and this country, if it 
is financially strong. The only regulation which I can consider as sound is 
the control by the central hanking institution of the country. The central 
banking institution, when you onco have it, will certainly have a very impor¬ 
tant word to say in the matter here. If the Reserve Bank refuses to open an 
account for any bank, you have all the control and restriction required. 

Ch. Mukhtar Singh : It has happened as a matter of fact. Once depositors 
did not get their money. 

Mr. Manu Subedar : It was only the case of a Japanese bank suspending 
payment. 

Ch. Mukhtar Singh : That shows it was a weak bank, and there was the 
possibility of depositors losing their money". 

Dr. Jeideh : I would not make legislation for possibilities, but only for 
probabilities. 

Ch. Mukhtar Singh : You won’t even make some regulation for permission 
being granted in the first instance if a new bank starts business in this 
country. 

Dr. Je dels: I would not make any change in the present state of thingss 
You have a wonderful instrument, the best imaginable instrument, for the time 
being, for the development of Indian trade, which is principally in my mind. 
If changes are made, it is obvious that any new bank, Indian or foreign, to be 
established in Lahore or in Calcutta, would have to apply for licence ; even in 
the mildest form licensing would always imply this. In itself it is a compara¬ 
tively harmless measure, but we do not advocate it because we do not think 
it is useful for the country. 

Ch. Mukhtar Singh : You would like to continue the present system till 
some foreign banks fail and depositors lose. 

Dr. Jeideh : I do not hope nor expect that banks will fail. 

Ch. Mukhtar Singh : Unfortunately there is no system by which balance 
sheets can be asked for or filed, and the position of the bank disclosed. There 
is no law in the country. 
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Dr. Jeidels : I hope that it will not take many years before you will have 
the Reserve Bank, and the Reserve Bank will be the best institution for this 
kind of control. It will be better than any law because any law is mechanical 
and comprises a larger field than is desirable for business problems. 

Mr. Manu Subedar : You would let the Reserve Bank say that such and 
such a new institution shall not take deposits. 

Dr. Jeidels : A bank which is not admitted to the mechanism of the Reserve 
Bank, will scarcely be able to establish business. 

Mr. Devadhar : Does it not mean some kind of regulation ? 

Dr. Jeidels : Such regulation and legislation are two different things. 

Ch. Mukhtar Singh: Don’t you consider from the point of view of 
national trade it is necessary that exchange banks should help the country by 
studying foreign markets and giving information to the nationals of this 
country. 

Dr. Jeidels : I think so. 

Ch. Mukhtar Singh : I feel that is impossible as long as the whole business 
remains in the hands of foreign banks. 

Dr. Jeidels : I do not consider it impossible. It is most desirable, and 
I think it is possible. 

Ch. Mukhtar Singh : You consider foreign banks have done that work. 

Dr. Jeidels : I cannot say whether they did it in the past. 

Ch. Mukhtar Singh : If they have not done so it must be presumed they 
cannot do it. At least they never took interest in doing it. 

Dr. Jeidels : They might do so in future. 

Ch. Mukhtar Singh : They may not do it in future also. 

Dr. Jeidels : If you establish some sort of organization on the lines 
suggested by Lala Harkishen Lai or those suggested by Mr. Rushforth, or 
on some other lines, joint stock banks would come to supply that information, 
and the law of competition will soon become effective. 

Ch. Mukhtar Singh : There are certain recommendations made by you 
at the end which are simply recommendations to exchange banks. Suppose 
they do not care to act on them. You do not mind if they are not enforced by 
any regulation or law. 

Dr. Jeidels : They are recommendations of what would be desirable. We 
have tried to make only such recommendations which we considered practi¬ 
cable and which, we believe, could be adopted. 

Ch. Mukhtar Singh : If they are not followed what happens ? 

Dr. Jeidels : I do not think I can say anything about it. 

Ch. Mukhtar Singh : You would simply recommend, “ Lot us wait for some 
time. If the exchange banks act on those recommendations, all right. If they 
do not there is no objection to legislation to bring that result about ”. 

Dr. Jeidels : You ought to ask this question, when the case actually arises. 

Chairman : (To Lala Harkishen Lai) Are you in favour of licensing ? 

Lala Harkishen Lai: Mr. Buckley says that his association would not 
object. Exchange banks’ licensing has been discussed. In the case of internal 
banks Dr. Jeidels opposes any sort of licensing. I am also against it. 
The desirability or otherwise of licensing depends on for what purpose it is d one. 
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Chairman : (To Mr.Manu Subedar) Do you want to discuss the question 
of licensing ? 

Mr. Manu Subedar : It is a big subject and I should like to discuss points 
arising out of the discussion of other people. 

Chairman : Lala Harkishen Lai is not in favour of licensing. He seerass 
to agreo with Dr. Jcidels. But I cannot agree. The question of licensing 
has been discussed indirectly in the course of this discussion. If you do not 
want to discuss this subject with Dr. Jcidels again, we may leave it at that. 

Mr. Manu Subedar : I do not think there is much to be gained by a dis¬ 
cussion whero there is fundamental difference. 

Chairman : I am simply trying to fix up a programme for to-morrow 
(To Dr. Jeidels) Have you got any other points which you want to talk to 
us about 1 

Dr. Jeidels : I want to say a word about money lending. 
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5th February 1931. 


INDUSTRIAL FINANCE. 

Note by Mr. N. B. Sarlcer. 

Classification. 

I. The classification of industries in order of magnitude and relative 
importance:— 

(1) Industries of national importance requiring large capital such as 

ship building, railways, aircraft, munitions, hydro-electric 
schemes. 

(2) Public service companies like gas, electric light and power, tele¬ 

phone; cotton, jute and woollen textiles; chemicals and drug 
manufactures; engineering and machinery produc¬ 
tion; glass, oil-mill, tobacco, cigars, matches and flour and 
rice milling; leather work, fruit and fish canning; metal 
manufactures, cement and other buildings and construction 
materials, soap, candles, pottery, electrical goods; develop¬ 
ment of mineral resources, iron and other materials, paper, 
saw and timber mills, tea and coffee, sugar factories. 

(N. B.—Some of the industries in this class are in existence but 
their production is not commensurate with the national de¬ 
mand and to that extent new concerns in that industry may 
have to be started.') 

(3) Industries of more or less local importance of the nature of 

cottage industries requiring much smaller capital. 

II. Industries in class (2) may be classified as below according to their 
financial requirements: — 

(a) Those that are established for some time and require further 

capital chiefly for extension or reorganisation with improved 
tools and equipment. 

( b ) Those which are newly established with a fair amount of capi¬ 

tal but not sufficient to bring them to the stage of produc¬ 
tion, or those that are producing goods but not enough to 
make them cover working expenses. 

(c) Those that are not existing at the moment but which may be 

established with a fair expectation pf success under condi¬ 
tions. 

The need for a special agency for financing industries. 

The industries of national importance which require large capital must, 
for some time to come, be financed through the Government either witn 
their own resources or by special loans floated either in India or abroad. 
Each case of course will have to be considered on its own merits. 

Provision for financing industries mentioned in class (2) will have to 
be made according to their requirements as indicated in classification II. 



The commercial banks cannot undertake this work as their deposits 
are mostly for short periods and they cannot afford to tie up any portion 
of their capital and reserve in financing industry as they will require an 
their resources to maintain public confidence to carry on their legitimate 
work of commercial banking, This caution is particularly necessary as 
the failure of one such institution would disturb the whole commercial 
banking structure which is now in the initial stage of development. 

The work cannot be left to private enterprise alone as this will not ba 
systematic and the capital market has not accustomed itself to investing 
in industrial shares. Moreover the funds in that market at present 
belong to the richer classes, and it is necessary that the middle clasB and 
smaller investors should be attracted to it. In most countries in a simi¬ 
lar stage of development it was felt that there was need for a special 
agency to educate and encourage the general public in investing in indus¬ 
trial enterprises, to obtain their confidence through active participation 
in industrial development, by promotion of individual concerns, subscrib¬ 
ing to their shares and popularising them by giving the hallmark of their 
approval. 

In India, however, we require an agency which will attract and mobi¬ 
lise private funds for investment in the capital market for Industrial pur¬ 
pose. This agency would work with funds drawn from the investing public 
and by its efficient organisation, expert care and supervision will so regu¬ 
late investment as to minimise the chances of loss of capital. 

Resources. 

The resources of this institution will consist of (1) share capital, (2) 
debenture bonds issued on the security of its assets with a certain relation 
to the share capital and not exceeding its assets at the time of the issue. 
It is desired that, ultimately, both the shares and the debentures should 
be in the hands of the public and the concern should be managed entirely 
on the lanes of an ordinary joint stock company. In the present circum¬ 
stances it is essential to stimulate public confidence in such an institution 
by some form of Government help. It should guarantee a minimum in¬ 
terest on the shares and debentures for a certain period, say five to ten 
years, and perhaps in special cases, subscribe a certain proportion of the 
share capital. 


Functions. 

The functions of such institution will be as follows: —(1) To grant long 
term loans to industrial concerns on the security of their assets or against 
debentures secured by those assets or against industrial shares. (2) To 
underwrite and subscribe to shares and. debentures of industrial concerns. 
(3) To take long term deposits from the public. (4) To lend money to 
industrial concerns for short periods when funds are idle, through discounting 
their bills or otherwise. (5) To act as trustee for individual concerns rais¬ 
ing money by debentures on their own assets. (6) To guarantee interest 
or principal of approved industrial debentures or loans. (7) To advance 
money against debentures or shares of approved industrial companies to 
the extent that it will stimulate public participation in them. 
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Precautions. 

(1) In making loans, the institution will satisfy itself that there is the- 
proper margin and that the concern will be able to pay the interest and 
principal on the stipulated dates. In the case of debenture issues of in¬ 
dustrial concerns it will satisfy itself that they will be able to make ade¬ 
quate allocations to the sinking fund to redeem them on the due date. 
Through its continuous contact with the industrial concerns, it will see 
that the proper allocations are made as required. (2) Regarding its own 
issues it will provide adequate sinking fund for redemption and will also- 
build up suitable reserves out of current income. (3) When underwriting, 
subscribing to or granting loans against industrial shares, it will assume 
only a reasonable proportion of these obligations. (4) To the extent to- 
which it assumes such obligations it should be able to liquidate them- 
within a reasonable time. (5) To safeguard its commitments in these 
concerns and the interests of the investing public on whose confidence it 
will depend for its success, it will maintain a permanent and continuous 
touch with them somewhat on the German model. It will associate itself 
with management through representatives and will thus receive informa¬ 
tion about them not only when matters are bad, but also considerably be¬ 
fore this stage is reached. It will therefore be able to initiate and sug¬ 
gest reorganisation and other remedial measures to avert possible loss to 
the parties concerned. (6) Provision should be made to distribute the 
assistance it gives to industrial concerns so as to minimise the possibility 
of its resources being tied up in one or two concerns or one or two classes 
of industries. 

\ 

Management. 

The operations of the institution shall be conducted by a Directorate- 
constituted on the same line s as for ordinary joint stock companies and 
subject to similar rules and bye-laws. The Government will have repre¬ 
sentation on the directorate in order to protect its interests as regards 
share capital and guarantee of interest and the chief officers of the bank 
will have to be appointed with Government approval. 


Industrial Survey. 

It would be advisable to have a survey of the industrial possibilities of 
the country conducted by an expert body at the same time as the propo¬ 
sals for the Industrial Bank take definite shape. This survey should be 
sufficiently comprehensive as to cover not only the immediate possibilities 
and scope of new industries which can be started, but also the extent to 
which the existing industries may profitably be expanded. Besides, the 
expert body would also investigate into the necessity of any existing indus¬ 
tries being reorganised so as to keep pace with the modem requirements, 
though they will not be expected to go into the details of these re-organisa¬ 
tion schemes. 

The capital of the industrial bank will not be issued all at once. A 
fairly good amount would be open for subscription to begin with, and the 
approved amount of the debentures would be issued to meet further de¬ 
mands on the bank. When this limit is reached a further issue of shares 
might be made from the authorised capital, and corresponding amount of 



debentures issued as and when required, at the same time disposing of 
as much of its holdings as possible in the open market. The resources 
of the bank would thus be augmented to suit the growth of the demand 
for financial help. 

Organisation. 


The Industrial Corporation will be organised on a provincial basis. The 
nature and extent of the industrial possibilities will be revealed by the 
industrial survey proposed. According to opportunities of each province the 
corporation will be started. 

To co-ordinate the activities and general investment policy of the Indus¬ 
trial Corporations in the provinces as also to help them in mobilising 
funds, an All India Industrial Board is advisable. 

It will consist of some Government Members of the Industries and 
Finance Departments, representative high class business men from Bank¬ 
ing, Finance and Industry and representatives of provincial Corporations. 

The functions of the AH India Board will be as follows:— 

(1) To maintain a staff of experts whose services will be available 

to the provincial Corporations for examining schemes in 
connection with their investments in industries. 

(2) To keep up to date the results of the Industrial survey by 

studies and researches conducted by the experts. 

(3) To give suitable advice regarding the terms and conditions of 

issue of debentures of the Corporations. They may render 
such help as may be necessary to have the debentures 
subscribed. 

(4) If necessary it will negotiate foreign loans for financing of the 

Corporations. 

(5) To negotiate foreign or inland loans for financing industries of 

natural importance and requiring large capital such as ship 
building _ etc. 

(6) It will advise regarding the general policy to be followed by the 

provincial Corporation in investing in shares or debentures 
of industrial concerns, or underwriting or promoting their 
issues. 

(7) It will generally advise the Corporations regarding the financial 

assistance they may render to industrial concerns with spe¬ 
cial reference to over-production or undue competition. 

(8) To enquire into the organisation of the Indian industries and 

make any recommendations to them that would improve 
them in the ligb* of experience in India and elsewhere. 

(9) To advise the Government regarding the commercial and indus¬ 

trial education in India and to suggest necessary improve¬ 
ments, on the model of the W. 8. A. Bureau. 


(10) To formulate schemes for drawing out small savings for invest¬ 
ment in industries and suggest **eans for popularising them. 
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A financial institution like this and for the special purpose of industrial 
finance is necessary in a country which is in an early and initial stage of 
industrial development as compared with other countries of the world 
and in which there is no large and experienced investing public ready; 
but as circumstances change and as the private financial machinery of the 
nation develops and as the public become more experienced, its value may 
decrease and it is possible that its functions will cease or alter. 


Chairman: We shall now begin with this paper of Mr Sarker’s on in¬ 
dustrial finance. It is unfortunate that he is not here but he will later 
on have an opportunity of seeing Dr. Jeidels’ statement on his paper. 
Would you Lala Harkishen Lai prefer to make your remarks on this first, 
or will you wait till Dr. Jeidels has expressed himself? 

Lala Harkishen Lai: I have looked at Mr. Sarker’s paper. I might 
say that my remarks the other day were made from quite a different point 
of view. I was viewing it at the time from the Doint of view of the 
Reforms, the apportionment of functions in regard to industrial deve¬ 
lopment between the Central and the Provincial Governments. The 
difficulty of appreciating it from Mr. Sarker’s point of view is this.' Bank¬ 
ing regulation is a Central Subject, while Industries is a Provincial Sub¬ 
ject. Before we can bring the two together, we have to examine the 
political situation. If the Government of India say they are not going to 
accept any functions with regard to industries, the scheme we shall re¬ 
commend will be different from; the scheme we should recommend if they 
were willing to take responsibility for industries. Also the word “Indus¬ 
tries” has not in that way been defined. Mining, for instance, i s no doubt 
in certain respects local; also electricity. But the railways are not local 
and the word “Industries” does not exclude the several industries which 
appertain to railways in connection with their construction and main¬ 
tenance. There are dozens of industries which almost entirely are depend¬ 
ent on railway patronage. 

Chairman : All I can tell you is that in the Government of India Act, 
in the Devolution Schedule, there was an entry that the Central Govern¬ 
ment may declare a particular industry to be a Central Subject. But that 
was so strongly objected to by the representatives of the Provinces and 
communities that it was deleted, and the resultant position emanating out 
of the desires of provincial representative is that Industries is wholly- a 
Provincial Subject, and the Centre cannot in fact make any contribution 
from Central revenues for the development of industries in the provinces. 

Lala Harkishen Lai: But they are doing it. There are the railways. 
The workshops have been re-organised and expanded under the Reforms 

Chairman: That is true, but they belong to the railways and are not 
private or joint stock concerns. 

Lala Harkishen Lai: It comes in this way. A railway can start a 
workshop of Hb own. Prior to that it obtained its requirements in that 
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direction either from abroad or locally in India. Wei] they do that, and 
they are excused on the ground that it is a railway. Then competition 
starts and in effect a death sentence is passed on those industries by the 
Government of India which previously supplied the needs which the 
workshop now caters for. If industries are wholly n Provincial Subject, 
how could they pass that sentence of death, either on account of railway or 
military requirements. Those two Departments are the greatest con¬ 
sumers of industrial products. Those are two Central Subjects and they 
are interfering with Industries which is a Provincial Subject. How can 
we work out any scheme which avoids that position? 

Chairman : So long as it is in the constitution, you cannot. 

Lala Harkwhen Lai: If you cannot, then the time given to this matter 
now will be wasted. Suppose these experts do advise us, on the ground 
that industries are provincial, as to what action the provinces should take, 
and they cannot advise us as to the attitude the Government of India 
should adopt, then what is the good. Suppose they advise us, for instance, 
with regard to the Japanese Eank on the understanding that it is a Central 
Subject, and the Government of India afterwards says that that goes 
beyond their powers because it does not come within “Regulation of 
Banking”, then the labour of the experts and our labour is gone for nothing, 
We can deal with this subject on three alternative hypotheses. One, bv 
assuming that- the industries appertaining to the railways and the military 
are also provincial subjects, or two, that certain industries are Central and 
certain others Provincial, or three, that all industries after a certain stage 
are Central. Then we can proceed, and we can say that if Government 
acts on the first hypothesis this is our scheme, if on the second then this 
scheme, and if on the third then yet another scheme. We cannot really 
make any useful proposal until that matter is settled. 

Chairman: I see your point. It is really a question which will ho 
decided under the new constitution in the framing of which the voice of Hus 
people of the country will play a large share. 

Lala Harkinhen Lal\ We ought, therefore, to place before the Govern 
ment or the public those three hypotheses and let them decide. The 
question 1 am concerned with is whether we are prepared to consider all 
those three hypotheses—I may say that I am not prepared for it to-day. 
If we are not going into all that detail and just leave it haphazard, I am 
afraid I shall not be of much use. 

Chairman: Suppose we proceed on the basis of the position as it exists 
to-day, under which industries appertaining to railways or the military are 
Central, while all other industries are Provincial. That is the present 
position, and further, under the present constitution the Centre has the 
power of declaring a particular industry to be a Centra] industry. There 
is that reservation, though it was strongly objected to by the constitution 
makers at St. James Palace and their point was conceded. 

Lala Harkishen Lai: That is al] right, but really on that basis a very 
large section of industry will have to be excluded from provincial patronage. 
Can we proceed on the hypothesis that no other industry will be taken 
over and declared as Central? 

Chairman: The only thing which has been declared Central under the 
present constitution is the Tata Iron and Steel industry, nothing else. 

Von. iv 
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Lala Harkishen Lai : Let me illustrate my point. In the Punjab there 
are iron deposits—I have referred to this previously—and I have been told 
by the Canadian expert I mentioned that if those deposits are developed, 
they will astonish the world by their richness. He may be right or wrong, 
but let us accept that. A second factor is—I am only making a state¬ 
ment, I do not ask you to accept it—that Punjab labour is the most effi¬ 
cient in all India in regard to mechanical construction, etc. A third 
factor is that we have endless hydraulic power in the Punjab. We com¬ 
mand seven rivers. Bearing those three factors in mind, suppose we 
make a recommendation that the Punjab Government should direct its 
attention to developing that industry, and suppose the Government of 
India say the next day that the iron and steel industry is mainly the con¬ 
cern of the railways and the military and we therefore declare it to be 
Central. 

Chairman: They cannot do that. Even the present position is that 
they can only do that in consultation with the Provincial Government, 
and if the Provincial Government were to object, they could not do it. 

Lala Harkishen Lai: Then the other question comes in. If we leave 
it to the Local Government we must say as a corollary to this that the 
Punjab Government should have the power and the resources to develop 
the industry, which means that they should have borrowing power apart 
from the Central borrowing power. 

Chairman: They have the borrowing power now. 

Lala Harkishen Lai : They have not, Sir. 

Lala Harkishen Lai: I am told that Government secrets are not to be 
disclosed when you are out of office, but I might take the liberty of 
saying that in that matter we had to go not only to the Government of India 
but to several other parties. We had to visit Bombay, myself and the 
Finance Member of the time in the Punjab.. We were told that though 
the Government of India might sanction the loan there were certain other 
people who might put spokes into the wheel, and those people were the 
Government of India as part of an establishment which deals with theBe 

things_not the part of the Government of India which sanctions them. 

And they said, we advise you not to attempt these things but to come 
to us. Well, we did not take that advice in that particular case be¬ 
cause we felt we had gone too for, but there if was. I am not raising 
any political question. I am merely saying that it is a question which is not 
finally settled and one does not know in which way if will be settled. 
There are several authorities who can influence the Government of India, 
„nd the Government in England is against it. You and I know that. 
And knowing that we cannot proceed on one hypothesis only. We will 
have to argue on three hypotheses, as I have said, which I am not pre¬ 
pared to do to-day. If we proceed only on one then I think our time 
will be wasted. 

Chairman: I see that. But your point really affects the classification 
section of Mr Sarker’s note. I quite see that classification will be affected. 

Once you classify them into 8 different sections I fully agree that 
the items to be included in his classification (1) or classification (2) will be 
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■altered. The classification will be altered according to your three alter¬ 
native hypotheses, and therefore the classification may require amend¬ 
ment. Whether we shall be able to pursue the matter or not is a different 
question, because by the time we submit our report we shall not be able 
to know what is going to happen. That is pretty certain. That would 
be with any classification. Then we come to the rest of Mr. Sarker’s 
scheme and I think the best thing would be to ask Dr. Jeidels to make 
his statement on Mr. Sarker’s proposal. 

Dr. Jeidels: Before doing so, I would like to hear how you, Mr. Chair¬ 
man and you gentlemen, understand the last but one para, on page 1— 
“Provision for financing industries mentioned in class (2) will have to be 
made according to their requirements as indicated in classification II’’. 
Does it mean that this Industrial Corporation is meant particularly for 
Class II ? I could not make it out. 

Chairman : That looks like it. He is not here. Reading the paper, 
that is how it strikes me, because he does not mention anything about 
industries mentioned in classification (3)—Industries of more or less local 
importance of the nature of cottage industries requiring much smaller 
•capital. Nowhere in his note can I find any statement as to how he pro¬ 
poses to deal with class (3) industries. 

Dr. Jeidels: I think he did not wish to include class (3) in his Indus¬ 
trial Corporation. 

Chairman: I think he had a discussion with you informally. As he 
did not discuss it with me even informally, you may be able to know 
more about his intentions. 

Dr. Jeidels: It is not quite clear, but I think one may assume that he 
■did not wish to include in this kind of finance No. (1) and No. (3), No. (1) 
being too big and No. (3) too small. Generally speaking, the paper con¬ 
tains many provisions which I think are very useful for any Corporation of 
this kind. What I miss is that in dealing with so large field of industry, 
which practically embraces all industries with the exception of Railways 
and Hydro-Electric schemes, he does not make it a condition that first 
of all some initial object should be found. If I suggest in my paper on 
Industrial Corporation that it should be confined to public utility com¬ 
panies and mining schemes, it was partly because they were undoubtedly 
non-competitive or almost non-competitive; and partly because in order to 
establish the reputation of such Industrial Corporation, one ought to start 
with something rather assured of success, avoiding the risk which naturally 
lies in such ventures as glass, pottery, electric goods, chemicals, etc. 
Whatever form of Industrial Corporation is eventually advocated. I 
strongly recommend not to start it, before a really sound and large object 
has been selected as initial undertaking. If it is desired to start an In¬ 
dustrial Corporation without that, then it seems to me the more preferable 
to do it on the lines which we have suggested, because on our line it is 
more likely to avoid losses which would at once discredit the idea. Such 
losses seem to me almost unavoidable with as broad a classification as this 
paper suggests. Mr. Sarker does not present a picture for his frame and 
and I think the picture is really essential. His picture frame is sketch¬ 
ed with many clever and useful advices, but his paragraph 1 contains in 
my opinion a far too broad classification, to which I could not agree. 

x 2 
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and I prefer decidedly to stick to that scope of activity 
of the Industrial Corporation, which we have outlined in our memo 
randum. Mr. Sarker’s scheme goes, as I said in a useful way into many 
details, which I suppose he means as fa sort of non-legal bye-laws; such 
outlines have always to cover a larger ground than the actual require¬ 
ments. It therefore contains a number of provisions which I would not 
favour in practice. For instance, his last paragraph on page 2, he provides 
that the Corporation should take long term deposits from the public; this 
may be feasible later on, when the Corporation is in successful operation, 
but to start with it right away would be a competition to the existing joint 
stock banks which I can, at this stage, not recommend. I have seen adver¬ 
tisements of the largest joint stock banks inviting deposits on a line similar 
to the postal certificates; while not objecting to this competition, I feel ap¬ 
prehension against one more organisation being started for such 3 to fi year 
deposits. What he says about industrial survey is sound, and so is his sug¬ 
gestion of and All-India Industrial Board. This Board corresponds largely 
to what was discussed here. A roof company or an All-India Board, is 
probably the best way to give freedom of action independent of the con¬ 
stitutional regulation, which is always rather hard and stiff. Not speak¬ 
ing in a political sense I may say that whatever regulation will be made 
constitutionally about provincial affairs Rnd central affairs with regard to 
industry, has to be adapted to actual needs. Just the private form makes 
the Industrial Corporation a useful instrument for practical propositions in¬ 
side the limits of a constitution. That Industry is a provincial subject, 
this does not prevent the establisment of a "roof company” on the hoard of 
which representatives of the Central Government, may serve as directors. 

Chairman: I may say that that practically represents broadly the ideas 
of the politically-minded people who congregated to discuss these matters. 
While they object strongly to any form of control from the centre, they 
welcome central co-ordination. That was the view that Was expressed by 
practically everybodv politically-minded. There were some who were 
economists also. I see that Mr. Sarker’s mind is also turning in the same 
direction. Whether they were called communities or representatives of 
communities or representatives of provinces, they did not want any central 
control. But they did not object to central co-ordination. According to 
your ideas the central co-ordination machinery will consist of men from 
each province presided over by a man from the centre and in that con¬ 
nection, mention was made of some inter-State Commission which exists 
in the United States of America. 

Dr. Jeidels: Principally for Railway-regulation. 

Chairman: Railways were mentioned. Inland Waterways also. 

Dr. Jeidels : As far as I know, it is confined to transportation. If you 
allow me to summarise my opinion on Mr. Sarker’s paper in three observa¬ 
tions, I can then answer questions put to me on the subject. First, the 
classification seems to me too wide unless there is definite agreement 
that for the procedure it is not applied; the first object should be an essential 
part of the entire scheme. Secondly, I. recommend to embody most of 
the provisions into the legal forms of joint-stock companies, including those 
functions which are reserved to the All-India Board; giving the entire 
scheme as far as possible the character of private enterprise, which neither 
excludes financial participation nor administrative influence of Government, 
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provincial andcentral. Thirdly, the provisions of the paper about Organise, 
tion, (3) and (4) seem tome well formulated nnd could be adopted. I par¬ 
ticularly endorse the recommendation that .from the start foreign borrowing 
should only be done from one centre, All-India Board or “Roof Company , 
whatever central organisation may be chosen and would like this provision 
to be compulsory I may add that I consider the paper as valuable and 
interesting. 

Chairman: There is only one particular question. I think I put it to 
\ qij on a previous occasion and you answered it. Th6 question is which 
would you prefer, as between starting a separate Industrial Corporation or 
Industrial Bank on the lines advocated by Mr. Sarker, and naving the 
work done by existing banks. Your answer was that you would prefer 
the work being done by existing banks. 

Dr. Jeidels: If it refers to smaller matters. The Industrial Corpora¬ 
tion has a larger scope. 

Chairman: You would prefer a separate bank for that purpose? 

Dr. Jeidels : A separate corporation. 

Dr. Trip : Just as you advocated for public utilities. 

Dr. Jeidels: The Industrial Corporation which we advocated compares 
with the Industrial Corporation of Mr. Sarker about as follows: We wished 
to proceed downward from some big and comparatively unrisky enter¬ 
prise to other industrial ventures, when experience and confidence have 
been established. The German experience of state-owned joint stock 
■companies, which however, always excluded the variety of industries, 
favoured by Mr. Sarker, had been among other considerations in our 
mind. There also the problem had to be solved, to apply private business 
methods to industrial activities of Government, and to bring the separation 
of provincial and central subjects in a practical Bhape. The German ex¬ 
perience resulted in the formation of state-owned joint stock companies with 
“Roof or Apex-companies ns comprehensive holding companies,’’ and in 
the concentration on public utilities, on non-competitive industry, to which 
later and after the acquisition of sound experience, eventually one or 
the other enterprise from a broader field has been attached. I think that 
these lines of action present themselves for adoption in India. 

Chairman: To that extent you disagree with Mi 1 . Sarker? 

Dr. Jeidels : To that extent I disagree with him. I do not think that 
in practice our views will be very far apart, if only the diversified pro¬ 
gramme of his “classification” is eliminated. He includes from the start 
too many subjects, too many from the point of view of risk, of competent 
management and of competition with existing industry. This is the main 
point of difference between his scheme and mine. 

Chairman : Baring that, you see a good deal of useful constructive work 
in the rest of his scheme? 

Dr. Jeidels : I think so. The experts have not discussed it among 
•themselves. It would therefore be useful to ask whether the other 
:gentlemen aeree with my remarks, 
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Mr. CasseIs : Speaking for myself, I agree on broad lines with Dr, 
Jeidels. I think his point is very well taken that there should not be— 
I won’t say unfair but—unequal competition, and that it is bound to come 
on these smaller industries which are included in a more or less national 
scheme. Then I particularly like the idea that he has expressed that ft 
is most important to secure the public interest and the public money in 
such ventures. These two points strike me as very attractive. Other¬ 
wise I quite agree with his remarkf 

Dr. Trip: If I were to express my opinion very shortly, I would say 
that the scheme looks very attractive when reading from the theoretical 
point of view, but I am convinced that if such a scheme were put in action, 
it is bound to come to grief and to big losses. I am absolutely convinced 
that one can build up the industry of a country only slowly and coolly. 
If the country were to adopt a scheme like this, I foresee that all the pro¬ 
vinces would try to build up an artificial building of an industrial kind, 
therefore I am convinced—I should like of course if such a scheme could 
be put into action in this country for the benefit of the country, but as a 
practical man I am convinced—that this scheme would lead to very big 
losses for the country. 

Mr. Currie : I agree entirely with Dr. Trip. 

Dr. Jeidels: The remarks of my colleagues are not in contradiction 
with the views I expressed. They only point- in stronger terms to the risk. I 
would suggest to my colleagues that the discussion of this paper of Mr. 
Sarker should be no reason for us to alter our written recommendations 
with regard to an industrial Corporation. 

Dr. Trip: Yes. 

Dr. Jeidels: Our recommendation for an Industrial Corporation as out¬ 
lined in our memorandum, is therefooe not to be replaced by Mr. Sarker’s 
paper with side remarks from us attached. We would like to see our 
suggestion stand as submitted. 

Dr. Trip: Yes, if you restrict the operations of that Corporation to 
public utilities and mining and general pioneer work. 

Chairman : Dr. Jeidels objects to the operations of this Industrial Cor¬ 
poration, outlined in Mr. Sarker’s scheme, being extended to all the indus¬ 
tries mentioned in classification (2). If its operations were made of a 
more limited character, and confined mostly to the industries mentioned 
in your memorandum, then Dr. Jeidels would not rule out an experiment 
with one industry outside the various items mentioned in the paper. That 
may be the only point of disagreement between him and you all. Dr. 
Jeidels made it clear that he thinks that if the Industrial Bank were to 
tackle all these various classes of industries from the beginning, there would 
be very great risk.. 

Dr. Jeidels: Yes. 

Chairman: And that he would prefer the Industrial Corporation to 
confine its operations to the industries mentioned in your paper. I call it 
your paper. I think that is a joint paper. At the same time he said 
he would not object to that Industrial Corporation taking up a single 
industry outside the group mentioned bv him and if it were not, a non¬ 
competitive industry— I think he laid stress on that—trying to foster that 
nna industry. But he would not take too many risks. 
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Chairman : Do you, gentlemen, go further and say that it should under 
no circumstances even make an experiment with a single non-competitiva 
industry outside the categories mentioned in your paper? That would be 
the only point of difference. 

Dr. Trip: I should not go so far as that. You should always have 
room for pioneer work. If Government see great possibilities in a certain 
industry and if it wants to start that industry in this country and makes 
this Corporation tackle that industry specially, I should have no objection. 

Mr. Currie : That is more or less my view. If you make any excep¬ 
tion outside public utility companies, you are letting trouble for the Cor¬ 
poration with everybody. 

Chairman: That danger was referred to by Dr. Jeidels; I am supposing 
that the Industrial Corporation is strong enough to face that danger. 
Would you still see objection? 

Mr. Currie: I think I can withdraw my objection. But I should 
not like it very much. 

Mr. MacDnurjall: My position in a nutshell is this. I entirely agree 
with the interpretation which Dr. Jeidels and Dr. Trip have outlined. 

Dr. Freiderich : I agree with the remarks of Dr. Jeidels. 

Mr. MacDougal: I think there can be no possible doubt that whenever 
it has been attempted by any Government, East or West, to interfere in 
these matters, more loss than profit has been the result. I think that 
is the experience of the West and the East, and it would be specially dan¬ 
gerous in a country that is not so well developed industrially as either 
Germany or England. 

Chairman: You have referred to the experience of other countries. 
Unfortunately, what we have been able to gather about Japan shows that 
that has not been her experience. She started with the Industrial Bank 
and according to all reports, this enabled her to establish a large number 
of industries which were not there, when the Bank was established. If 
you confine yourself to the experience of the West. I have nothing to say, 
But when you bring in the East, we shall have to examine your conten¬ 
tion in the light of whatever material we have been able to collect with 
regard to developments in Japan. 

Mr. MacDougall: Then I must withdraw my views with regard to 

the East. 

Dr. Trip : It is of course quite true that Japan has most admirably 
built up her industry, but nobody knows what sacrifices have been made 
by Japan to do that. I can only tell you my impression, because I have 
not been in Japan. The general impression in rhe Dutch East Indies is 
that they have sustained very heavy losses. 
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Chairman: That is not conclusive, because if the people of India are 
willing to submit themselves to similar sacrifices, the force of that point 
disappears, and that was the reason why I wanted to correct Mr. Mac- 
Dougall. 

Dr. Trip: The question in my view is whether it would not have been 
better for Japan to go more slowly than they did. They did it at a very 
quick pace and I am convinced that they sustained very big losses and it 
would have been better if they had done it a bit slower and followed the 
way we had followed. 

Chairman: That is your personal opinion?—Yes. 

Dr. Jeidels, have you anything more to say on this paper?—No. But 
as it is my last attendance at your meetings, I would like to give the con¬ 
sultation a practical turn by suggesting to consider the possibility of start¬ 
ing the Industrial Corporation with one of the hydro-electric power 
schemes in course of construction or already in operation in the Punjab or 
the Madras Presidency. 

Chairman: But then we shall probably be accused of going beyond our 
province. The Punjab has got a hydro-electric scheme of its own. The 
matter has formed the subject of enquiry by another committee on which a 
prominent Indian business man presided and the Punjab Government is 
free to take such action as it may desire to take with reference to the 
advice of that Committee. 

Lola Harlciahen Lai : It is not a private concern, it is entirely Govern¬ 
ment concern. 

Chairman: The United Provinces has got its own hydro-electric scheme 
also, but it is also a Government concern and you must remember that 
there is a paper safeguard wb'ch is a vote of the members of the Legisla¬ 
tive Council who provided the money. The same applies to Madras. 
Therefore the illustration which you wanted to place before us is not very 
apposite. These are absolutely the concern of the provincial Governments 
concerned, and if they are wasting the money of their taxpayers, they are 
doing so on the vote, of the provincial Legislative Councils. There may be 
disagreements, but unless and until there is a vote in favour of the 
scheme and the money is voted, no progress is possible. 

Dr. Jeidels: I think I did not make myself quite clear. My suggestion 
was to transfer inside of the province the enterprises mentioned into joint 
stock companies with 100 per cent, ownership of the province. Suppos¬ 
ing such joint stock company having two crores of share capital belonging 
entirely to the province, it would try the experiment of issuing a deben¬ 
ture loan for this first Industrial Corporation. 

Chairman: I quite see your point, but I doubt whether my Committee 
would at all like to touch on those matters, because as soon as we come 
to that, we are up against the much bigger proposition of nationalisation— 
a proposition which certainly in recent years has come into prominence in 
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•connection with our railways. It raises another question of policy which, 
as I have said, I should not like my committee to touch—100 per cent, 
■of the shares would belong to the province. 

Chairman : Instead of being the property of the taxpayers as a whole 
who get the profits or the losses, it is handed over to a capitalistic body. 
The capital itself may have come from within the province, but it ceases to 
•belong to the people of the province. It is a much bigger question—Similar 
objections were raised in my country in the Free State of Prussia which has 
been very active in building up a net of electric power supply, coal mines, 
•etc. When these public utilities were transferred for the purposes which 
I previously explained to a company in which 100 per cent, of the shares 
were held by the State, the Legislature passed a law that no shares should 
be disposed of without the consent of Parliament, as a safeguard that the 
private form of organisation should not interfere with the full state ownership 

Chairman : There again it may have some relation to the actual form of 
“Government, in Germany at the present moment but broadly speaking 
even with restrictions of that sort, it ceases to be the property of the 
people of that province. It is handed over to a capitalistic concern 
which may manage it better or may not. It is a question I do 
not intend to discuss. It may be that by legislation you may provide 
that profits beyond a certain limit must pass into the coffers of the 
province and in that way give participation to the people of the province 
in the profits. But these I am afraid, are matters outside the province 
of this Committee. As it is, I gave you the prominent example of the 
railways, a decision in connection with which was arrived at on the recom¬ 
mendations of a Committee which was not unanimous and on which the 
Vice-Chairman of my Committee sat. I have listened to numerous dis¬ 
cussions on this question in the Legislative Assembly. The real point is 
nationalisation versus ownership by a capitalistic concern. Even in 
England at the present moment there is a strong demand for the national¬ 
isation of railways. Mr. Currie, Mr. Cassels or Mr. Macuougall may not 
agree with that proposition, but there is a stronv feeling and a decision 
on that point will not depend on the advice of hankers or on the advice of 
businessmen but, if I may say so, on the demand of the people—Mr. Mae- 
Dougall: It is no' a demand that is growing. 

I do not know, but I have heard of the demand. You may say it 
is not growiner. but if we had here some labour members of the British 
Parliament, they would say that it is growing. Those arc matters on 
which a Committee on Banking can hardly buttin.—Dr. Jeidels: I am 
quite satisfied with having offered the suggestion and explained a possible 
method of proceduve. 

Mr. Manu Subedar : You recommended that the Imperial Bank should, 
in anticipation of its doing industrial financing and industrial banking, try 
to collect information and survey the field a little. Is not that so?—Yes. 

Mr. Manu Subedar: I would like to ask whether any of you have been 
able to have a look at the Industrial Commission’s Beport and the various 
reports of Industrial Survey in different provinces as well as the reports 
issued annually by Directors of Industries in various provinces. These 
contain an enormous amount of material. Apart from that material which 
emanates from various Chnmbers of Commerce, there may be material in 
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possession of private firms which is not known at the present moment but 
which would immediately be directed into a single channel the moment an 
all-India Corporation with wider functions than what you have said is estab¬ 
lished. Has your attention been drawn to this?—Dr. Jeidels : As far as I am 
concerned, I have not fully read, but studied a great deal of the report of 
the Industrial Commission; we have also had the opportunity of discussing 
the problem in one of the provinces, where the Department seems to be 
very well organised. Of course we have not made an Industrial Survey of 
India. If I suggested an Industrial Research Department for the Im¬ 
perial Bank, I had in mind that a bank as a private business enterprise 
selects industrial objects more on the line of practical possibilities than as 
a general survey. I would therefore like to let this suggestion about the 
Imperial Bank’s Industrial Research Department stand independently of 
similar governmental organisations. 

Mr. Manu Subedar : I would supplement what I have said by adding 
that everv Indian State has considerable information as to the resources in 
the State and as to the possibilities of development and much useful 
material is available, though it is not yet definitely examined from the 
point of view of practical industrial finance—Tt is no doubt, very valuable- 
material. 

Dr. Hyder: Take the case of the U. P. Government hydro-electric 
scheme. I do not know if the capital remains with the people of. the 
province. I should like to understand how you get your idea of business 
management—It is a step in the business direction. 

I want to know how you graft on private management to such a 
scheme. 

Chairman: As has been done in the case of the Railways, a manag¬ 
ing company is brought; m. 

Dr. Hyder : In the case of a managing company, the company owns 
the capital. 

Chairman :I am not talking of private "omr^'™, I ws» referring to 
the East Indian Railway after acquisition, when it was managed by the 
Company. All that the Company used to have was a share of the surplus 
profits. 

Dr. Hyder: If I am not wrong, I think they had some unredeemed 
capital also. 

Chairman: Thev were allowed to raise debentures outside the borrow¬ 
ing of the Government of India, but those debentures really became 
State loans. They did not possess any part of the property, the property 
became the property of the Government of India. They were managing 
companies and the three classes of distinction were well known, viz: — 
Owned by companies and managed by companies; 

Owned by the State and managed by the companies; 

Owned by the State and managed by tha State. 

Dr. Jeidels' proposition would refer to the second class, but from the 
nationalisation point of view, I am simply talking with reference to my 
recollection of debates in the Legislative Assembly. Again, there is the 
labour point of view. A company might not look after the interests of the 
labour employed in the business as a National Government would do. 
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Dr. Hyder: These are very important points. The desire remains 
supreme in my mind to introduce the idea of business management into a 
Government department, but I want to know whether there is no other 
way—Dr. Jeidels: There is among others the method tried with the 
German State Railways, the German railway company is a managing com¬ 
pany with a capital of 900 crores; it has a managing contract with Gov¬ 
ernment for sixty years, but the property belongs to Government. 

Chairman : Your Company would also own a part of the property and 
would be a joint stock company—Yes. 

Dr. Hyder: You have not the idea in your mind of part ownership of 
capital by the company?—There is also the possibility of part-ownership 
by Government. My suggestions are on the basis of full government 
ownership of the share capital, as I had only in mind to insert 
an element of business management througn the form of a joint stock 
company. 

Chairman : But while the joint stock company would own 100 per cent, 
of the capital of the concern, would it own 100 per cent, of the capital of 
the company? 

Dr. Hyder: My point is different. 100 per cent, full ownership should 
be in the hands of the Government. 

Lala Harkishen Lai: The U. P. Government is in many cases the pro¬ 
prietor of canals and waterfalls. The machinery for producing electricity 
belongs only in some cases to the Government, m other cases it belongs 
to the Government and f he electricity is sold to the company rather than 
to individuals.—Dr. Jeidels: It is the distributing part. 

Lala Harkishen Lai: In U. P. they start from various stages. Water 
supply stage up to machinery, distribution is outside, sometimes distri¬ 
bution is up to a certain limit, up to the bulk supply it belongs to Govern¬ 
ment and private distribution belongs to the company. 

Dr. Hyder : This is one form. I would like to know whether you can 
give us any hints as regards introducing a live business management into 
a Government department on the clear understanding that the ownership 
of the capital remains in the hands of the department on behalf of the 
peopleffil can only say that for the purpose in question no better form has 
been found than the transfer to a joint stock company with 100 per cent- 
Government ownership. 

Of course much would depend upon the efficiency of our Municipal 
Government. You include public utility schemes in your classification. 
The point is whether the distribution of electricity should not be under¬ 
taken by our municipal towns as part of municipal activity.—That the 
industrial development of this country came comparatively late is fortunate 
in the sense that she can use the experience of Western countries which 
generally started small generating electric appliances; to replace them by- 
large central pow-er stations created all kind of economic and political diffi¬ 
culties. The distributing part is a favourable field for municipal activity 
owing to the better local access to the public. 
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What would you say to the policy of Government producing current 
and then handing it over to a private company for supply?—I am not in 
favour of it; I would prefer that for certain districts it sells the current to 
a district distributing organisation, whether a joint stock company or 
municipal enterprise, 

Mr. Manu Subedar : I would like to ask you one question arising out of 
Dr. Hyder’s question. Assume there is a Government department with 
total ownership of a certain asset and that department is run in a manner 
which from the point of view of businessmen makes colossal mistakes, the 
sort of mistakes which would prevent its raising finance in 
the open market specially for that department. Of course on 
Government credit you can raise any amount of money. But if credit 
has to be raised on its own grouping, it would find very great difficulty on 
account of the business making mistakes.—The private joint stock com¬ 
pany would act as a sort of sieve. 

Mr. Manu Subedar : Let me give you a specific example. I do not 
want to reflect on any body. We have the Railway Board here managing 
very large railways in India. It is notorious that they have made several 
mistakes which businessmen would not make. 

Chairman: It is according to you. 

Mr. Manu Subedar: According to me. There is no businessman in 
that Board. They have to make very large purchases and they have to 
engage in business operations of various kinds and in our opinion there 
is not a single qualified businessman. 

Chairman: In your opinion, not in r our’ opinion. 

Mr. Manu Subedar: If the Railway Board came out in the open for 
eredit, do you think their credit would be affected if the management was 
purely a departmental management and not a business management? All 
the departmental mistakes are covered up by Government credit. If it 
was a business management, their credit would be better?—A joint stock 
-company with business management would most likely have an educative 
influence, because it has to depend more on the confidence of the publio. 

Apart from the joint stock managing company, have you any 
•experience of associating business management with a State-owned enter¬ 
prise?—I could tell you some, but it is a wide field, requiring more time 
than, I am afraid, is available. 

Chairman: I think it is hardly necessary to pursue it. The question 
of State versus Company management of a Government concern is not 
within the purview of our terms of reference and that being so, there is 
no point in pursuing it. Mr. Subedar may have his views, I may have 
mine which may or may not agree with his, but even if he were to agree, 
I know the views which have been expressed in the Legislative Assembly 
of the country. There are various aspects of it, not only the provision 
of capital, but the interests of labour, etc., and that being so, it opens a 
much bigger field than this Committee is entitled to discuss. 

Chairman: There is one point that Dr. Hyder was referring to. Even 
under your managing company, that company must be allowed to hold 
some portion of the shares; otherwise how would the company come into 
-existence. That is why he referred to the case of the East Indian Railway. 
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Though the property was the property of the Government they were given> 
a certain number of shares so that they could form a joint stock company 
tnd take over the management. That will be the same under your arrange¬ 
ment. When you say that 100 per cent, of the capital would belong to the 
U. I’. Government, if that were so, the joint stock company could not be 
formed. 

Dr. Jeidels: Practically 100 per cent, should be sufficient. 

Chairman: They might be allowed to have even one per cent, of the 
capital. That is what we did in the case of the railways. 

Oh. Mukhtar Singh: The law on the subject may be changed. 

Chairman : It is impossible to change the company law. How can a- 
company without capital and therefore without any interest in the efficiency 
of the management manage the concern? 

Ch. Mukhtar Singli : It starts with the Idea that the private people would, 
do it much better. That is why they come in. 

Chairman: When he speaks of privately managed concern, naturally he 
wants to hand it over to a joint stock company A joint stock company 
having in view the,in!crests of its shareholders would manage it more effi- 
cientlv than a Government Department whose shareholders are the general' 
public and they have not got the. same means of getting at these representa¬ 
tives as the shareholders of a joint stock company have got; and therefore 
his proposition must be fundamentally based on the idea that the lo.ln* 
stock company should possess a share—-it may be a very small share of 
the capital concerned. 

Mr. Dcvadhar: You refer to two aspects of solution of this problem. 
Government effort as well as private effort, and you are more in favour of 
private effort being initiated. 

Dr. Jeidels: Generally speaking and for this industrial business, yes. 

Mr. Dcvadhar: Dr. Trip suggested that there is always the risk of some 
kind of loss in the beginning. Out of these two which form would you 
prefer, the sacrifice being common, the loss being inevitable, whether Gov¬ 
ernment or private agency or a joint stock company should do it. 

Tn any case effort lias got to be made and experiments have got to be 
made. 

Dr. Jeidels: A private agenev w’oiild 1 probably tackle the problem differ- 
ently from Government, it would start smaller, built up slowly and 
will be more careful to avoid loss. 

Mr. Devadhar: That is why you favour the big schemes of the Punjab 
and the U. P. 

Dr. Jeidels: That is why I favour large schemes, particularly public 
utilities, because there the risk of starting on a large scale is not as great as 
in commercial industries. 

Mr. Devadhar: What would be your view in the case of small industries 
which do not come within the range of public utilities? 

Dr. Jeidels : I have no new suggestion to offer. 

Mr. Devadhar: What about large industrial concerns? 

Dr. Jeidels : I would refer to private initiative for large and to the urban 
c.o-oDerative movement for small industries. 
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Mr. Devadhar: Is the supply of pure milk included in public utility 
schemes ? 

Dr. Jeidels : It belongs to the co-operative field. 

Dr. Hyder: You must remember Nuremburg? 

Mr. Jeidels: You refer to Municipal distribution, which is a most diver¬ 
sified field of activity. 

Chairman: I do not think that is likely to lead us to any profitable con- 
• elusion. 

Mr. Devadhar: Cotton, sugar and other things are mentioned. 

Chairman: Dr. Jeidels does not accept Mr. Sarker’s list; Lalaji either 
■does not accept it. Let us discuss it among ourselves. 

This discussion is now finished and we now come, to foreign exchange 
banks. Before Mr. Subedar starts again, I have looked up my notes on 
the question of licensing. At that stage I said that there were two countries 
in which licensing prevails—Canada and Japan. Mr. Cassels comes from 
'Canada and I asked him whether it would be possible for him to tell us 
why this system of licensing was started in Canada and why it is still main- 
tained. He was good enough to tell me that he would reply later on. Will 
you be able to let me know now or later? 

Mr. Cassels: I think the answer is very simple one. The fact is that 
Canadian Banks have a right of note issue and, therefore, it is necessary to 
have some regulation. That is really done by the question of note issue 
being overlooked by the Canadian Banks’ Association. 

Chairman: The only other question is this. In the course of the dis¬ 
cussion it has been brought out that licensing may not be desirable and 
that the objective might be gained by some action on the part of the 
Reserve Bank. Supposing the business of licensing was handed over to 
the "Reserve Bank, would there be any objection to that, because then 
licensing would more or less correspond to the grant or withdrawal of that 
particular privilege. 

Dr. Trip: Practically speaking, it would come, in my opinion, to the 
same effect. It is only a question whether Government would give such a 
big power to what is after all a private bank. It is not a commercial bank. 
In any case in our country the Reserve Bank is a shareholders’ bank. From 
the practical point, every bank, every joint stock company, is absolutely 
free to start a bank, but whether the Reserve Bank is prepared to work 
with them is a question to be decided by the Reserve Bank. That is more 
a question of considering the soundness, the position of the new bank, than 
considering whether a country needs another bank. 

Chairman: There are various aspects, but the soundness is undoubted¬ 
ly one. Mr. Subedar at that stage brought out the interest of the depositor 
in the bank. The question of the Taiwan Bank was mentioned, though he 
did not know the facts and Mr. Buckley had to correct. Still there is an 
apprehension. 

Mr. Manu Subedar: I do not think that remark is justified. I knew the 
facts. 

Chairman: Mr. Buckley brought out the fact that no depositor in India 
actually lost by the shutting down of the Taiwan Bank. 
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Mr. Mann Subedar. Mr. Buckley thought that I said that they lost. 
But I was quite clear and said there were difficulties for the depositors 
and my not knowing the facts corrected by Mr. Buckley does not arise. 

Chairman-. People might lose. That was the point. The bank might 
have been an unsound bank and therefore, license might protect the 
interest of the depositors. Now, I take it that in Java the Reserve 
Bank could exercise that sort of supervision? 

Dr. Triii : Yes. 

Chairman : Therefore, if the Reserve Bank were the authority to issue 
the license, from the practical point of view there would be no objection, 
though theoreticalley there might be objection. 

Dr. Trip : Mr. Cassels points out that if they have in practice the power 
to decide whether a new bank will come in or whether the banks working 
in the country are sound, there is no necessity for a form of license given 
by the Reserve Bank, as in practice it comes to the same thing. 1 am of 
opinion that in practice it comes to the same thing. It is only a question 
whether they should be given the formal power to grant licenses. 

Chairman: Could you tell me what your objection is to the grant of 
the formal power? 

Dr. Trip : 1 always have the impression that a license covers a larger 
•field than in practice the Reserve Bank covers at the moment. If you 
take it that the Reserve Bank cannot refuse a license, except on the ground 
of unsound business organisation, then I see no objection. 

Chairman : So far as I can make out, the point of your objection is to a 
codification of a practice. You do not' object to the practice, hut you object 
to the codification of it. 

Dr. Trip: Yes. 

Mr. Manu SubeJar: Mr. Cassels, you have 3 branches in the United 
States? 

Mr. Cassels: We have a branch at Chicago, an agency in New York, 
and we have another institution which we own in San Francisco. There 
is another branch at ... . 

Mr. Manu Subedar: In which of these branches do you receive deposits 
and in which you do not? 

Mr. Cassels : They arc all in different States and every State has a differ¬ 
ent law. There is no Federal law controlling foreign banks in the United 
States. In the State of New York we are not allowed to take deposits from 
residents of the State; wc take from non-residents. In Chicago I believe 
we can take deposits from anybody. We have a branch in San Francisco 
and under the law it can do any banking business. A Californian Corpora¬ 
tion. 

Mr. Manu Subedar: You own the majority of the interest? 

Mr. Cassels : All the shares. 

Mr. Manu Subedar: And naturally being a Californian Corporation, 
they are free to do all kinds of business? 

Mr. Cassels: They are free to do what business they can in California. 

Mr. Manu Subedar: In New York where you cannot take deposits, 
you •till dc banking business there, lending business? 
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Mr. Casseh: Yes. 

Mr. Manu Subedar: You find the funds for that purpose from outside 
New York? 

Mr. Cause!$: From outside the country. 

Mr. Manu Subedar: Is it largely from your Canadian resources? 

Mr. Cassets: Yes, practically altogether. 

Mr. Manu Subedar: Don’t you find it impracticable to have to send 
money from Canada and to do business in New York? 

Mr. Cassets : Not the least. If is only a night’s journey. 

Mr. Manu Subedar: You would not keep a branch there unless it was 
profitable. There is no sentimental consideration in going to New York? 

Mr. ('assets: No sentimental consideration. 

Mr. Manu Subedar: Dr. Jeidels, may T invite your attention to the 
last paragraph on Foreign exchange business. You say an Indian institu¬ 
tion would in practice not he able to concentrate on foreign exchange 
business and would have to etteroaeh upon the field of other Indian hanks. 

Dr. Jcidcts: liy concentrate, I mean limit itself to foreign exchange 
business. 

Mr. Manu Subedar: The other foreign banks which are established now 
are also not able to concentrate or< foreign exchange business and are doing 
other kinds of business? 

Dr. Jeidels: Yes. 

Mr. Manu Subedar: To that extent tluy compete? 

Dr. Jeidels: Yes. 

Mr. Manu Subedar : Would you call it encroaching on the field of other 
Indian banks? 

Dr. Jeidels: Yes. 

Mr. Manu Subedar : If an Indian bank is established with the intention 
of doing foreign exchange business, it won.it not be very different from 
the existing 18 foreign banks. It would be the 19th bank of its kind? 

Dr. Jeidels: Yea. 

Mr. Manu Subedar: Is there any difference, except that the head office 
will be in India. 

Dr. Jeidels: There is perhaps a slight difference, not a very import¬ 
ant one. 

Mr. Manu Subedar: From this point of view there would be no differ¬ 
ence. It would do foreign exchange as well as other business? 

Dr. Jeidels: Yes. 

Mr. Manu. Subedar: I invite your attention to para. 3 on page 2. You 
sav* “There is the criticism that foreign banks by their competition render 
the development of national banking institutions more difficult”. Then 
vou reply to the criticism “That they are strong competitors and it is very 
doubtful whether Indian banks could replace the foreign banks considering 
the large capital and international connections of the latter. This very 
strong position of the foreign banks, as it is today, is likely to remain on 
the same basis for a long time? 

Dr. Jeidels: I suppose bo. 
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Mr. Manu Subedar: Therefore when you snv in the last paragraph that 
the experts see no objection to a new Indian bank of such a nature coming 
into existence with private initiative and capital, do you expect such an 
institution, if established in India, to succeed, or do you expect it to meet 
with very great difficulties? 

Dr. Jeidels : If it is strongly supported by customers, the merchants 
of the country, I do not think I am entitled to say that a bank of that 
kind could not succeed. 

Mr. Manu Subedar: But some of the foreign banks have very large 
resources and they have all got international connections. The Indian in¬ 
stitution would to this extent be at a disadvantage. 

Dr. Jeidels: I have only said that it is doubtful that the Indian institu¬ 
tion could replace them. If a new bank is started, sufficiently strong, and 
supported by customers, there is no reason why it should not be a suc¬ 
cess; at least one cannot say that it will not be a success; one cannot 
and ought not to pronounce death sentence over a new busineBB enterprise 
of this kind. 

Mr. Manu Subedar: You have said that foreign corporations render the 
development of Indian institutions more difficult. Would you indicate to 
us in what directions preference should be given? 

Dr. Jeidels : I would not give Indian institutions any legal preference. 
But I think it is only natural that the national sentiment cultivates their 
own banks with the result that of the additional business which is bound 
to come, in this country as in every other country, a comparatively large 
part goes to Indian banks. 

Mr. Manu Subedar: What have you in your mind when you mention 
legal preference? 

Dr. Jeidels : Anything whatsoever. 

Mr. Manu Subedar : According to opinions held in this country, foreign 
corporations compete with the established joint stock banks and prevent 
the growth of further joint stock banks. That is one established opinion 
in this country; and the other opinion is that the very strong position of 
the foreign corporations prevents the establishment of Indian corporations 
intending particularly to do foreign exchange business. Indian opinion 
thinks that it is in these two directions that the competition of the foreign 
corporations is very serious and that in order to assist Indian institutions 
something should be done. Is your reply that nothing legal should be 
done in both directions? 

Dr. Jeidels : Yes, in both directions. 

Mr. Manu Subedar: If nothing legal is done, do you anticipate any 
period of time when something legal might be dor e in order to expedite 
the process? 

Dr. Jeidels: I do not believe in any legal measure to that effect; it 
would do more harm than good to the commerce of the country. 

Mr. Manu Subedar: You say on page 3, item 1 that experts do not for 
the present recommend any restriction on such- competition. When you 
say “for the present”, would you kindly tell the committee at which 
period of time and under what circumstances you would consider restric¬ 
tions should be put? 

VOL. IV 1 
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Dr. Jeidtls: Under the present circumstances we do not recommend 
it, which means under all circumstances known to us. 

'Mr. Manit Suhedar: In what direction would you expect the circum¬ 
stances to change before you would recommend some interference? 

Dr. Jridels : I do not look forward to a change. 

Mr. Manu Suhedar: I would invite your attention then to paragraph 
<2, page 3, where you say that the amount of deposits which these people 
keep does not constitute an undue preference of private deposits. When 
would you think the time was ripe for interference? If they took what 
additional amounts would you recommend interference? Supposing they 
took 50 per cent, instead of 33, would you then say that the danger signal 
was up? 

Dr. Jeidch : If the tendency of the last 10 years continues more or less, 
which means that they do not increase iheir share essentially, then 1 
think the situation will bo the same as at present.. 

Mr. Manu Suhedar: lint suppose the tendency is for increased money 
to go into their hands? 

Dr. .ieiil‘ i <t: In or h r t* * an opinion I would have to investigate the 
masons for the change which has taken place. 

Mr. Manu Suhedar: lint under those circumstance* would you think 
that something would have to he done? 

Ur. Jeidelx: It depends on 'lie .sons for the change in development; 

they would have to he investigated. 

Mr. Mann Suhedar : Supposing by their competition or for other reasons 
a few Indian banks went under ami their deposits increased to let us say 
50 per cent, of tin* total? 

Dr. Jeidelx : One would have to see the actual reasons. It is not pos¬ 
sible for me to envisage those circumstances, because, they have not existed 
during the last 10 years. During the lust 10 years thevo has been no 
tendency hi t!i dbveiien * f taking away the deposit business from other 
banks. 

Mr. Mann Subtdur: During the next ten years we may not have the 
very valuable assistance which we are getting at the present moment. In 
your opinion as at present would you think 50, 60. 70 per cent of the 
Indian banking deposits going into their hands a danger signal or would 
you not even then interfere? 

Dr. Jeidelx: 1 have said that one would have to investigate the reasons. 
If there is a tendency of a permanent increase of the deposits of foreign 
banks to the disadvantage of the Indian banks, then it would call for 
full attention. 

Mr. Manu Suhedar : And further measures? 

Dr. Jeidelx: I’rohnblv further measures, afler the situation has been 
properly investigated us to the reasons for this development. 

Mr. Manu Suhedar: If the reasons became dangerous, you would then 
say that the mere considerations of efficiency and banking facilities would 
not apply and that the national policy would then come in 

Dr. JeHels: I do not think so. National policy is a very important 
factor, which we have investigated in the memorandum. 
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Mr. Chairman: May T say that I have not the least intention of cutting 
Mr. Subedar’s questions short, as they ore very interesting, but I have 
accepted an official invitation at 1-30 p.m.—The paper on foreign trade 
finance and foreign exchange banks has been made up by all of us. and 
I do not think that after yesterday’s full discussion I have any special in¬ 
formation to offer, which the other experts could not supply as well. 

Mr. Casseh: We share the views you have expressed so far. 

Dr. Jeidels: Therefore, if there are further questions in connection with 
•‘he paper, they can be put in my absence. 

Chairman: As it is, Mr. Subedar has got two more minutes and my 
intention was to give him those two minutes. 

May I take it, Mr. Subedar, that you do not want to ask Dr. Jeidels 
any more questions? 

Mr. Manu Subedar: I do not. 

Chairman : You wanted to make a statement at the end. Will you 
please do so now? 

Dr. Jeidela: I have written it down and gave it to you, Mr. Chairman. 
It is quite short and perhaps I had better read it. I have not given it to 
the Secretary for circulation because it contains only a few remarks, which 
I felt I should add and which are entirely personal; the other experts do 
aot share in the responsibility for them. 

(Dr. Jeidels then read out the statement.) 

“If I am allowed to make a few concluding personal remarks avoiding 
as much as possible to repeat my written and verbal statements, I feel 
that the picture which I tried to give, would be incomplete without the 
following observations ; — 

Banking, large industry, investment—and capital-market resemble in 
this country, more than in others which I know by experience, the sum¬ 
mit, not to say surface of a mountain which is at present only sparsely 
penetrated by modern banking and industry. In my opinion, it ia not so 
much deficiency of monetary, banking or industrial institutions, what 
accounts for it, but the nature of the mountain on which the edifice is 
built. Banks and industries can mutually help their progress by better 
cooperation, for which some suggestions have been made by us. It will, 
in my opinion, lead by and by to self-managed industry in larger units 
and to an improved investment-market. Inside of banking, co-operation 
wall raise the standard and create links between the various kinds of bank¬ 
ing including the old and valuable elements of iadigenous banking. This 
co-operation will have to be crowned, as soon as possible, by a Centra 
Banking Institution, the contemplated Reserve Bank. It is not onb 
necessary for the imminent functions of a Central Banking Institution fc 
currency but also for improvement and enlargement of banking throughov 
the country. 

The essential progress has, however, to come from the economic body, 
on which this whole structure is ultimately based from the agricultural 
community. Rural credit in India inspite of the efforts of the Co-operative 
Movement whose ultimate success and blessings are for me beyond doubt, 
seems to me to be essentially the field of the money-lender. The money¬ 
lender is also the financial agency for that part of ibe population which W' 
increase in ’ importance with the natural devel jpment of industry; tfi 

t 3 
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industrial workman. It is a purely personal opinion which I feel obliged 
to express, before finishing my job, and which may not at all be shared 
by the other experts who are not responsible for these observations:— 

Money-lending, in the sense in which it is used in India, is in itself 
a legitimate instrument of credit, but if money-lending is done at exces¬ 
sive rates, with hard pressure upon the debtor and with the effect of an 
ever increasing indebtedness of the agricultural class and the industrial 
labourer, then it becomes a danger to the country. On the improvement 
of the lot of the small agriculturists and the industrial workman depends 
productivity and purchasing power; it therefore determines the future also 
of industry and banking. My knowledge of conditions is, no doubt, in¬ 
complete but it is my conviction that protection of the borrower is es¬ 
sential for the economic welfare of the country. While it is conceivable 
that the profession of the money-lender can eventually become a useful 
link in the credit system, I do not think it possible without a pressure upon 
those money-lenders who abuse their economic strength and the weakness 
of the borrower. 

Being aware of the obvious objections against a regulation which is 
not cniorced, I do not advocate criminal anti-usury law. 1 propose civil 
legislation on the following line: — 

1. Contracts providing a higher rate of interest than 1J per cent. 

for the first say 3 on 6 months and 1J per cent, per month 
for the following months, are only valid up to the maximum 
rale of interest. The borrower can refuse at maturity to pay 
a higher rate than the legal maximum. 

2. The borrower who has paid u higher rate of interest, is entitled 

during ten years to recover by law-suit, for which a simple 
procedure is to be devised, all interest paid above 1 per cent, 
per month. 

I am not in doubt that this legislation would not have a great immediate 
effect, but its efficiency would progressively grow with successful efforts 
of ever more borrowers who either refuse to puy or recover excessive interest 
paid. To meet evasion in form of commission or other practices, may be 
left to courts. 

It cannot be expected that the abuse of money-lending being a curse 
of the country since ages, can be expelled by a miraculous remedy and I 
do not consider myself as sufficiently competent to dispute arguments 
gainst my suggestion But it seems to me to avoid some defects cf other 
neasurcs. To deprive money-lending of part of its attraction by creating 
permanent legal uncertainty to illegitimate lending, would perhaps help to 
pen one of the two resources to which the investment habit has at present 
o access: private money-lending and monetary hoarding. And it would 
}, if I may add this without trespassing a step in the direction of justice 
<nd state consciousness.” 

Dr. Jcidels: I felt that I should submit these short remarks, as I 
think it would be incomplete to speak about banking and credit without 
adding some observations on money-lending. They are purely personal 
and I put them on the table with all possible modesty. 

Chairman : Of course it will receive due consideration on our part in 
onnectiou with rural finance and wo will probably have to discuss the 
latter w>th Mr. MacDougall and Dr. Friederich. I will only make one 
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It follows from the above that apart from the loans or advances 
against securities and gold coin or bullion, the Reserve Bank’s business 
will depend on the demands for credit by the so-called “Scheduled 
Banks”. The term “Scheduled Bank” means a bank included in the 
First Schedule to the Bill. 

The following exceptions to this rule are allowed: — 

(a) For the purpose of financing seasonal agricultural operations or 

the marketing of crops, bills of exchange and promissory 
notes of not more than six months’ maturity, may be pur¬ 
chased or rediscounted to a limited extent, which bear aa 
one of the signatures that of a Provincial Co-operative Bank 
instead of that of a scheduled bank; 

(b) During the first five years loans and advances may be made against 

promissory notes of any scheduled bank or a Provincial Co¬ 
operative Bank, supported by documents evidencing title to 
goods which have been transferred, assigned, hypothecated 
or pledged to any such bank as security for a cash credit 
granted for bona fide commercial or trade transactions, or for 
the purpose of financing seasonal agricultural operations or 
the marketing of crops; 

(c) When, in the opinion of the Board of Directors of the Bank, 

it is necessary or expedient that such action should be taken 
in the interests of Indian trade or commerce, or for the pur¬ 
pose of enabling the bank to perform any of its functions, the 
Bank may purchase, sell or discount any bills of exchange or 
promissory notes drawn and payable in India and arising out 
of bona fide commercial or trade transactions, bearing two or 
more good signatures and maturing within ninety days. 

The question arises whether these provisions will enable the Reserve 
Bank to exercise full influence on the internal interest rate and to prevent 
undue increase of that rate during the busy season. We doubt whether 
this will be the case. 

In the first place attention may be drawn to the fact that no well- 
developed and extensive bill market exists in India and that it will take 
years before such a market can be created. As the experience with regard 
to the loans from the Paper Currency Department to the Imperial Bank 
has shown, the amount of trade bills which are available as securities for 
these loans is insufficient. Notwithstanding the efforts of the Imperial 
Bank to create bills against its outstanding credits, it was often impossible 
to borrow, within the limit of the maximum of 12 crores, the money that 
was wanted to meet the seasonal demand. As compared with loans and 
cash credits the inland bills, discounted and purchased, form only a small 
item among the assets of the Imperial Bank. It seems, therefore, very 
likely that the. Reserve Bank, in so far as its business is limited to the 
purchase and discount of bills and promissory notes arising out of bona fide 
commercial and trade transactions and bearing two or more good signatures, 
will not be able to provide the country, on the basis of such bills and 
pronotes, with sufficient accommodation to tide over the periods of strong 
demand for money. 
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In the second place it ought to be emphasised that the position of the 
scheduled banks under the Bill will be so strong that it is not incon¬ 
ceivable that they will much more than the Reserve Bank, decide upon 
the level of the interest rate. During the slack season the position will 
be that there will hardly be any business for the Reserve Bank to do, 
whilst on the other hand in the busy season, as soon as the scheduled banks 
will have to apply to the Reserve Bank for credit help they will probably 
raise their rates. The result will be that fluctuations in the interest rate, 
as result from the present system, will continue. 

These considerations bring us to the conclusion that the Reserve Rank 
should he given the opportunity of making loans and advances on the 
security of movable goods, wares and merchandise besides the warehouse 
icon ant a or warehouse receipts representing th e same. 

To avoid misunderstanding, it may be added that the Reserve Bank 
need not necessarily avail itself of this opportunity to a large extent; the 
mere fact that the opportunity exists will enable the Bank to exercise a 
strong influence on the level of the rate of interest. 

In this connection we would point out the following considerations, 
which form the introduction to the further measures which, in our opinion, 
should be taken with regard to the money market in India. 

As stated above, no elastic and well provided bill market exists in India. 
This is the result, not of lack of organisation, but mainly of the fact that 
for the time being the fundamental conditions for suqh a bill market are 
lacking. We need not go into details in regard to this subject, since it is 
generally agreed upon that it will take time before these conditions will 
be fulfilled. We must face the facts, and since the facts in this respect 
are that preparatory work of several years will be needed to educate the 
financial and business community of India in order to make it ripe for a 
real and highly developoid bill market, we must try to achieve our aim 
in a way which will meet the present conditions of the country. 

This method is, in our opinion, to develop, extend and improve as far 
and as soon as possible, the system of credit giving ugainst the security 
of movable goods, especially of the products of the country. As long as 
credit instruments, which are based on personal standing, confidence and 
knowledge arc not available to such an extent as is necessary to finance 
business and trade, the deficiency must be filled up by basing the credit 
system on the security of valuable and liquid assets as bonds, shares and 
movable goods. This has been the experience in other countries. As a 
striking example we may point to the Dutch East Indies, where no money 
market and no inland bills exist. With a few exceptions the whole inland 
credit system in that country, of both the Reserve Bank (Java Bonk) and 
commercial banks, is based on the making of loans and advances against 
the security of stocks and funds, goods, wares and merchandise, coin and 
bullion, besides the warehouse warrants or warehouse receipts representing 
the same. Moreover, the commercial banks grant credits to sound planta¬ 
tions during the crop growing time against security of the crops. 

If, follows that the Java Bank docs not net as a bankers’ bank in the 
strict sense of the word. This would be utterly impossible under the 
prevailing conditions since the bank would be unable to exercise any 
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influence on the interest rate in the country and would be compelled to- 
restrict its task to that of an exchange bank without being able to co-ordi¬ 
nate its foreign exchange business and its inland credit giving. 

Under the present system, the Java Bank is in a position to stimulate 
inland trade, to provide cheap credit which results in better prices for 
the products of the country, to expand its credits in order to tide over 
periods of stringency or to restrict its credits in order to strengthen the 
international position of the currency. This system works most satis¬ 
factorily because it suits the conditions of the country and the stage of 
development of its population and its business life. It is not artificially 
built up on the example of foreign countries where circumstances are quite 
different. It has grown gradually in the course of the century, during 
which he Java Bank acts as the bank of issue of tho Dutch East Indies. 
The interest rate for short-term credit is moderate—at present 4$ to 5 
per cent.—and this rate is usually maintained at the same level during the 
busy season. 

This survey leads to the conclusion that considerable improvement of 
the credit situation and the money-market in India can only under present 
conditions be achieved by improving and extending, as far and as soon 
as possible, the storage and warehousing of goods in order to enlarge the 
basis of the credit system. 

It seems premature at the present stage of our work to enter into 
details. If our view might be accepted, a scheme could be devised in 
connection with the needs of the marketing system, since both credit 
system and marketing are involved. 

The ultimate aim would be, in our opinion, to cover the country with 
a widespread network of warehouses or godowns, adapted as much as 
possible to the requirements of the various parts of the country; the 
establishment and management of these warehouses should, as far as 
possible, be in the hands of one big private company with agencies in a 
gradually growing number of marketing places. The warehousing system 
should be linked to the railway system; arrangements should be made for 
grading the products stored in the warehouses, according to their quality. 

The warehouse receipts issued by the company would be negotiable 
instruments of title which can safely be accepted by banks and bankers as 
collateral for credits. 

If such an organised and well managed system of warehousing could 
be established, an instrument would be created which suits the needs of 
the country better than, under present circumstances, the bill of exchange 
or promissory note can do; these instruments would form media between 
the different parts of the present credit and banking organisation; they 
would enable the Reserve Bank to make its policy, with regard to inland- 
credits. effective and to tide over periods of stringency in the money market. 

The great problem in respect of the money market under present condi¬ 
tions in India is to create an instrument which is acceptable to all parts 
of the banking organisation, which is not exclusively dependent on the 
standing and respectability of the borrowers, which represents a real value 
in non-nerishable, readily saleable goods. This can only be achieved by 
•establishinsr a warehouse system as advocated above, and therefore the 
forces of Government and business life in India should he concentrated 
on the construction and development of such a system. 



364 


Apart from this aim, measures to stimulate and extend the use of bills 
ought to be considered .—As stated in several reports, the use of Muddati 
' Hundis has diminished in the course of time. Considerable difference of 
> opinion on the causes of this phenomenon exists. 

As such reasons are mentioned: — 

the development of the cash-credit system which is said to have 
unfavourably influenced the use of bills; 

the reluctance of banks to discount these bills as freely as before, 
without the reasons for this reluctance having been mentioned; 

the high stamp duty. 

However this may be, it seems of greater importance to devise remedies 
than to enter into discussions on historical development. 

It ought to be emphasised at the outset that genuine trade bills, as 
would be eligible for purchase or rediscount by the Reserve Bank, can only 
be created if producers and traders are prepared to sell on credit. The dis¬ 
tinction been trade bills and finance bills is of the greatest importance 
and the information which we gathered, seems to point at great difficulties 
experienced by purchasers of bills in endeavouring to distinguish between 
these two classes of paper. 

The establishment of the Reserve Bank must also in this respect be 
considered the first and fundamental measure for gradual improvement and 
extension. The published rate of the Reserve Bank should be the dis¬ 
count rate for genuine first class trade bills and loans even against Govern¬ 
ment securities should have to pay a somewhat higher rate. The 
popularity of the bill of exchange or hundi would be increased since an 
inducement for trade and banking would be created to foster the bill 
market. 

The stamp duty on usance bills should be reduced if the contention 
that the duty is excessive would prove to be correct; uniformity of this 
duty for all parts of India should be advocated. 

The importance of furthering the issue of vernaculars and of the 
standardization of that use has already been emphasised in the memoran¬ 
dum on commercial banks. 

All these means may be useful, but it must be realised that consider¬ 
able improvement can only be achieved if and in so far as on the one 
hand the existing prejudice against the rediscounting of bills could be 
■removed and, on the other hand the necessary educational work meets 
with success. 

The prejudice seems to exist with the indigenous bankers and also 
with joint stock banks. They regard it as a sign of weakness to redis¬ 
count their bills. We think it hardly conceivable that their prejudice could 
last a long time after the constitution of the Reserve Bank. The fact 
that even the Imperial Bank will avail itself of the rediscounting facilities 
of the Reserve Bank will, in all probability, dispel the prejudice. 

The educational work will certainly take a much longer time. This 
■work must aim at creating the knowledge and confidence which in western 
countries, especially in England, are the foundations of the bill market. 
This knowledge and confidence are lacking with regard to the genuine 
character of the bill and the financial standing of the signatories to the 
bill. It seems to us that the initiative to improve this situation must be 
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taken by those who are in the position to create bills and who want to • 
sell or discount these bills. They, the producers and traders, must come 
to the conviction that they serve their own interests by disclosing their 
real financial position to their banks. If they act in accordance with this 
conviction and an inducement, as advocated above, is created by the Beserve 
Bank for the use of bills, a gradually growing number of first class trade 
bills will come forward. The Beserve Bank and the commercial blanks will 
then, in due course, have to decide whether a further step should be 
taken by raising the interests on cash credits in current account to a higher 
level than the rate for such credits for a fixed period of two months. 

Perhaps the most important, but at the same time the most difficult 
measure would be to extend the working sphere or in any case to improve 
the banking standard of those who may be considered as the original 
operators in the hundi market, the indigenous bankers. 

Not much is known of this class of the banking community, but it 
cannot be doubted that their work in financing agriculture, internal trade 
and small industries is of great value to the interest of the country. 

With regard to the position of this class of business men, it must be 
concluded that in several parts of India their position i s weakened as a 
result of the spread of more modern banking methods. 

It has been experienced in most countries that the influence and the 
working sphere of the private banker has diminished as the commercial 
banks penetrate into the country. This natural course of events will con¬ 
tinue in India, but it will spread over many years to come and it seems 
not unlikely that, even apart from the influence of the present world 
crisis, the process will be slackened. It may be pointed out in this respect 
that after the Beserve Bank will have been started and the Imperial Bank 
will be converted into a purely commercial bank, the Government will not 
any longer have the opportunity of compelling this bank to establish new 
branches in places where no fully remunerative business can be found. 
The number of places which offer the possibility of remunerative business 
for branch banking will grow very gradually. 

All things taken together, it must be expected that the country for 
its banking accommodation will need the indigenous bankers during a great 
many years and such the more since a part of the large field, which is 
covered now by the moneylenders, may in future be opened to the indi¬ 
genous bankers. 

We think it, therefore, of the greatest importance for both, the general 
interest and the indigenous bankers, to strengthen the position and to 
raise the standard of these bankers. This can only be done with the co¬ 
operation of themselves. They will have to adjust their position to the 
changed circumstances and they will have to decide upon the direction 
which they want to follow. 

The first requirement would be that a clear distinction be made 
between their banking business on the one hand and their trade and other 
activities on the other side. They can either give up their trading and 
other occupations than banking, or they can give up their banking. A 
third possibility—the transformation of their trade department or their 
banking department or both into separate companies in the form either of 
a joint-stock company or a commaudit-company—-has already been dis¬ 
cussed 
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We are not in favour of compulsory measures with regard to the indi¬ 
genous bankers. They should establish or reform their own associations, 
■which would have to make regulations with regard to rates of interest, 
publication of balance-sheets and profit and loss accounts, proper book¬ 
keeping and auditing, and in general have to take all those steps which 
seem appropriate to raise the standing and improve the banking methods 
-of their members. 

A close contact should be established between these associations and the 
Reserve Bank in order to enable the latter to influence the policy of the 
former in the interest of their members and of banking in general. 

The membership of an association as we have in view would greatly 
raise the standard of the indigenous bankers and would inspire the public 
with confidence to entrust their money to these bankers. This undoubtedly 
would develop the banking habit, attract deposits and reduce any hoarded 
capital. 

If these lines could be followed, and if the individual indigenous bankers 
are prepared to disclose their financial position to the banks with which 
they do their business, it may be expected that the conditions for an 
extension of the bill market will be created. Their knowledge of local 
conditions and of the trade transactions, which must form the 
basis of good bills, the confidence which their signature on the 
bill will inspire will induce commercial banks to discount their bills more 
freely than at present. They will be the agency through which the 
financial transactions of inland trade may be moulded to a higher degree 
than at present in the form of bills. They will thus provide the banking 
community with a gradually growing number of indigenous bills, which 
may be rediscounted by the commercial banks and eventually by the 
Eeserve. Bank , whilst we think it advisable that the Eeserve Bank should 
establish direct relations with and grant rediscount facilities to those indi¬ 
genous bankers who have compiled with the desiderata already explained 
and whose financial position satisfies the Bank’s requirements. 

In the above no mention has been made of the introduction of Eupee 
bills in connection with the import trade of India. At the present stage 
we consider the improvement, of the inland bill and money market as the 
fundamental and primary problem. This problem must be solved before 
progress to an appreciable extent can be expected in the use of Rupee 
bills for settling foreign trade transactions. The question in what currency 
the bill will be drawn, forms part of the conditions which have to be 
agreed upon by buyers and sellers. It needs no comment that they will 
try to find the cheapest solution. Under normal circumstances the 
currency of that country will be preferred where the lowest rate of interest 
prevnils and the money and hill market is so well developed that no doubt 
can exist about discount facilities being available at any time during the 
currency of the bill. These conditions arc lacking in India. As long as 
this is the ease trade and industry would be hampered and the cost of 
imported goods raised by enforcing sellers of foreign goods to draw Eupee 
trill* 

Chairman: I think it will perhaps be useful if we begin with the prae- 
rioa] bankers, Bala Harkishen Lai, Mr. Lamond and Mr. Buckley. 

Lain Harkishen Lai: Does the term ‘money market’ mean *he local 
markets of Calcutta and Bombay, or does it refer to the circulation cf 
money all over India. 
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Dr. Trip : The circulation of money all over India. 

Lala Harkishen Lai : You speak of the central money market and tiro 
bazaar money market. Do vou find these markets everywhere in India, 
or are they the feature only of Bombay and Calcutta? 

Dt. Trip : As far as I am aware, principally of Bombay and Calcutta, 
and perhaps of Madras. 

Lala Harkishen Lai: Is there a central money market in Delhi, Cawn- 
pore. Amritsar or Ahtnedabad? 

Dt. Trip : No, but I think the transactions that ore done in Delhi by 
banks are to a certain extent part of the building; of the money market. 
I mean by ‘central money market' and 'bazaar m»ey market' two types. 

Lala Harkishen Lai: Are there in Delhi both these types of markets? 

Dr. Trip : Generally in every country the money market iB in an im¬ 
portant centre. In Holland the money market is in Amsterdam. In 
England it is in London. 

Lala Harkishen Lai: That is why I asked whether you referred only 
to Calcutta and Bombay, and you said ‘No, all over India.’ Have you 
revised your opinion? 

Dr. Trip : No. The money market in big places draws money from all 
over the country. Money flows from the country to the central money 
market. 

Lala Harkishen Lai : I understand the London Money Market and pro¬ 
vincial money markets are different. That is my impression. 

Dr. Trip : In my country the money market of Amsterdam is built up 
from the resources of the country. 

Lala Harkishen Lai : Wc lmve heard in the discussions that bills can be 
discounted at private firms as well as at banks, and there are therefore 
two markets in Cnlcuttu and Bombay. I do not know whether even in 
Madras there are two markets. The question arises whether this feature 
of two markets existing side by side in two main places, naim'y. Calcutta 
and Bombay, is found in Cawnpore, Delhi and other places, \\l; , ' , h are 
also big places. 

Dr. Trip : My impression is that bazaar markets exist in these places. 

Lala Harkishen Lai : No central money markets? 

Dr. Trip : No. 

Lala Harkishen Lai : Does the influence of bazaar money markets 
extend over very wide areas or is it limited to the cities or any portions of 
them only? 

Dr. Trip : I think their influence extends only over the places where they 
•re. 

Lala Harkishen Lai: You have not enquired whether in places like 
Muttra or Meerut there are bazaar money markets. 

Dr. Trip : No. 
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Lala Harkishen Lai : You say that the control of currency and credit 
in India is in the hands of two distinct authorities, the Central Govern¬ 
ment and the Imperial Bank, and you recommend that the control oE both 
should be in one hand. Would you kindly tell me the countries where 
currency and credit have gone hand in hand under one authority for tb» 
last 25 years. 

Dr. Trip : I think most of the countries where well equipped and deve¬ 
loped central banking is working. I should say in most of the countries 
apart from some small countries. 

Lala Harkishen Lai: England of course we might take, but wsb it the 
case that in 1901, 1902, 1903, the Bank of England controlled the currency 
and credit of Scotland, Ireland and Wales? 

Dr. Trip: No. 

Lala Harkishen Lai : Therefore Scotland, Ireland and Wales came later. 

Dr. Trip: I think they had private banks which had the right of issuing 
notes. 

Lala Harkishen Lai: I should like to know since when Scotland, Ireland 
and Wales came to have one authority for dealing with both the matters. 

Dr. Trip: I think in Scotland and Ireland, there is now one authority 
to deal with them, but I am not sure. 

Lala Harkishen Lai: Currency and credit might have been together tor 
a long time there, and also in your own country, but would you say the 
same thing of Belgium, Sweden and Norway? 

Dr. Trip : Yes. 

Lala Harkishen Lai: Which was the authority that really controlled the 
money market and credit and currency in Sweden and Norway? 

Dr. Trip: I cannot tell you. 

Lala Harkishen Lai : Before the Empire, Germany could not have 
answered to this description, and after the establishment of the Empire 
how many years did it take before credit and currency came under one 
authority ? 

Dr. Trip: I could not tell you. There are some banks which issue their 
notes even now. 

Lala Harkishen Lai: In Italy both the matters came under one 
authority only recently, and the same will be true of other countries becauae 
they have never been really financially strong. That is, it is a matter 
of recent growth. 

Dr. Trip : To a certain extent it depends upon the country. 

Lala Harkishen Lai: Do you say that we are behind the times? 

Dr. Trip : I won’t say ‘behind the times'. I think it is really a pity 
that no central banking authority has been started in this country long 
ago. That is my opinion. 

Lala Harkishen Lai : Going back another 25 years, there are countries 
like Germany and France, and since recently, countries like Italy, Czeko-: 
Slavokia and Jugo-Slavia, which really got enriched by industrial profits- 
much more than they ever did in the previous century Or half a century. 
Leaving aside conditions during the war, the income of Germany from 
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industries has increased much more within the last half a century than 
before. It is this income from industries that has highly influenced the 
money markets of those countries. 

Dr. Trip: With regard to the money market, you mean that industrial 
development is the foundation for the improvement of the money market? 

Lala Harkishen Lai: Our difficulty is—whether it is reflected through 
the money market or through bunks or through any other agency— that we 
are short of money and money is dear. Even the money that is there is 
not organised and is therefore irregular. While you have been dealing with 
one aspect. 

Dr. Trip : I have taken the position of this country as it is. 

Lala Harkishen Lai: Quite so, but that would mean that the difficulties 
I have described are not reviewed in this paper, and that it only deals with 
the method by which it could bring its resources into one pool and go as 
far as it can go with the resources it has at its disposal. Is it not so? 

Dr. Trip: Yes. 

Lala Harkishen Lai: Would you be prepared to consider at a later stage 
the shortness of money which is duo to smallness of income? 

Dr. Trip: I think it is not within the purview of banking. It is con¬ 
cerned with the economic development of the country, and I had not- the 
impression that we came here to advise on the economic development of 
the country. 

Lala Harkishen Lai: When we framed the questionnaire we talked not 
only of the money market, but we talked of industrial finance, expansion 
of banking in India with a view to meeting the requirements of foreign 
trade, internal trade and so on. It was said the last time we met that 
foreign money introduced in a certain fashion at a certain stage might to 
some extent help us. When foreign money begins to come in very freely, it 
will affect our money market also. At the same time if w ( > have no other 
way of bringing more grist to the mill, we must bring foreign grain and 
grind it. 

Dr. Trip: I quite see the point. 

Lala Harkishen Lai: Therefore, so far as some members at any rate 
are concerned, we had in our mind not only regulation, but more and mere 
deposits to make money available for our industries. But that has not 
passed in your mind. 

Dr. Trip: No. It is of course desirable for this country to get foreign 
money or mouey that can be earned in this country- by economic develop¬ 
ment. But it is outside the purview of the money market. Money market 
is in the first place n question of organisation and gathering of the amounts 
that are available. 

Lain . Harkishen Lai : When wc think of the money market we think 
of the money market of the whole country, not only of Calcutta and 
Bombay, and I asked you whether you would have more money markets 
in India than two. If we understand that your paper deals only with the 
present resources and not others, our questions will be more limited than 
otherwise. 

Dr. Trip: I cannot see how it is possible to write a paper on the money 
market in a country when you bring in the whole economic development 
of the country. It is a thing, in my opinion, quite apart from the money 
market. 

Vot. iv 
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Lala Harkishen Lai : Whatever tile reason may be, this paper does not 
deal with these things. Let us take things as they are. You say that the 
control of currency and credit is in the hands of two distinct authorities. 
So far as I can make out from a reading of the whole paper, a Reserve 
Bank would be able to regulate the rate of interest better than the Imperial 
Bank. The advantage of • starting the Reserve Bank and bringing the 
currency and credit under its control is that money will be more regular 
and perhaps cheaper. 

Dr. Trip: Yes. 

Lala Harkishen Lai: Credit facilities in a country are generally supposed 
to be based on gold supply. Some people have written books recently 
where they say that trade bills might also be considered as good security 
for a part at any rate of the currency, and that thus the circulation of 
currency might be increased. Mr. Currie took exception to that the other 
day. Do you take exception to that? 

Dr. Trip: Trade bills can be good cover for currrency. I do not think 
that Mr. Currie differed from that. 

Lala Harkishen Lai : If industrial property could be made cover for the 
currency of the country. 

Dr. Trip: That is a different thing. 

Lala Harkishen Lai: It is not. 

Dr. Trip : You spoke of bills. 

Lala Harkishen Lai: My impression from a study of the new literature 
is that if trade bills could be good cover for currency, industrial property 
could be as good a cover for it, or perhaps it would be better cover for it 
than gold itself. 

Dr. Trip: We do not agree. Goods and raw produce either sold or on 
their way to the market can be used as cover. 

Lala Harkishen Lai: It means that the Reserve Bank you propose may 
enlarge the currency against bills for goods at various stages of manufacture, 
completely manufactured or raw. 

Dr. Trip: Yes, only as far as the goods are produced and are on their 
way to the market. 

Lala Harkishen Lai : The sugar cane railed say 40 miles away from 
the country will not be a good security for bills, but the cane when it is 
crushed and turned into sugar would be. 

Dr. Trip: Yes. 

Lala Harkishen Lai : Then you do not take raw materials as good trade 
bills? 

Dr. Trip : No. That is too far away from the sale. 

Lala Harkishen Lai: But raw materials warehoused and sold say 3 or 4 
months after as such you do consider as good bills? 

Dr. Trip: Yes. 

Lala Harkishen Lai: But if that raw’ material leaves the warehouse and 
travels to the factory and then gets to the factory godowns. that ceases to 
be a good bill? 

Dr. Trip: That of course, is a question of the credit of the factory. 
If the factory buys raw material. 
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Lala Harkishen Lai: Why 1 am asking is this. In England, especially 
in Lancashire, the cotton is delivered to the mills from day to day but in 
this country the cotton has to be stored for 9 months, especially up country, 
not Bombay. 1 n .Bombay perhaps they get 3 days’ supply, or 4 days’ 
supply- sometimes more, but up country the cotton has to be stored for 
8 or 9 months to work the mill for the whole year. Would that cotton in 
the warehouse of the factory be a good security for bills which may even¬ 
tually he rediscounted or discounted by the Reserve Bank? 

l)r. Trip: Well. 1 should say preferably not. I think we must 
have saleable goods. When a bill is drawn on the factory for the cotton 
purchased by it and the financial position of the factory is sound, then 
it might he it bill which is ipiite all right. 

Lain Harkishen Lai: I am asking this question because at a later stage 
you do state that you do not consider any bills for a longer period than 90 
days. The bills art; to represent the condition of trade and commerce in 
a country, not that there should be a universal rule. 

Dr. Trip : 1 should say that would be bills in the first place to 
be taken by the commercial bunks, because I attach the greatest value 
to thi' Reserve Banks being liquid institutions so that they have oppor¬ 
tunity of restricting or extending their currency within a short period, and 
I think, generally speaking a. period of 8 or 9 months is too long. 

Lala Harkishen Lai: Quite so. But sometimes old seasoned wines are 
much better for use. 

Dr. Trip : That is not so with regard to money. 

Lala Harkishen Lai: The system of trade and especially of industries 
in some countries really depends on the division oi labour. In England, 
for example, one gathers this—that the cotton is contracted for but is 
owned and kept in the warehouse by one party. Then it moves to the 
factory, two days before it is really used. Well it then becomes vara m 
the mill say in 3 or 4 days. As soon us it is made yam it goes to another 
mill, the weaving mill. From the weaving mill perhaps it takes a week. 
Then it shifts to the shippers’ godown and so on. Therefore the property 
of the goods there is for a very short time, because the industry is not 
really consolidated in the way that it is done in India. Ii? India you hive 
to buy cotton upcountry during the season, stock it in your own mi!'., use 
it gradually from day to day and when the yarn is made it has to be woven 
in the same place, has to be dyed in the same place, and sold from the same 
place. So that the raw material that comes into an Indian mill takes 
sometimes 6 weeks; perhaps, that is the shortest time in a cotton mill, and 
sometimes it takes 10 months, which is the longest. That is the way that 
the mills work here. Now the question comes in whether the money 
market of India should not recognise these features of the industry is they 
are, rather than on somethin? ideal which does not exist in this country 
hut exists in other countries; that also, rs far ns T know, only in England. 
In other countries T don’t think the division is so very sharp as T hnve 
described in Lancashire. 

Dr. Trip : We discussed that question with regard to industrial 
finance of the mills; thev ought to have their normal working capital them¬ 
selves so that they need not depend on banks, and certainly not on the 
Reserve Bank. 
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Lala Harkishen Lai: You would shut these bills out from the money 
market or the Reserve Bank? 

Dr. Trip: I would shut them out from the Reserve Bank. 

Lola Harkishen Lai: Otherwise you would not shut them out from 
the money market to deal with them with the. resources other than the 
currency resources? 

Dr. Trip : No. 

Lala Harkishen Lai: Even then would you have any hesitation in re¬ 
cognising a 9 months’ bill as a good bill, provided it is a trade bill and is 
supported by the goods in the warehouse of the factory? 

Dr. Trip: Well I should say, generally speaking, the currency of 
the bill is too long, but I quite perceive that under the circumstances that 
prevail in this country it would be an attractive investment for commercial 

banks. 

Lala Harkishen Lai: Quite so. Now you say that the Reserve Bank 
should be given the opportunity of making loans and advances on *he 
security of movable goods, wares and merchandise, besides warehouse war¬ 
rants and warehouse receipts representing the same. In that you rlo not 
say 90 days, but so far as the Indiau warehousing and Indian movements 
of our goods are concerned, they will not always take 3 months. There¬ 
fore under that recommendation, the Reserve Biank would be entitled to 
advance money on these securities for periods longer than 90 days? 

Dr. Trip: Well I should not like them to give credit on principle 
for a longer time than 90 days, but T would empower the management of 
the Reserve Bank to extend the period if they see no objection to that 
with regard to the home position. 

Lala Harkishen Lai : Supposing tliev do not extend what is a man to 

do? 

Dr. Trip: I do not say that the Reserve Bank would act in such a 
way, that the owner of the goods would all of a Budden be placed in a diffi¬ 
cult position, but the right of the Reserve Bank not to extend must remain 
unimpaired. • 

Lala Harkishen Lai: Since we are building an institution why should 
we not build a rational institution, why should not we, if we are wanting 
a Reserve Bank, also utilise it for this purpose? Why not be honest and 
straightforward and less conventional? Why should not we say that 
according to the requirements of the country the stocks have to be kept 
90 days or if they have to be kept for 9 months, bills should b© for 9 months. 
Because others are not issuing bills, there is no reason why we must 
not either. 

Dr. Trip: I would leave it to the opinion and decision of the 
Central Bank authorities. The first thing to be done by a Reserve Bank 
is to keep its position liquid and apart from that I should be in favour 
of leaving the decision to the Reserve Bank. 

Lala Harkishen Lai: You see in this country there is a great suspicion 
against the administration of authorities. The suspicion against legis¬ 
lation is not so much as against administration. And therefore India, 
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as situated at present is less likely to agree to anything which is left to 
administrative discretion of the authorities rather than to legislation. 
Things might change but that is another matter. 

Dr. Trip: I can only say with regard to that that one has to 
make his choice. When you want to make all the provisions with regard 
to the Reserve Bank very strict, then it is impossible in my opinion, to 
•create a Reserve Bank in the country. 

Lala Harkishen Lai: That may be. But the question is that you say 
that we ought to recommend straightway that there should be a Reserve 
Bank, and that this institution shall be free from political influence. 
We will talk of political influence later. But when you say that we 
should straightway ask for an institution and with my mind full of 
suspicion that the administration of the Reserve Bank, placed in the 
hands of authorities appointed by the Government, would not be really 
a very fair administration, how can I really vote for it unless I know 
that they would not be able to do mischief? 

Dr. Trip: Then you would come to the conclusion that this country 
is not ripe for a Reserve Bank. 

Lala Harkishen Lai: My mind is full of suspicion and therefore I 
haven’t made up my mind, but if I find that my suspicions are removed, 
then I might vote for it. 

Dr. Trip: That depends on the mentality of tbe country. It is not a 
banking matter. 

Lala Harkishen Lai : It is banking in this that banking is not 
what may be called an abstruse science but a physical science. The 
same proposition is true everywhere and at every time. For the economic 
and social science, locality, history and the time are 3 additional factors 
in arriving at any deduction from social factors, while in physical science, 
these 3 factors are absent. We are not dealing with banking as a physical 
science, or as a natural science. We have dealt with it as an economic 
science and therefore these 3 factors, locality, history and the time, have 
to be taken into consideration, and if you take these 3 factors into con¬ 
sideration, you would not call me a very hesitating man—my suspicions 
ought to be respected in really building up an institution of the type of 
Reserve Bank. 

Dr. Trip: I can only say one thing, and that is that you have to 
take it or leave it and if you are convinced that the mentality of this 
country and all the circumstances that prevail in this country make it 
undesirable to start a Reserve Bank, then you have to leave it. 

Lala harkishen Lai: Are all the Central Banks that now exist, on 
exactly the same principles? 

Dr. Trip: No. 

Lala Harkishen Lai: Why should not the principles underlying our 
Reserve Bank not be in accordance with the requirements of the country 
rather than an ideal imported from somewhere else? 

Dr. Trip : I think that is the line on which I argued. I tried 
to make a .proposal which would bring the Reserve Bank more in contact 
with the circumstances prevailing in the country. 
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Lala Harkishen Lai: Therefore you said in regard to security—I am 
thinking of time also—that the special conditions of India may require 
the Reserve Bank to deal in securities which in other places they do not. 
I am asking, would the Reserve Bank be entitled in matters of time also 
to suit the requirements of the country rather than some ideal time fixed. 

Dr. Trip: In principle 1 quite agree with you, but 1 think that 
especially in the initial period of the working of the Central Institution, 
I should like to be very cautious and very prudent, and I think the 
first aim ought to be to make that institution as liquid as possible, and 
to keep it as liquid as possible and to concentrate its strength during 
the first years, when the practice is to be made, on helping in tiding over 
the periods of stringency. That is the principal aim. 

Lala Harkishen Lul : Perfectly true. But what is passing in my 
mind is about the liquidity—liquidity is not only water, there aic thick 
liquids and tliin liquids and there are liquids which do not lose their 
utility, or lose their medical or other properties by keeping. Therefore, 
my view is that the industrial bills supported by goods will not work on 
3 'months' basis in this country unless something very extraordinary 
happens. Therefore we ought to 'sav that the question of time of 90 days 
is not suitable in all cases in Iiulm. 

Dr. Trip: No. 

Lala Harkishen Lai: And therefore the time limits of the bills should 
be different according to the requirements of each case. Of course in 
Bombay it may be possible to work the 3 months’ bills, but not up- 
country. In the same way I do not know about jute. 

Mr. Khaitan : The mills in Calcutta usually stock about 9 to 12 months 
consumption of jute. 

Lala Harkishen Lai: Well, uow the two biggest industries of the 
country are jute and cotton and. so far us cotton is concerned, I have 
personal experience. Bo far as jute is concerned Mr. Khaitan lias give n 
ub the information required. So far as the Reserve Bank and the bills 
are concerned, unless the time is fixed at a longer period than 3 months, 
tin. Reserve Bank will he of no service to these industries. 

Dr. Trip: I must say I do not quite understand your point. 1 should 
have no objection against the time of the bills being left within certain 
limits to the decision of the Central Bank authorities. When I say that, 
then you say ‘my mind is full of suspicion against the authorities . 

Lala Harkishen Lai : At one time I dealt with the Bank of Bengal. 
They advanced me money. The bills were renewed. One day I got a 
letter from the Agent at Lahore to go and see him, and he said he wanted 
to close this account. Six months had not passed. Within a week or 
10 days I paid the money. But at the same time another man may not 
have been in a position to do that. Then what is to be done? 

Dr. Trip : I cannot tell you what is to be done in every individual case. 

Lala Harkishen Lai : Since then T have not dealt with the Bank of 
Bengal for that reason. 
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Dr. Trip: It is all a question of the decision of the Reserve Bank with 
regard to the policy of the Reserve Bank authority. There may be 
cases when the Reserve Bank is absolutely not in a position to help 
these cases. 

Lola Harkiih.cn Lul : I and many other people are full of suspicion 
with regard to the administrative discretion of the authorities of this 
country, and that statement will be supported by most of us, if not by 
all, and outside by a very large number of people, traders and so on. 
Well, if that be the case, would you rather not have a Reserve Bank, 
or have a Reserve Bank whose rules and other things ought to fit accord¬ 
ing to the requirements of the country? 

Dr. Trip: No, my opinion still is, after yo ir enlightenment with 
regard to the mentality and suspicions in this country, that even apart 
from the financing of cotton and jute bills, the Reserve Bank could do- 
very good work in this country and could make its influence felt on the 
rate of interest, specially in the busy season. If you have a bill of 
9 months, it is not •necessary to discount the bil' from the beginning, but 
you can do so if the bill has run for 6 months. You can never expect 
a Reserve Bank to go on prolonging the bills and renewing hills. 

Lola Harkishcn Lai: I do not say the Reserve Bank would go on. 
What I said is that I have my bill of 9 months on my bank. My bank 
advances me money. My bank then wants accommodation on that bill 
for various reasons and according to you that bill must be kept with my 
banker for 0 months, and at the end of 6 months only it could rediscount 
with the Reserve Bank. 

Dr. Trip: I; can only repeat that I can see no objection to leaving that 
within certain limits to the discretion of the Reserve Bank. Do you think 
it conceivable that a provision would bp. put in, that the Reserve Bank 
should be obliged to accept bills of longer duration such as 9 months and 
so on? 

Lala Harknh>:it Lai: What I say is that the idea of having only 3 
months’ bills is wrong when the tenure of industrial bills may be 6 or 
9 months or even more. 

Dr. Trip: I cannot say that. 

Lala Harkishcn Lai: If we start a Reserve Bank which does not meet 
the requirements of the country and its trade as it is carried on, then 
there is no use of that Reserve Bank. Is that not so? 

Mr. Currie : The point is that for purposes cf re-discounting bills with 
the Reserve Bank, 3 months' bills would be more suitable, as the Reserve 
Bank when it rediscounts a bill automatically makes it a security against 
the issue of its currency. Therefore, to that extent it increases the cur¬ 
rency of the country and we all know that the Reserve Bank cannot 
go on expanding its currency indefinitely. 

Lala Harkiihcn Lai: At the same time, the Reserve Bank is intended 
to foster big industries as well, such as cotton and jute. 

Mr. Currie : The point is that the Reserve Bank must own only self- 
liquidating bills of short duration in order to be in a position to curtail 
its issue of curency if necessary. 
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Lala Harkishen Lai: So far as I can see, banking facilities are the 
money facilities of short or long term requirements and we want to 
increase those and one method suggested is by the creation of bills and 
if you curtail the functions of the Reserve Bank by allowing only bills 
of 3 months’ duration, then really the very object of having the Beserve 
Bank will be frustrated. So what I say is that no restriction should be 
placed on the Reserve Bank but it should be asked to take bills of longer 
duration. 

Dr. Trip: On principle I would have no objection to make the bill in 
this respect more elastic, but you must realise that discretion should 
be vested in the management of the Reserve Bank whether they think 
it advisable to accept bills of longer duration or not. 

Lola Harkishen Lab : So far as I am concerned, personally I would 
not give any discretion to any authority. Simply, a law, when it is 
enacted, must be followed to the strict letter? 

Dr. Trip : I do not agree at all. 

Lola Harkishen Lai: My own view is, taking the conditions as we 
see in this country today and how Government applies its principles, this 
discretion should not be given. The present political situation in the 
country would not have arisen but for the discretion vested in the autho¬ 
rities which has invariably been inis-used or badly used. 

Dr. Trip: I cannot say. 

Lola Harkishen Lai: 1 do not want you to say anything of the sort 
at all. That is for us to say. 1 would agree to a law only when no 
discretionary powers are permitted. 

Dt. Trip: Then you could never make a law. In any case, when the 
Reserve Bank starts its work 1 think it should restrict its operations to- 
accepting only 3 months’ bills, but after a few years of practical experience 
it should he possible later to extend the period according to the special 1 
circumstances that might exist in this country. 

Lala Harkishen Lai: Then would you, in times of stringency, place 
any limit on the issue of its currency, say Rs. 12 crores, Rs. 15 crores or 
Rs. 20 crores; or in other words would you place any restriction on its 
powers of expansion of the currency? 

Dr. Trip : I would not place any limit at all. 

Lala Harkishen Lai: Then supposing we leave tilings as they are 
and if the currency authorities accept this principle of having no limit on 
the expansion of the currency placed, then the result would be the same 
as that you contemplate when a Reserve Bank is established? 

Dr. Trip: No. How could the Government expand the currency? 

Lala Harkishen Lai: If the Rs. 12 crores limit is removed, then of 
course the situation would be exactly the same whether the authorities 
are the Reserve Bank or the Currency office. 

Dr. Trip: No, because the currency office cannot take the place 
of the Reserve Bank, because the former cannot understand the credit 
position of the country. 

Lala Harkishen Ltd : Neither have they the eyes nor the ears. Is that 
not what you mean? 
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Dr. Trip: I myself have been in Government service and I can quite 
realise that Government cannot deal with all these matters, especially 
when there is a feeling that this policy ought to be freed from Government 
influence. 

Lala Harkishcn Lai : What I am asking is that we desire to have 
more money in times of stringency from the resources of the country. 
The results, therefore, would be the same whether I handled the currency 
or you did it, provided we both followed the same policy and we had 
the eyes and ears. Then of course the results would be the same. Is 
that not so? 

Dr. Trip : Yes, of course if the Government could manage it as well as 
a Reserve Bank then it will be all right, but I deny that the Government 
can do it as well as the Reserve Bank. 

Lala Harkishcn Lai: Here, on the other hand the Government assert 
that they can manage everything much better than any other private or 
other agency. 

Dr. Trip: That is not so. 

Lala Harkishcn ]jal: I quite agree with you. Government mis¬ 
manages things all the more. 1 am very glad to have that opinion from 
you. Coming now to the position of the Imperial Bank, I understand 
your view is to remove one function and put in another. That is, it should 
cease to be a Government bank and instead it should be asked to perforin 
the exchange function. Therefore the number of: functions will remain 
the same. How would this then become a pure-blooded institution in 
contrast to its present hybrid position? 

Dr. Trip: Dealing in fureign exchange jb quite a different thing from 
■dealing with Government funds. 

Lala Harkishcn Lai: We have been discussing commercial banks and 
industrial bauks and it has been said that the commercial banks should 
not be industrial banks. Therefore, would you call any institution dealing 
in commercial finance and any other finance a hybrid institution ? That 
was the view taken by Dr. Jeidels during the first three days of our 
discussions when he was fighting for pure-blooded institutions. Then I 
ask, if you recommend several functions in the ease of the Imperial Bank, 
why not allow the same principle to other banks as well? 

Dr. Trip: That depends on the functions performed by the bank. 

Lala Harkishcn Lai : To my mind the present hybrid position is not 
any worse than the position of the pure-blooded one proposed by you. 

Dr. Trip : I cannot agree to that. It depends on the character, the 
■constitution and the soundness of the Bank. 

Lala Harkishen Lai : I am not questioning the soundness or otherwise. 
It is the complexity or the mixture of functions that is really the ques¬ 
tion here. 

Dr. Trip: But the complexity of functions that are now placed on the 
Imperial Bank is a wrong combination 

Lala Harkishen Lai: When you are trying to put the right combina¬ 
tion on the Imperial Bank, I ask why not apply the same principle on 
other banks. 
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Dr. Trip: Because, the wrong combination exists only in the case of 
the Imperial Bank and not in the case of the other private commercial 
banks. 

Lala Harkishen Lai: You have next dealt with two matters. One is 
that the Imperial Bank has not the resource or the courage to deal in 
international finance and the other is that its cash reserves are affected. 
These are two distinct matters. 

Dr. Trip: Yes. 

Lala Harkishen Lai: How would the Deserve Bank get into the inter¬ 
national market;? 

Dr. Trip: By its being allowed to operate in the foreign exchange 
market and its keeping strong reserves in gold and gold securities and 
foreign balances. 

Lala Harkishen Lai: Wo your point is that the Deserve Bank while 
keeping Government balances will be. permitted to deal in foreign exchange 
while the Imperial Bank is not under the present statute? 

Dr. Trip : Yes. 

Lain Hurkishni Lai: Then if that existing statute is modified the 
Imperial Bank could deal in foreign exchange which means that there 
will be no real difference. The restriction at present is by legislation and 
not created according to the will of the Imperial Bank or by the practice 
of the bank. If that legislative provision is removed, then both the 
banks can do international business on the same lines. Ts that not your 
new? 

Dr. Trip : But the international position of the monetary unit of the 
country would not be the concern of the Imperial Bank. 

Lala Harkishen Lai: Supposing the existing restriction on the Imperial 
Bank doing exchange business is removed by statute and the privileges 
given to the Deserve Bank are also given to the Imperial Bank, then they 
will stand, on the same ground. Ts it not? 

Dr. Trip: No. The Deserve Bank will have to keep the value of the 
monetary unit within the limits of the gold points. If only the restric¬ 
tion is removed from the Imperial Bank, then they would have no obli¬ 
gation. 

Lala Harkishen Lai: But still so far as their resources go, they would 
be able to do it. 

Dr. Trip: Yes, but they will have no concern with the international 
position of the monetary unit. 

Lala Harkishen Lai: Do all the Central Banks of the world have inter¬ 
national connections now? 

Dr. Trip: L cannot say that, but all good central banks, perhaps with 
the exception of the Bank of Japan, where it is done by the Yokohama 
Specie Bank, have connection with the international position, 

Lala Harkishen Lai: What do you mean by good Central Banks? Is 
it your view that all banks that have connections with the international 
position are good? 
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Dr. Trip: A well equipped Reserve Bank would not be out of touch- 
with the international position. 

Lala Harkishen Lai: In any case, it is not one of the conditions which 
may be said to be sine qua non. Is that not so? 

Dr. Trip: I cannot say. 

Lala Harkishen Lai: You say that “it (the Imperial Bank) does not per¬ 
form the task of a Reserve Bank. Being primarily and mainly a com¬ 
mercial bank and having no responsibility for the supply of currency, it 
has no inducement to carry such strong cash reserves during the slack 
season that it is in a position to title over stringency of money during the 
busy season without unduly raising the bank rrte’’. You said a little 
while ago that even the Reserve Bank would go to the extent of limiting 
bills according to the circumstances of the time. That means that it 
would issue currency only to the extent that it thinks prudent? 

Dr. Trip : Of course. 

Lala Harkishen Lai: Would not that prudence and the prudence of the 
Imperial Bank stand on the same level? 

Dr. Trip: No, it is not the task of the Imperial Bank to carry such 
strong reserves to tide over the stringency of money during the busy season. 

Lala Harkishen Lai: The task of the Reserve Bank would be simply 
to use prudence? 

Dr. Trip : To help the country. 

Lala Harkishen Lai: Therefore if the Imperial Bank also became pru¬ 
dent, do you not think the results would be the same ? 

Dr. Trip: It ennnot be asked for from the Imperial Bank. 

Lala Harkishen Lai: Is it your view that the Imperial Bank is such an 
institution that it cannot be prudent ? 

Dr. Trip: No. 

Lala Harkishen Lai: Why do you say that tbe same results cannot be 
obtained? 

Dr. Trip : Because the Imperial Bank is a commercial bank and it has 
tf cater to the benefits of the share-holders of the Bank. 

Lala Harkishen Lai: But if the same action is taken, would not the 
results be the same? 

Dr. Trip : If you made the Imperial Bank a Reserve Bank with all the 
consequences—and in my opinion all the detrimental consequences—that 
would follow, then there would be a Reserve Bunk and not any longer an 
Imperial Bank. 

Lala Harkishen Lai: You say : “By way of illustration it may be men¬ 
tioned that on the 31st March 1930 the liabilities of the Reserve Bank 
under the Bill of 1928 would have been about 217 crores.” Would you 
kindly explain how you worked out this figure? 

Dr. Trip: There were at that date currency notes to the amount of 
177 crores, and then, according to the bill 40 crores must be added with 
regard to the silver position. 

Lala Harkishen Lai: In other words, it means that the Reserve Bank 
under the Bill of 1928 would have the enme postion as the Currency De¬ 
partment has to-day? 
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Dr. Trip: No. It would only have to take care of the currency notes 
plus the 40 crores. It would not have responsibility for the whole silver 
position. 

Lala Harkiahen Lai: I should like to understand how the currency is 
177 crores to-day? 

Dr. Trip: It was on the 31st March 1930. 

Lala Harkiahen Lai: You mean the currency notes in circulation on 
the 31st March 1930 were 177 crores ? 

Dr. Trip: Yes. 

Lala Harkiahen Lai: And if the silver was passed on to the currency, 
thc-y can issue another 40 crores. Is that the meaning of it? 

Dr. Trip: No. They would have to keep under the Bill a maximum of 
95 crores of silver during the first three years. 

Lala Harkiahen Lai: We are thinking of the total resources. 

Dr. Trip: The total liabilities that ought to be covered up to a minimum 
of 40 per cent, by gold and gold securities. 

Lala Harkiahen Lai: The liability of the Reserve Bank or Currency 
Institution is to the extent it holds securities. 

Dr. Trip: No. The liabilities are the notes plus 40 crores. 

Lain Harkiahen Lai: It comes to the same thing; the notes have to be 
secured by some cover. 

Dr. Trip: The notes and the 40 crores. 

Lala Harkiahen Lai : If the cover is sufficient, then the notes are in 
circulation. You call one liability, the other assets. It is the same 
figure ? 

Dr, Trip: It is not the same figure. 

Lala Harkiahen Lai: I am only talking of currency. You say that 
according to the Bill the liability on 31st March 1930 would have been 217 
crores. I call it resources. It comes to the same thing. 

Dr. Trip : This is the special figure of liabilities under the Act that 
ought to be covered by gold and gold “securities” up to a minimum of 
40 per cent. 

Chairman: He is simply referring to section 32 of the old Bill, Lala 
Harkishen Lai. 

Lala Harkiahen Lai: I want to understand what diSerenee it really 
makes under the new law and under the old law. If it was 217 under 
the old law, it ought to be 217 under the present law so far as the Currency 
Department is concerned? I want to understand how the change would 
he better than under the present system. ? 

Dr. Trip: The Beserve Bank would be in a position to issue 
emergency currency to an extent of 53£ crores. 

Lala Harkiahen Lai: That means that under the conditions of the 
Reserve Bank as proposed, the cover would be reduced. 

Dr. Trip : Not with regard to the present position. 

Lala Harkiahen Lai: If the limit of 12 crores was removed, then the 
present currency, so far as quantity is concerned, would be in the same 
position as under section 32 of the proposed Bill? 
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Dr. Trip : We come back to the same question. 

Lala Harkishen Lai: The previous discussion was with regard to 
quality; this is with regard to quantity. 

Dr. Trip: If Government kept cover in both gold and gold securities up 
to 50 per cent. 

Lala Harkishen Lai: If the currency legislation adopted to-day sec¬ 
tion 32 also as proposed in the Bill, it would make no difference? 

Dr. Trip: It would of course make a difference, not with regard to the 
figures, but with regard to the whole policy. 

Lala Harkishen Lai: I am only asking about the figures. Suppose the 
measure proposed in section 32 of the Bill is also accepted as the currency; 
policy of the country; the results would be the same so far as quantity is 
concerned. ? 

Dr. Trip: As far as the figures are concerned, yes. but not with re¬ 
gard to the situation. 

Lala Harkishen Lai: My question is: If the Imperial Bank is given the 
charge of currency and section 32 is enacted as proposed in favour of the 
Imperial Bank, would not the results be the same? 

Dr. Trip: The results would be the same in so far that the emergency 
currency would be greater than it is now. 

Lala 'Harkishen Lai: It is not the Reserve Bank, but section 32 which 
would enable the Imperial Bank to have a larger currency. 

Dr. Trip : It changes the whole position. You can only talk about tho 
figures, but I must say that the figures are not the decisive factor. 

Lala Harkishen Lai: I am asking this question from two points of 
view, firstly to help ourselves: secondly from the point of view whether 
you want us to pass the Bill. You want us to recommend a Reserve 
Bank to be created, section by section as proposed in the Bill, and if you 
want a Reserve Bank to be built exactly on that Bill, then your state¬ 
ment requires modification. 

Dr. Trip: The statement only refers to the recommendation of the 
principle. The principle is that we advise that as soon as possible and feasi¬ 
ble, a Reserve Bank should be started. 

Lala Harkishen Lai: So far as section 32 is concerned, you recommend' 
its adoption as it is? 

Dr. Trip: Yes. 

Lala Harkishen Lai: You refer in your memorandum to the follow¬ 
ing:—"We think it one of the principal duties of the Central Banking 
Enquiry Committee to recommend that a Reserve Bank should be estab¬ 
lished in India as soon as possible and that this institution should be free 
from political influence”. So far as our enquiry and discussions have 
proceeded, we have not adopted that as our principal dutv. 

Dr. Trip : We only think it a duty. 

Lala Harkishen Lai: We have been discussing whether we have to 
consider the establishment of a Reserve Bank or not and the interpretation 
put on the reference made to us has been various, and not very definite. 



This recommendation of yours is perhaps excellent in the opinion of some, 
but I should like to know whether it is your recommendation or whether 
you consider it as our duty? 

Dr. Trip: In the first place, it is our recommendation, and secondly, I 
cannot see that a banking enquiry of this size and importance could be 
dealt with without touching upon the subject of the Reserve Bank. 

Lala Harkishen Lai: But we have to consider how we have interpret¬ 
ed it all along, because we have taken no evidence on the subject. As a 
matter of fact, I have not read this Bill and I have not taken pains on the 
question of the Reserve Bank as I have on the other subjects. I should 
like to understand the words “should be free from political influence’'. 
What is the political influence in your country which you would try to 
avoid in the matter of the Central Bank? 

Dr. Trip : The influence of Parliament specially. 

Lala 'Harkishen Lai: The influence of Parliament as a whole or of party 
politics? 

Dr. Trip: As a whole. 

Lala Harkishen Lai : That means that some day the Parliament may 
unanimously pass a measure which is not really in the interests of the 
•country. 

Dr. Trip: That is conceivable. 

Lala Harkishen Lai: You can conceive your Parliament to be so consti¬ 
tuted that they would go entirely against the interests of the country in the 
matter of Banking? 

Dr. Trip: Yes certainly. I am even of the opinion that when they 
deal with such matters, it will generally be to the detriment of the country. 

Lala Harkishen Lai: I am not used to Parliamentary Government and 
therefore, I have to understand it. I understand party politics, .but I can¬ 
not understand the unanimity of politics. 

Dr. Trip: It is always done by majority. 

Lala Harkishen Lai: Majority means party politics? 

Dr. Trip: Generally, but not always. 

Lala Harkishen Lai: I quite understand that the Reserve Bank should 
be free from party politics, but I do not understand that it should be in¬ 
dependent of a unanimous voting of a Parliament. 

Dr. Trip: Let me give you an example. If the Bank of England put 
up their rates, say from 5 to 6 per cent, and if there were a unanimous 
vote of Parliament that they consider that to be detrimental to the country, 
the Bank would simply ignore it and they would be entitled to raise it 
the next day to 7 per cent. I oall that free from the influence of Parli 
ment. 

Lala Harkishen Lai: That means not legislative influence, but ad¬ 
ministrative influence by resolution. 

Dr. Trip: But there is no influence even on the appointment of the 
management. 

Lala Harkishen Lai: That is administrative. 

Dr. Trip: Not only administrative but also on the policy of the bank. 
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Lala Harkishen Lai: Policy is fixed bv administration provided it is 
within the four corners of legislation, otherwise there is no method for 
changing legislation or improving it which has to be done by Parliament. 
If we pass an Act to-day and want to amend it, the Parliament does it. 

Dr. Trip: The Legislative Power does it and nobody denies that this 
Power could change a private Central bank into a State Bank. 

Lola Harkishen Lai: When you talk of political influence, you do not 
mean legislative influence, but only of administrative influence. 

Dr. Trip: The influence on the management and the policy of the bank. 

Lala Harkishen Lai: Therefore, you would leave the higher grade 
appointments on the administrative side of a bank out of the hands of the 
Government of the day? 

Dr. Trip: No, it need not be the ease. In our country the Governor 
of the Central Bank is appointed by the Government, but not on the re¬ 
commendation of Parliament. 

Chairman: Is Government there not responsible to Parliament. 

Dr. Trip: Yes, but then there is in the Act that the appointment has 
to bo made by the Government, whilst moreover the Government has to 
decide whether they want to act up to the decision of Parliament or not. 
They need not accept the decision of Parliament, they can resign. If 
Parliament were to vote that a particular individual should be appointed 
Governor of the Central Bank, that, vote would certainly not be followed 
by Government. 

Chairman : Surely in Holland, and also in England, Government re¬ 
presents that section of Parliament which can by itself or with the help of 
other groups command a majority ? 

Dr. Trip: There is no Parliamentary majority at present in our country, 
but even apart from that, there can be a conflict between the Govern¬ 
ment and the party or parties on which it relies in Parliament. 

Chairman: But is it not the essence of the constitution of your Gov¬ 
ernment that for all its actions the Executive is responsible to Parliament? 

Dr. Trip: Responsible, but they need not follow the commands of the 
Parliament. 

Lala Harkishen Lai : The Parliament works through several methods; 
one method is by legislation, another by resolution. If previous legis¬ 
lation has arisen from Parliament, they pass a resolution and it would 
have the force of law. For example, there may be some provision that 
certain papers may be laid on the table of Parliament and if they are not 
objected to within a certain period, that becomes law. But where this 
provision does not exist in the Reform Act, even if the rules, etc., are 
placed on the table for a longer period, they do not become law. If the 
legislation provides for that, then only it can be done. So far as I can 
see, political influence cannot be excluded by' law out of any institution. 

Mr. Khaitan: I thought that if a certain resolution was passed, say, by 
the Parliament of England against the will of Government, either the 
Government will have to give effect to the resolution carried by the Parlia¬ 
ment or if Parliament carried the resolution against which the. Government 
voted, the cabinet will have to resign. 

Chairman: We are referring to passing legislation by resolution. 
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Lala Harkishen Lai: How would you keep an institution created by 
law, a political institution like the Legislative Council or Parliament, 
away from its own influence? If the Reserve Bank is constituted by 
law, the Legislative Power has naturally the right of modifying the Act. 
What steps would you take to keep it away from political influence? 

Dr. Trip: This is practically a recommendation that Parliament should 
keep away from interfering with the policy of the Reserve Bank or with 
the constitution of the management of the Reserve Bank, because all coun¬ 
tries have understood that it is dangerous for political influence to inter¬ 
fere with the policy of the Reserve Bank and therefore, safeguards ought 
to be created. 

Lala 1 Harkishen Lai: Take the Bank of France. Within the last ten 
years, how much hubbub has not been created by Government interfering 
with the policy of the Bank of France? 

Dr. Trip: I would advise you not to refer to circumstances which are 
quite abnormal. That was, of course, a ease of emergency during the 
War, We are talking of normal circumstances. You will find in most 
countries, and especially in my country, that the Reserve Bank is in¬ 
dependent. 

Lala Harkishen Lai: Then yon would say ‘should be free from political 
influence except under war contingencies’. 

Dr. Trip : I think it would be better in war conditions if even then 
there were no influence. That has proved practically impossible and 
therefore we need not make that exception. 

Lala Harkishen Lai: Whether we say it or not, is it your opinion that 
during war time, or similar circumstances as war. this political influence 
might have a free play? 

Dr. Trip: 1 would not call that political influence, but absolute neces¬ 
sities of the country. 

Lala Harkishen Lai: You further sav that in regard to the first task 
the provisions of the Bill may be deemed satisfactory. You want to give 
the opinion that so far as the Bill stands, its provisions within the limits 
stated are quite satisfactory. 

Dr. Trip: Yes. 

Lala Harkishen Lai: I don’t think you will permit me, Mr. Chairman, 
to discuss the Bill with him. 

Chairman: If you want to do so, you will have to take it up later 
on. 

Dr. Trip: We have proceeded on the principle that if there were no 
real objections to the Bill we should rather not touch it. There are, of 
course, some provisions in the Bill in regard to which we can make some 
remarks and to which we can raise objection, but we want, to avoid it as 
much as possible. 

Chairman: That being so, it is better to discuss the points raised in 
this paper, because Dr. Trip says he and his colleagues may not agree in 
regard to every provision in the Bill and he would prefer not to discuss 
every provision in the Bill with our Committee. 
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Lala Harkishen Lai: Quite so. I am not at all conversant with the 
provisions of the Bill to-day. Therefore if I pass over points arising out 
of the provisions of the Bill I shall have to come back to them. 

Chairman: We shall have to discuss it probably among ourselves. 

Dr. Trip: If Lala Harkishen Lai discovers any provisions in the Bill 
which he thinks are contrary to what I state in this memorandum, or 
if after perusing the Bill he comes to the conclusion that what I state 
with regard to it is not right, I am quite prepared to discuss such points 
with him. 

Mr. Khaitan: Which Bill has been taken into consideration by Dr. 
Trip—the Bill which was introduced in 1928 or the Bill as amended by 
the Joint Select Committee? 

Dr. Trip: The Bill that was introduced by the Government in 1928. 

Chairman: Your point is that if we find any provision in the Bill which 
in any way clashes with the proposition placed before us bv the experts, 
they will be glad to discuss it with us, but they will rather prefer not to 
discuss every item of the Bill because they may not be in agreement with 
each and every item of that Bill. 

Dr. Trip: Yes. 

Lala Harkishen Lai: I understand his position all right. It is not for 
me to say what I should do. Whether you rule the Bill out of considera¬ 
tion by this Committee, or that it may be discussed amongst ourselves, 
or that it may be discussed with Dr. Trip up to a certain point and not 
further—I am agreeable. 

Chairman: My position is this. We have not been appointed to dis¬ 
cuss the Bill. We cannot therefore usurp the functions of another pro¬ 
perly constituted body. But there are provisions in the Bill which more 
or less impinge on the realm of banking and on our terms of reference, 
and I should be quite willing to discuss them in the Committee. There are. 
for example, provisions m the Bill about currency which is outside our 
terms of reference. 

Lala Harkishen Lai : I am ready to accept if you say that such and 
such section may be discussed and others not. 

Chairman: I am going to give my ruling at v.he present moment more 
in a general way because if I have to lay down we must not discuss section 
so and so, I shall have to prepare a summary. 

Mr. Jamal Mohamcd: I want to make a suggestion. As regards the 
Eeserve Bank Bill, if the experts have any objection to criticise it, thev 
need not do so. but if with regard to certain points they want to make 
alternative suggestions they may do so. 

Chairman: As a matter of fact they have said in regard to certain 
matters they do not agree with the provisions of the Bill, and they have 
made their own suggestions. At the same time, quite apart from what 
I may call banking questions, there may be administrative, currency, or 
other questions in that Bill, and ns experts in banking they do not feel 
quite justified in offering any criticism on those sections of the Bill dealing 
with them. I think my interpretation is correct. 

Dr. Trip: Quite correct. 

' Chairman: I think for the present you might proceed with the discus¬ 
sion with Dr. Trip on this paper. 

Vol. IV. 2 A 
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Lala Harkishen Lai: Whenever there is a reference to the sections of 
the Sill I will leave it out. 

Mr. Jamal Mohamed : I do not want this Committee to usurp the 
functions of any other Committee. What I mean is that our enquiry 
•cannot be entirely unconnected with the Reserve Bank Bill. 

Chairman : I have already admitted that. 

Mr. Jamal Mohamed : Dr. Trip said, if we are going to take up the 
Reserve Bank Bill, there are certain points on which he may have to say 
certain things which he wants to avoid. I think it would be better if we 
informally have the benefit of their advice or alternative suggestions. If 
you feel that a certain point is outside our terms of reference, that point 
can be passed over. But where you feel that a point can be gone into, you 
can allow it. 

Chairman: As regards points which relate to banking and in regard to 
which they differ from the provisions of the Bill, they have not hesitate! 
to give their views in this paper. 

Mr. Jamal Mohamed: Are there any other points to which they have 
not referred here, but in regard to which they would give their opinion? 

Dr. Trip: I say this to clear the position. As a whole, and apart from 
the proposals in our paper, we would adopt the Bill. There may be some 
minor points with regard to which we should think it advisable to suggest 
slight modifications but if we had to vote on the Bill we would accept 
it provided the alterations proposed in our paper were accepted. 

Mr. Ramdas Pantulu: Two points may arise for consideration by the 
Committee: whether the Reserve Bank should be a State Bank or a Share¬ 
holders’ Bank, and whether it should have branches or it should operate 
as a single unit at one place. 

Chairman: The point whether the Bank should be a State Bank or a 
Shareholders Bank is within the purview of this Committee, and I take it 
that Dr. Trip will be perfectly willing to discuss that point. The second 
point, viz., whether it should have branches or not, is also a banking pro¬ 
position, and I would allow discussion on that point as well. 

Mr. Manu Subedar: 1 fully understand your ruling with regard to the 
regulation of discussions between our friends and ourselves. But .1 
thought Mr. Jamal Mohamed went further than that. With regard to 
■discussions among ourselves it may be that a section which appears im¬ 
portant to one member may appear unimportant to another. 

Chairman: Mr. Jamal Mohamed was only referring to discussions with 
the experts. During the discussions among ourselves, on a question of 
that sort, I shall have to give my ruling when the time comes. 

Lala Harkishen Lai: On what principle should the scheduling of hanks 
be done? 

Dr. Trip: I am not in favour of any schedules. I would leave it to 
the discretion of the Reserve Bank. 

Lala Harkishen Lai: You say that a list should not be attached to the 
Bill. 

Dr. Trip : I am not much in favour of it. 

Lala Harkishen Lai: You will leave it to the conductors of the Re¬ 
serve Bank. 
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Dr. Trip : I can only say I do not doubt it that conductors of the 
.Reserve Bank will make a good choice. 

Lola, Harkishen Lai: How would you enable them to test the sound¬ 
ness of a bank? 

Dr. Trip: They will make investigations and read balance sheets. 
They will do it on purely business principles. 

Lain Harkishen Lai: Would you kindly enumerate these principles? 

Dr. Trip: It is very difficult to do it in a general way. They will have 
“to judge each case on its merits, for what apples to one case may not 
apply to another. 

Lala Harkishen Lai: Pure discretion of the conductors? May I ask 
one question? We heard a great deal against a class of banks in Bengal. 
But when the Bengal Committee report comes, we find there are 728 of 
them, and failures among them were exceedingly few. 

Mr. Manu Subedar: Exceedingly rare. 

Lala Harkishen Lai: Some people start with a great prejudice against 
r, class of banking, not against individual banks. As we have seen, the 
Bengal Committee say that failures among a class of banks called by all 
sorts of names, such as mush room banks, etc., were very rare, and they 
have put in other good words for them. How will you ensure that the 
conductors of the Reserve Bank will not start with that sort of prejudice, 
but will come to a conclusion similar or somewhat similar to that cf the 
Committee and if the Committee is wrong, what is to be done? 

Dr. Trip: I cannot say how the Reserve Bank would work in practice. 
It must be left to it. It will have to investigate all cases; and it will be 
careful as it will suffer the consequences of any mistake. I am not in 
favour of a system of scheduled banks. 

Chairman: Perhaps it might help Lalaji, if you gave us an account of 
how 7 the Reserve Bank works in Holland, whether there is no scheduling 
there, and whether it uses its discretion in deciding whether it should 
accept for rediscounting bills of a particular hank. 

Dr. Trip: Our Reserve Bank makes up its own mind as to the sound¬ 
ness of other banks and corporations. It investigates; it may send one 
or more representatives for investigation; it may require an auditor’s 
report; and after getting as much information about the position ns it can 
it fixes the maximum business that it can accept from them. 

Mr. Khaitan: In the Reserve Bank Bill there are two relations between 
the Reserve Bank and the scheduled banks. One is rediscounting, and 
another is that scheduled hanks should deposit woth the Reserve Bank 
7^ per cent, of demand liabilities and per cent, of time liabilities. Is 
there any similar provision in the Central Bank of Holland? 

Dr. Trip: No. It is left absolutely free. 

Mr. Khaitan: Apart from the question whether such a provision is 
■good or bad. how 7 could the Reserve Bank, unless there was a schedule, 
•enforce such a provision? 

Dr. Trip: All the banks that want facilities will have to apply to the 
Central Bank for them, 

2 a 2 
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Mr. Iihaitan: Suppose some do not want facilities. Unless there is * 
schedule or a provision that the Reserve Bank can call on any bank 
operating in the country to make these deposits, how is it to be done? 
Supposing the Reserve Bank wanted control over a certain banking insti¬ 
tution for the purpose of protecting the depositors, for which purpose the 
provision was put into the Bill that banks operating in the country should 
deposit in the Reserve Bank a certain percentage oi their time and demand 
liabilities, a provision could perhaps be inserted in the Bill that the Reserve 
Bank could call upon any bank operating in the country to make deposits 
if they wanted to continue banking business and that otherwise it will 
have to close its doors. 

Chairman : On another occasion you expressed the view that if the 
Reserve Bank were given the discretionary power, any bank which 
was not put on its list of banks whose bills would be accepted for redis¬ 
counting, would go out of business almost immediately. 

Dr. Trip : Of course it would be very detrimental to such a bank. 

Chairman : I understand that in your country if a particular bank does 
not get from the Central Bank rediscounting facilities, that bank has very 
little prospect of doing business. 

Dr. Trip : Yes. Of course it depends on the kind of business that the 
bank does. If a bank cannot get the facilities, one can be sure in our 
country that it is not a sound bank. 

Lala Harhishen Lai : If they want to make any bank unsound, they 
have simply to refuse. 

Dr. Trip : It has not occurred in our country. 

Sir Purshotam.das Thahurdas : Do I understand from your reply, to the 
last question put by the Chairman, that in Holland the inclusion of a bank 
cn the Reserve Bank list is looked upon as a certificate? 

Dr. Trip : I must tell you this. There is no official list. There is no 
publication. The relation between the Reserve Bank and the commercial 
banks is not published, and nobody knows to what extent they get facili¬ 
ties. 

Sir Purshotamdas Tliakurdas : But they may know that a particular 
bank can get facilities from the Reserve Bank. 

Dr. Trip : Every bank can carry on its own business with its own 
money and own resources. Then nobody knows whether it goes to the 
Reserve Bank or not. It need not have in all cases rediscounting facilities 
because the banks can go to the Reserve Bank and borrow money on 
securities they have. 

Chairman: Would it be known if a bank approached the Reserve Bank 
and the Reserve Bank refused it? 

Dr. Trip : No, I don’t think so. 

Chairman: Well, that materially modifies something you told us a few 
days neo when we were discussing with you the question of licensing and 
you said this would operate as a practical equivalent of licences. You 
said the fact that the Central Bank in your country does not give redis¬ 
counting facilities to a particular bank would operate as a deterrent to 
that bank conducting business on a large scale. But if it is not, likely 
to be known, how can it operate? 
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Dr. Trip: I referred to the big banks, especially with regard to the 
foreign banks, working in the country. Of course a small bank in a pro¬ 
vincial town can perhaps go on without help from the Reserve Bank, but 
the big bank which wants to do a large business in the country wants to 
have relations with the Reserve Bank. 

Chairman : But in the case of large banks, will the fact that the 
Central Bank in your country has refused to accept their bills for re¬ 
discounting purposes be known among the other banks in the country? 

Dr. Trip : I think there is no possibility of a large bank working in a 
country without an arrangement with the Reserve Bank for cases of emer¬ 
gency. 

Mr. Lamond : In the ease of foreign banks ? 

Dr. Trip : They must be established in the country. 

Mr. Lamond : It seems that once a bank was on a schedule, it doeB 
not impose any limit. 

Dr. Trip : The Reserve Bank can take bills, but it is not compelled to 
take them. 

Chairman : Are we quite clear as to the position Dr. Trip has put to 
us? There are methods of controlling the otter banks without taking 
deposits from them. That was his point. The deposit condition in the 
Bill is not a position which was very much welcomed by the large joint 
stock banks and even to a certain extent by the other banks. Mr. 
Khaitan’s point of view was that whether after dropping this, it may be 
possible to give the Reserve Bank the authority to control the working of 
the other banks as far as the policy of the Reserve Bank is concerned. 
Now from your original reply Mr. Khaitan’s point was somewhat met. 
From subsequent replies it appears that it is not so met. Unless you 
have this compulsory condition about the Reserve Bank demanding from 
the scheduled banks a certain percentage of their deposits the Reserve 
Bank would have no control over these banks at all, but the question 
arises what control can the Reserve Bank have against the powerful 
British Banks which are working in India without these deposits? 

Dr. Trip : I must say from my experience that I cannot see it other¬ 
wise than that even these strong banks would greatly appreciate to have 
rediscount facilities with the Reserve Bank. 

Sir Purshotamdas Thakurdas : That is their option, Dr. Trip. 

Dr. Trip : Of course it is their option. I cannot conceive the real 
possibility of working in a country of this scale without having some 
arrangement with the Reserve Bank. I may be wrong but that is my 
experience. You must, moreover, not forget that as I see it the Reserve 
Bank would have the direction of the clearing business, as we have in 
Java. 

Sir Purshotamdas Thakurdas : Let me remind you of what happened 
in South Africa. After the Reserve Bank was started they were never 
able to control the business. 

Dr. Trip: I know that, of course. In South Africa that was because 
that Reserve Bank had not any influence in the country. The first thing 
to think of if you start a Reserve Bank here is that it should be a powerful, 
-influential body. 
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Sir Purshotamdas, Thalcurdas : The prospect of the Reserve Bank having, 
all the influence that is necessary to withstand any occurrence as happened, 
in South Africa. 

Dr. Trip: It would be able to make its influence felt. I state that it 
is of great importance to a bank to have rediscount facilities with the 
Reserve Bank on which it can fall back. 

Sir Purshotamdas Thalcurdas: But it did not happen so in South Africa.; 

Dr. Trip: No, because they had no influence at all. They did not 
operate in the foreign exchange market. They were practically outside 
the business life of the country. 

Sir Purshotamdas Thalcurdas: Would you not share such apprehensions 
for the Indian Reserve Bank? 

Dr. Trip: No, especially on account of the strong seasonal demand 
for credit which prevails in this country. I think in that season practically 
all the banks will have to rely on the Reserve Bank and that will make 
this Bank very influential. 

Mr. Cassels: I think in regard to the Soutn African Bank one of the 
views was this, that it continued to do commercial business in competi¬ 
tion with the other banks and in that way estranged the other banks 
from dealing with it. There was no sympathy with them. 

Dr. Trip: I don’t think that this is right. I got another impression 
from the report of Prof. Kemmerer and Dr. Vissering. They proposed to 
enlarge the business of the South African Reserve Bank. They told ub 
that the business of the Reserve Bank was too restricted and that these 
restrictions should be removed. 

Sir Purshotamdas Thalcurdas : I take it that this memorandum is subs¬ 
cribed to by all of you. What happened in South Africa may happen 
here. 

Chairman: But in South Africa the position itself improved after the 
recommendations were accepted by Government. 

Dr. Trip: I think they are on the way to improvement. They have 
not reached it yet. 

Mr. Lamond: I think they gave up the idea of developing a bill market 
altogether. 

Dr. Trip: I think so. In any case the same recommendation was 
made by Prof. Kemmerer and Dr. Vissering as I make here. 

Mr. Khaitan: At one stage you said that the South African Bank 
could not control the other banks because they did not deal in exchange. 
Therefore do you think that in order that the Reserve Bank may have 
proper control over all the banks here it would be necessary to include 
a provision that the Reserve Bank should have the authority to deal in 
exchange ? 

Dr. Trip: Well, I think according to the Bill they would have the 
authority to deal in exchange. 

Mr. Khaitan: That is quite another matter. It is only for the pur¬ 
pose of exchange. But if the bank, apart from the individual, does not 
go to the bank or ask it either for gold or gold exchange that is pay¬ 
able in some other country, until then the Reserve Bank could not of its 
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own volition enter the money market and operate in exchange. Under 
the Bill of 1928 the Reserve Bank could not do that, but do you think 
that in order that the Reserve Bank may have full control over the money 
market it- should have the power to deal in exchange? 

Dr. Trip: Well, I think it should have that power. I have not the 
impression that they would not be allowed to dc it. But in any case 1 
think in practice they should refrain from the real dealing in foreign ex¬ 
change business to make profits. 

Mr. Khaitan : Supposing one bank, or more than one bank, attempted 
to be rebellious and did not recognise the eontn>l of the Reserve Bank; 
then on suitable occasions would you allow the Reserve Bank to enter the 
exchange market of its own volition in order to have a proper control 
over the money market? 

Dr. Trip: Well, I think the Reserve Bank could get control over the 
money market without entering, apart from the Reserve Bank business, 
the foreign exchange market. I don’t think it would be correct to enter 
the foreign exchange market in order to bring any of the other banks under 
the control of the Reserve Bank. But they ought to have, in my opinion, 
the opportunity of building up a foreign exchange position for themselves,, 
but only to stabilise the position of the rupee. 

Mr. Khaitan: You will recognise that it is quite a different matter to 
build up foreign assets, that is gold assets. 

Dr. Trip: Not only gold assets. 

Mr. Khaitan: Gold assets are assets held in bullion. That has a very 
limited purpose. That does not enable the Reserve Bank to obtain a 
control over such banks as might exist and continue to do banking business 
in the country with their own resources. As a matter of fact we know that 
there are already several banks existing in the country which can easily 
do without going to the Reserve Bank for rediscounting facilities. But 
in order that the Reserve Bank may serve its functions properly it must 
have proper control over the whole money market of the country; not 
simply as regards internal trade but also as regards foreign trade, other¬ 
wise the Reserve Bank would be shorn of some portion of its functions 
and control over the money market of the country. I see one of your 
recommendations to be that the Reserve Bank should make advances 
against goods and warehouse receipts. Now similarly could you not 
stretch your point and say that the Reserve Bank should also be allowed 1 
to enter the exchange market in order to obtain adequate control over the 
situation ? 

Dr. Trip: I must say that I have not the impression that they would 
not be entitled to do this. As I read the Bill they are entitled to.. You 
will see that I have emphasised in our memorandum that in addition to 
the obligation to buy and sell gold and gold exchange the bank will be 
allowed to purchase and sell the currencies of certain gold standard count¬ 
ries, not only from and to scheduled banks but also from and to persons, 
who are approved by the Board of Directors. 

Mr. Khaitan: You would therefore allow the Reserve Bank to sell? 

Dr. Trip: Oh yes. 

Mr. Khaitan: They would regulate better if they had full freedom to 
regulate the market at any time? 
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Dr. Trip: Yes. Bat I want to leave it to the Reserve Bank to follow 
the right policy. 

Chairman: As it is, there is a provision in the Reserve Bank Bill of 
1928 which will meet Mr, Xhaitan’s point. 

Lala Harkiahen Lai: So far as I am concerned, I have reserved my 
discussion because I am not familiar with the conditions of the Bill. 
Therefore I must take another subject and leave this until after I have 
studied the Bill. 
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Lala Harkishcn Lai : Now that we have got a copy of the Beserve Bank 
Bill introduced in the Assembly, I would ask you, Dr. Trip, to indicate 
to us before we start with questions, what chapters you desire to be dis¬ 
cussed and what not, to enable us to facilitate matters and save a great 
deal of our time. 

Chairman : As I mentioned the other day, so far as the Experts are 
concerned, we are not really discussing with them other matters except 
those connected with their own suggestions. 1 do not know whether 
it is within our purview to discuss the Bill section by section. There are 
sections which deal wholly with currency which is outside our purview. 
The consideration of the question whether there should be a Beserve Bank 
or not is also outside our purview. But what we might profitably discuss 
and which might reasonably fall within our purview is what the functions 
of the Beserve Bank should be—whether the Beserve Bank should be 
a separate bank, or it should be the Imperial Bank or a Government 
bank or a shareholders’ b ank, or whether it should bo immune from 
political touch and so on. 

Lala Harkishen Lai : With regard to the functions of the Beserve 
Bank, I suppose you are referring to sections 22 to 28 of the Bill? 

Dr. Trip : The note issue is dealt with under these sections. But 
section 17 of the old Beserve Bank Bill deals with the business of the 

hank. 

Chairman : Dr. Trip has referred to the two tasks of the Beserve Bank, 
the currency portion of its functions and the credit aspect. We are really 
concerned only with the credit aspect which is dealt with in section 17 . 

Lala Harkishcn Lai : In section 17 (1) of the old Beserve Bank Bill 
it is said that one item of business of the Beserve Bank is the collection 
of money for the Secretary of State in Council. Possibly the word 
collection really means only the acceptance and reception and not col¬ 
lection ? 

Dr. Trip : I think so. 

Lala Harkishen Lai: Section 17 (2) (a) in the old Bill reads as 
follows:—“the purchase, sale and rediscount of bills of exchange and 
promissory notes, drawn and payable in India and arising out of bona fiHe 
commercial or trade transactions, bearing two or more good signatures, 
one of which shall be that of a scheduled bank, and maturing within 90 
days from the date of such purchase or rediscount, exclusive of days of 
grace”. Would you have no objection to deleting the words beginning 
with “one of which ..” to the end of *hat section? 

• Dr. Trip : I have no objection to that except that some limit ought 
to be maintained. 

Lala Harkishen Lai : These being trade bills, I suppose you will stick 
to 90 days’ bills here also? 




894 


Dr. Trip : I must say that this is the usual period as governed by 
the laws of the Central Banks in other countries. But of course there 
are possibilities in that respect in regard to the extension of the period: 
in order to take into account the conditions of the country. For instance, 

I remember that with regard to South Africa Professor Kemmerer and 
Dr. Vissering proposed that the currency of these bills should be up to 
4 months. In any case, this matter should be left to the Beserve Bank: 
authorities to decide whether they will avail themselves of the opportunity 
or not. 

Lola Harkishen Lai: And your advice is that the Reserve Bank autho¬ 
rities ought to study the conditions of the country and act according to' 
its requirements. 

'Dr. Trip: The first aim of the Reserve Bank ought to be to remain 
in a strong position in order to tide over the seasons of stringency. 
Therefore, they should not lock up their resources for long periods. 

Lola Harkishen Lai: I understand the people who run the show will be- 
competent enough. Therefore, you will leave it to the Bank authorities 
to study the conditions of their own resources and consider the needs 
of the country outside according to its requirements? 

Dr. Trip: Yes. 

Lala Harkishen Lai: In regard to bills in India, I would classify them 
under three heads, (i) trade bills pure and simple which enable the move¬ 
ment of commodities from one place to another, (ii) agricultural bills, 
and (iii) industrial bills to the extent of working supplies. Would you 
not include all these classes of bills to come under the purview of tim 
Reserve Bank? 

Dr. Trip: I would not include the last class. I would leave it to 
the commercial banks to deal with. 

Lala Harki8hen Lai: And such bills of the commercial banks would 
not be rediscounted by the Reserve Bank except perhaps those of three 
months’ currency? 

Dr. Trip: Yes. 

Lala Harkishen Lai: In one case it is discounting and in the other it »8- 
rediscounting. 

Dr. Trip: Would you please tell me what difference you would make 
between discounting and rediscounting? 

Lala Harkishen Lai: The party who is really the owner is the first 
party, the commercial bank is the second party. When the second party 
takes the bill of the first party for discount with the Reserve Bank then 
it is called rediscounting, whilst when the first party deals with the Reservi 
Bank, it is called discounting. 

Dr. Trip: I quite follow. 

Lala Harkishen Lai: But you will not fix any time limit so far a: 
the bills of the commercial banks are concerned. The commercial banks 
can fix any time. 

Dr. Trip: Yes. 

Lala Harkishen Lai: But so far as the Reserve Bank is concerned if 
they are to be rediscounted they should not be for more than three months,. 
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Dr. Trip : Generally it should not be for more than 3 months. 

Lala Harkishen Lai : Then with regard to agricultural bills, I note your 
view is that they should not be of more than 6 months, but some people 
are of opinion that they should be of 7 months’ duration. Are you prepared 
to agree? 

Dr. Trip : I should say that it depends on the position and individual 
circumstances. I do not know whether it should be 6 or 7 months. 

Lala Harkishen Lai : But your view is that it should not be of a very 
long duration? 

Dr. Trip : That is so. 

Chairman : But if it is found that 7 months should be more suitable, 
you would not object to its being substituted for 6 months? 

Dr. Trip : I have no objection. 

Mr. Sarlccr: In America the period is 9 months. 

Chairman : Even if the period is 9 months you would not object to that?. 

Dr. Trip : I would leave it to the Beserve Bank to decide. 

Chairman : The real point is that you would not object to the Beserve 
Bank extending the period of 6 months if that was considered more suitable 
to meet the present conditions of this country. 

Dr. Trip : The only point is that it should be limited to a certain 
extent. 

Mr. Ramdas Pantulu : The matter was discussed by the Select Com* 
mittee on the Beserve Bank Bill and they approved of the 9 months’ limit. 

Lala Harkishen Lai: It is said that the Beserve Bank can purchase 
and sell bills under section 17 (6). Would you explain, how the sales o£ 
bills will be done by the Beserve Bank? 

Dr. Trip : By open market transactions to restrict its issue of currency. 
That is the practice of several central banks, but that is not so in my 
country. 

Lala Harkishen Lai : Why I am putting this particular point is because 
we want help from the Beserve Bank in an unrestricted fashion. If the 
Beserve Bank would come into the open market and sell bills then it wilt 
be doing so in direct competition with other banks. Is that not so? 

Dr. Trip : My opinion is that the Beserve Bank should not compete 
with other banking agencies in order to make profits, but if it is necessary 
lor the proper performance of its duties, the Beserve Bank should not 
avoid competition. In this respect I may quote the opinion of no less 
a person than Sir Montagu Norman. Governor of the Bank of England. 
Giving evidence before the Hilton Young Commission in England he has 
spoken as follows:— 

Beferring to the business of a bank, he was asked— 

“As regards its business, apart from investments you would not 
restrict it entriely to rediscounts. Ans. —Oh, no.” 

“You would allow it to lend money?—Yes.” 
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’“So that to that extent it might be in competition, with the banks?— 

I should certainly make no provision which would prevent 
the Cenral Bank, if it thought necessary, from competing 
with the other banks. It might be very necessary for it to 
do BO.” 

“Is it not one of the cardinal virtues, as put to us, of Central 
banks that they do not compete with commercial banks?— 
It is, but that does not mean that they do not protect the 
business community from the banks, if necessary”. 

That is his opinion and he is perfectly right. I think the Reserve Bank 
should not be permitted to do so for profits. On the other hand when it 
is necessary to enforce their policy in the interests of the country, the 
Reserve Bank ought to be in a position to go to the open market. 

Chairman : And your view is that it is done so only in the interests of 
the money market and not as competition? 

Dr. Trip : Yes. 

Lala Harkishen Lai: In clause (6) it is said “that the total face value 
of bills or notes so pm-chased or rediscounted shall not at any time 
exceed one-fourth of the total face value of all bills and notes purchased 
or rediscounted by the Bank up to that time”. This means that the 
total portfolio is to be very small and the Reserve Bank will have to 
refuse proper accommodation. 

Dr. Trip : This would be an argument in favour of my proposal that 
the Reserve Bank should be allowed to give credit on warehouse receipts. 

Lala Harkishen Lai : To remedy this? 

Dr. Trip : l r es, to a certain extent. 

Lala Harhislien Lai: Y’ou would not fix any other condition as it is 
with regard to agricultural paper? 

Dr. Trip : If so it must only be in the character of an exception, tc 
meet the special circumstances and requirements of the country. 

Lala Harkishen Lai: When this condition of one-fourth is placed on 
the bill portfolio of the Reserve Bank, then that will mean that agri¬ 
culture will not get assistance to that extent which it stands in need of. 

Dr. Trip : My view is that the provision might stand but the same 
might be supplemented by another clause. 

Lala Harkishen Lai : Would you fix any time there also? 

Dr. Trip : No, I would leave it to the Reserve Bank. 

Chairman: The object underlying that proviso was to secure fluidity, 
because otherwise the position might arise where the Reserve Bank’s 
portfolio would be full of bills of this class and it might find it impossible 
to secure fluidity which is essential for the purpose of its operations. 

Dr. Trip : I quite agree and it is in conformity with what I said. 

Mr. Lamoncl : It is to ensure a good distribution of the Reserve Bank’s 
business. 

Lala Harkishen Lai: That is perfectly true. My view would be that 
this one-fourth portfolio should be replaced by something else, e.g., some 
relation to reserves or some relation to capital. 
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Chairman: There is another point which arises out of the statement' 
you have made which from my point of view requires elucidation. I th ink ' 
you asked whether, instead of restricting the maximum face value of 
bills of that particular class to one-fourth of the total portfolio of bills, we 
cannot have a different proviso, namely one-fourth capital or reserves. 
If you have any concrete suggestion to bring out, I shall be glad to have 
it discussed. 

Lola HaC'^hen Lai: I have not had time to work out the figures. My 
own view m "Id roughly be that at least 20 crores of rupees ought to be 
available for agriculture, but how to bring tha-.; 20 crores, I have not 
worked out. We are out really for two things, viz., more money and 
cheaper money. 

Dr. Trip: If you spoil the Reserve Bank by these principles, I think 
it would do the greatest harm to the country; therefore even if they grant 
loans against goods, they ought to be absolutely sure that the goods are 
marketable goods. 

Lala Harkishen Lai: I want to do things strictly in the banking fashion, 
but at the same time what has to be done has to be done and ought to be 
done with all possible precautions and prudence. But if the money is- 
wanted and it is not procured, the thing is not dene at all. 

Dr. Trip: It is much better not to spoil the position of the Reserve 
Bank. You can never reason from the point of view that 20 crores ought 
to be at the disposal of agriculture. 

Chairman: If we try to put in a limitation based on capital and 
reserves, it looks as if it might be worse, because the capital is only 5 
crores and as it is, this proviso applies to bills coming under clause \h); 
but nothing stands in the way of, say, the Reserve Bank re-discounting 
agricultural bills of that class which have already been current for three 
months, the bills being deposited in the portfolio of a commercial bank. 

Mr. Lamond : The section deals with commercial and trade trans¬ 
actions. Would you call an agricultural bill a trade transaction? 

Chairman: The words used are "drawn or issued for the purpose of 
financing seasonal agricultural operations or the marketing of crops.” 
That would not take it away from the category' of a trade bill. 

Dr. Trip: I do not think so. 

Chairman: It is still a trade bill. This special provision is made simply 
to allow the extra currency of three months. 

Lala Harkishen Lai: The view I w'ould take is whether the food enters 
the stomach. I want to be assured that there is some real substance in 
these words. 

Mr. Manu Subedar: The provision is made to prevent the Reserve 
Bank from over-investing its funds in agricultural bills and limiting them 
to this class of bills and giving them scope for other classes of bills. 

Mr. Lamond: It is for the commercial bank to decide how the bills 
are to bo given to the Reserve Bank. 

Mr. Kliaitan: Would you put your question this way: The idea surelv 
is that agricultural bills should be allowed to be held by the Reserve Bank 
subject to other emergencies which we need not consider at this stage. 
That being the idea, is there any useful purpose in making the proportion 
of agricultural bills one- f ovrth of the total portfolio of other bills or, as 
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there is a risk of the commercial bills not being in tHe portfolio of tne 
'bank, would you not advise that the amount of agricultural paper that 
the Eeserve Bank is taking in its portfolio may be a percentage of the 
■proportion of some other factor rather than of the portfolio of bills? 

Dr. Trip: I cannot say that it would work as well. There should be a 
relation between the growth of the total bills in the portfolio of the 
Central Bank and the part that comes from agricultural operations.. I 
think that gives the possibility of a gradually growing number of agri¬ 
cultural bills in the portfolio of the bank. If you have a relation to the 
•capital, it would practically be a fixed relation. 

Mr. Khaitan: Would you agree with me in thinking that it may be 
made one-fourth of the capital and reserves? That will bring elasticity 
and at the same time ensure the Eeserve Bank having liberty to keep 
in its portfolio at least one-fourth of the capital and reserves. 

Dr. Trip: I would have no objection to adopt the alternative limit, 
either one-fourth of the total portfolio of bills or one-fourth of capital and 
reserve whichever amount is greater. 

Lain. Harkishen Lai: I myself would have no objection except that a 
certain minimum quantity ought to be assured. The words ought to be 
interpreted now rather than after the Act is passed. 

Dr. Trip: Your point is absolutely met by my proposal and you cannot 
meet it by way of bills. 

Lala Harkishen Lai: I did not say that I objected to it. I simply said 
that it might be objected to and personally I do not object. I want nine 
months’ bills and eleven months’ bills. I said that it offends against 
the canon of liquidity and against the canon of vagueness. There is no 
definiteness as to how far the warehouse business is to be carried out, 
whether to the extent of one-fourth, or one-fifth or one-twentieth. In 
depression, wheat was not moving for nine months until Government came 
in. It is at that time that agriculturists want money. There are no 
other bills. The result would be that there would be no agricultural bills 
in the portfolio. To begin with, we have to find out whether there is any 
possibility of warehousing coming in within this generation. Even if it 
comes in, it is not known how far the assistance might go; it might only 
be nominal. 

Dr. Trip: You cannot put the Eeserve Bank under an obligation to do 
something. If you do so, you spoil their position from the beginning. 

Chairman: There is the other aspect that at times like the one you are 
referring to. namely depression, etc., it is a matter of great importance 
that the assets of the Eeserve Bank should not get frozen. 

Lala Harkishen Lai: I quite understand that, but Dr. Trip admitted 
yesterday that nil the Central banks are not of one standard or pattern. 
The Eeserve Bank has to adapt itself to the habits of the people and 
the needs of the people rather than that the people should adapt them¬ 
selves to the idea of the Eeserve Bank. 

Dr. Triv : Subject to the condition that the Eeserve Bank should in the 
first place be in a liquid position. 

Lala Harkishen Lai: To me milk is the best liquid, but to you water 
is the best liquid. 
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Chairman: In some Central banks, the other condition -exists, 
the limit to this class of bills should be a portion of the capital and 
reserves or surplus. Even that, Lalajee, would not give us the same accom¬ 
modation which you have in mind, vie., 20 crores. 

Lala Harkiahen Lai : 5 crores was simply put in as a proposal, which 
was started by the Currency Commission, not that I have brought to mind 
that 5 crores is the right figure. 

Dr. *Trip: I absolutely disagree. If you want to have more accommo¬ 
dation for agricultural purposes, you muBt find it not by enlarging the 
capital of the Beserve Bank, but by enlarging the capital of the Imperial 
Bank or Joint Stock Banks. 

Lala Harkiahen Lai: One of the ways to get over our troubles and 
difficulties is by supplementing provision relating to agricultural bills. 

Mr. Buckley : The original figure in the Bill of 1927 was only one- 
fifth of the total; it was raised to one-quarter in the 1928 Bill. 

Chairman : That is the reason why I wanted to know from Mr. Bamdas 
Pantulu how ho was satisfied with one-fourth. 

Mr. Ramda8 Pantulu: Because one-fourth is more than one-fifth. 

Mr. Buckley : It seems to me that as the 1928 bill is drafted Beotian 
2 (a) does distinctly refer to commercial or trade bills, whereas section 
2 (b) refers to agricultural bills. 

Chairman : That is why I mentioned whether these two clausdS would 
6tand in the way of an agricultural bill of three months’ currency passing 
automatically into the classes mentioned in section (2) (a). 

Mr. Lamond: There is another point: (a) refers to scheduled banks 
and ( b) to scheduled or provincial co-operative banks. An agricultural 
paper of three months endorsed by a co-operative bank would not come 
under (a). 

Chairman: I can see light in the midst of these various difficulties. 
At the present moment there are no agricultural bills and perhaps 
Mr. Bamdas Pantulu and his supporters thought that to start with one- 
fourth would be adequate. This is not, if I may say so, a cast-iron 
document. You have got to begin with something and if it was then 
established that the needs of the country demanded a higher proportion, 
a ohange might be made. So far as I know there is at present a certain 
number of commercial or trade bills, but no agricultural bills, except the 
warehouse receipts which are separately dealt with. 

Mr. Bamdaa Pantulu: The Beserve Bank would find enough of agri¬ 
cultural bills in the market. 

Chairman: At present there is no bill market. The difficulty to which 
you refer is not likely to arise immediately or perhaps during the next 
generation. When agricultural bills have grown, certainly the Beserve 
Bank on its own motion, or Government, if the Reserve Bank is not 
alert enough, would think of modifying the provision. At the same time. 
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there is the other factor to which you referred and to which Mr. Ehaitan . 
alluded and which I know finds a place in the Central bank of some 
countries, via., where it gives a certain amount of absolute (not relative) 
protection to agricultural bills. The question is whether it might not be 
desirable to put in a second proviso to the following effect: “provided also 
that the total face value of these bills does not exceed Rs. 20 crores’% 
We might think of these things when wo discuss the question among our¬ 
selves. I take it that you would have no objection? 

Dr. Trip: No. 

Mr. Lomond: It also includes promissory notes. 

Chairman: Yes, but these notes are based on agricultural produce. 

Lola Harkishen Lai: We are looking at things from the business point 
of view and I maintain that this proviso does not really help agricultural 
bills. I wanted to bring this to the notice of the Committee and the 
Experts and I have done it. Dr. Trip realises the force of my point, but 
he says he has met it by another proviso in his own note, viz., ware¬ 
housing. Whether this will meet our requirements or not we shall dis¬ 
cuss later. I do not understand the words "one of which shall be that of 
a scheduled bank, or a provincial co-operative bank”. These require 
further modification. The provincial banks’ jurisdiction is over co-operative 
societies and these societies do not cover more than 7 per cent., of the 
whole agricultural population, while the scheduled banks are mostly urban 
banks. What is to happen with regard to the produce of the other 93 
per cent, of the agriculturists? 

Chairman: I shall answer that from Mr. Eamdas Pantulu’s point of 
view. If you allow that work to be taken up by the Reserve Bank, the 
provincial co-operative banks will never extend their operations, because 
the Reserve Bank immediately begins by interfering with their operations. 
I was not on the Select Committee, but as I understand the position, the 
idea is that the Reserve Bank is on the top of everybody, but down below 
is the provincial co-operative bank to develop itself and gradually take 
over the 93 per cent, of the custom with which it does not now deal. 
Was not that the idea? 

Mr. Ramda8 Pantulu: That is the idea. 

Lola Harkishen Lai: The provincial bank cannot go anywhere until the 
co-operative societies come in first. There are three difficulties in co¬ 
operative societies spreading at present. They have not the money re¬ 
quired. People have to be trained better and therefore the speed ought 
to be slowed down. Attention has not been drawn to thrift, and no effort 
has been made so far, except in a few cases, to increase the income of the 
agriculturists. Now the attention of the co-operative movement is being 
drawn to these three facts, viz., there should be thrift, there should be 
saving, there should be training and more income. That means that the 
area covered would be naturally smaller per year than has been in the 
past. That being the case, I do not see that 93 per cent, of the population 
would come within its purview within a short time. If the words are 
altered to “other approved person, moneylender, or indigenous banker”, 
those people might come in. 
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Chairman: One of our ideas is that the scheduled bank would inolude 
indigenous bankers. We are going to fix that up at a later stage. On that 
point I believe there is a certain amount of agreement. 

Lala Harkishen Lai: Then my object is gained. Dr. Trip wants to 
take out the words ‘scheduled bank’. If they stand, then they will include 
approved bankers. 

Dr. Trip : It has to be approved by the Reserve Bank. 

Chairman : That again will to some extent be met by your suggestion 
about the warehouses, because there you do not bring in the signature of 
the provincial co-operative banks? 

Dr. Trip: No. 

Chairman : We may have to change these views about warehouse re¬ 
ceipts again when we discuss with the two co-operative experts. All that I 
wanted to point out was that it is generally admitted that we must bring 
the approved indigenous bankers, i.e., those who satisfy certain conditions 
in relation with the Reserve Bank. Perhaps there may be disagreement 
in the minds of one or two; I am simply mentioning a fact which has 
been subscribed to by many of us. I should put it no stronger than 
that. 

Dr. Trip: Perhaps I might draw attention to that part of my memo¬ 
randum in which indigenous bankers are referred to. 

Lala Harkishen Lai: Would you keep sub-clause (3) of clause 17 of the 
Reserve Bank Bill of 1928 as it is? 

Dr. Trip: I would keep it in order to enable the Reserve Bank to pro 
tect the international position of the currency. 

Lala Harkishen Lai: I understood that the object was that if, in the 
course of international trade, these bills drawn on foreign countries were 
received in India, they ought to be re-discounted in this country. 

Dr. Trip: Yes. 

Lala Harkishen Lai : But considering India as it is would you leave the 
limit at one lakh of rupees? 

Dr. Trip: I do not see any objection to keeping it. The work of the 
Reserve Bank in this respect must be of a certain size and I should say 
that one lakh is not so much. 

Lala Harkishen Lai: Do you refer to the total number of bills or 
-ndividual bills of one lakh of rupees? 

Dr. Trip: International bills are in general for larger amounts than one 
lakh. 

Mr. Khaitan : Tn the jute trade, for example individual bills are for 250 
bales. At present, prices the jute bales are worth about Rs. 30; so indivi¬ 
dual bills would be for Rs. 7,500. Even if a person buys 2.000 bales, he 
wants individual bills drawn in lots of 250. 

Dr. Trip: There is no minimum limit with regard to the number of 
bills and I personally have not invented the limits. 

Chairman: I suppose the object of this is perhaps to prevent the 
Pesorve Bank from taking small lots of bills. 

Vor.. iv 2 b 
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Lala Harkishen Lai : Quite bo, that is why I naked whether he would 
not reduce this limit of one lakh. So far as I know, in Calcutta or Bombay, 
I do not think individual bills are for more than half a lakh ; even that is 
extreme sometimes. 

Mr. Khaitan. In my opinion, so far as individual bills are concerned, 
there ought to be no minimum limit. 

Lala Harkishen Lai: Then you will say ‘lots of bills of not less than 
one lakh of rupees' or ‘Rs. 50,000’. 

Mr. Khaitan: That section ought to be taken away from the bill alto¬ 
gether. 

Chairman ; But my difficulty is that if there was no limit, there would 
be a howl about discriminating treatment if, for example, the Reserve- 
Bank did not accept Rs. 500 from one person and accepted Rs. 5,000 from 
somebody else. It is much better that the provision should be specific. 

Lala Harkishen Lai: My view is that it should be lots of so much. 

Dr. Trip: Parcels of so much. 

Mr. Khaitan: That would be a matter for discussion among ourselves. 
I am only mentioning that the function of the Reserve Bank divides itself 
into at least three factors: (1) the control of currency and the international 
position of the monetary unit; (2) the control over banks so that it might 
have control over the money market, and (8) expanding and contracting 
currency, subject to the international position, for tire purpose .of helping 
trade, agriculture, and perhaps industries. As regards the second point, 
control over banks and money market, I asked Dr. Trip the day before yes¬ 
terday whether in order to obtain control over banks and money market, the 
Reserve Bank should not be at liberty to buy and sell exchange. Whether 
the Reserve Bank directly deals with traders or not, I think you will agree 
with me that it should have liberty in order that it may hold out a threat 
to other banks that if they did not behave properly, it had the power to 
deal with traders direct and thus obtain control. From that point of view, 
there does not seem to be, any necessity or desirability of limiting the 
minimum amount of exchange bills that the Reserve Bank may buy or 
sell. Otherwise, if you limit it to lots of Rs. 6,000 or Rs. 50,000, the banks 
may choose or not choose to go to the Reserve Bank for purchase or sale 
and thus non-cooperate with the Reserve Bank and then it would have no 
control over the money market of the country, both as regards its interna! 
as well as its international position. These matters we can discuss later. 

Dr. Trip: In my country and in the Dutch Bast Indies, there is no 
limit. I cannot decide what the limit should be for this country in view 
of what the Chairman has said.; 

Mr. Khaitan: So far aB the Chairman’s point is concerned, it is met 
by the fact that the Reserve Bank will never be eager or anxious or 
desirous of entering the market except when it is necessary for it to obtain 
a hold over the money market. The Reserve Bank would not care to deal 
in small bills. 

Chairman: I indicated the necessity for some limit, as otherwise the 
Reserve Bank may lay itself open to the charge of favouritism. 

Lala Harkishen Lai: It means that this phrase requires reconsidera¬ 
tion—the words at the end of (»). 
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'Chairman : The only point is this, whether our experts have anything 
to say with regard to that proviso. 

Dr. Trip : We have nothing to say apart from what we have said with 
regard to point 2. 

Chairman : That is, apart from liquidity you have no particular reason 
why that should be modified. 

Dr. Trip: No. 

Lala Harkishen Lai: In case there are no scheduled banks? 

Dr. Trip : I would be prepared to go so far as v promissory notes sup¬ 
ported by documents.” 

Mr. Khaitan: Then Dr. Trip has no objection to retain the words— 
^promissory notes of any scheduled bank or a provincial co-operative bank’— 
in clause 4 (e). 

Lala Harkishen Lai : Clause 5: that is, ways and means advances. 

Chairman: Yes. 

Lala Harkishen Lai : I don’t understand bank post bills in clause 6. 

Mr. Khaitan : They are hundis drawn by banks on their branches pay¬ 
able one or two months after they are drawn. 

Chairman : They are, so far as I know, a form of demand drafts. 

Mr. Lamond: They are bills payable six days after the date of their 
issue by branches of banks other than those issuing them. 

Lala Harkishen Lai : This bill contemplates branches as well as 
agencies, but here (clause 6) only ‘branches’ is used. Does this mean that 
. the issue of bank post bills will be restricted to the 5 branches? 

Chairman: I do not think there is any question of issue of bank post 
bills on agencies. 

Lala Harkishen Lai : The funds of the bank would be in the 5 branches 
mostly. 

Chairman: That is so. 

Lala Harkishen Lai : They are really drawn to get money transmitted, 
and therefore money should not be taken from the agencies by this method. 

Chairman: That is so. 

Mr. Khaitan : They are not simply for remittance purposes. So far t,s 
1 understand, the Calcutta Branch of the Reserve Bank may draw a bank 
post bill payable in three months; it need not be on another branch; it 
will be for the purpose of contraction of currency; at certain times the bank 
may sell its post bills in the market. 

Mr. Lamond: They might be treasury bills. 

Mr. Khaitan: Just as Government issue treasury bills. 

Mr. Manu Subedar: Clause 5 of seotion 19 prohibits the issue of such 
bills. 

Chairman : Section 19 begins by saying—‘Save as provided in sections 
17, 18 and 45’. So perhaps Mr. Khaitan is correct. At least my own 
impression is more or less the same. The agents of the Reserve Bank will 
be the Imperial Bank and so far as I know it was never intended that 
these bank post bills should be drawn on agencies. 


2 b 2 
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Lala Harkishen Lai: What I understand is that these bills would be 
simply loan bills; finance bills, not transmission bills. 

Chairman : They may be both. 

Mr. Khaitan : It will be a transmission bill if Calcutta draws on Bombay 
Branch. 

Dr. Trip: From our point of view, I can only say that we are not in 
favour of allowing the Beserve Bank to draw finance bills on its own. 
branches. 

Mr. Khaitan: Banks in India do not at present issue post bills. All 
that they do is to receive fixed deposits. Some people are afraid of fixed 
deposits because they might require the money during the period for wh*ch 
the fixed deposit may rim, and they cannot convert it into cash unless they 
go to the bank and borrow money at a higher rate than the bank has agreed 
to pay for the fixed deposit or forego the interest for the period the fixed 
deposit has to run. It is therefore thought that if the Bank started the 
practice of selling post bills in the market, they will have the advantage ot 
getting more deposits in that way than through fixed deposits. Once the 
Beserve Bank sells such bills, the shyness of other banks to do so will 
disappear. As regards the second point—contraction of currency—if there 
were no bills in the portfolio of the bank, it will issue post bills and get 
money from the market, which will really mean contraction of currency. 

Dr. Trip : It would be wrong in principle to have in the market a large 
number of finance bills produced by the banks. 

Lola Harkishen Lai : According to banking practice this article Bhould. 
be omitted. 

Dr. Trip : It ought to be restricted to remittance bills. 

Chairman: I think it covers both remittance bills and finance bills. 

Lala Harkishen Lai: Between branches where there is no money to 
remit there can be hardly any remittance. 

Chairman: The reserves of the Government of India will be held by 
the Beserve Bank and its branches: their agencies do not come in. They 
will transact the ordinary banking business of Government at various 
stations, and the reserves will really be lodged either in the Beserve i'ank 
or in its branches at three or four places. These bank post bills will there¬ 
fore help in the transfer of reserves from one place to another. The exist¬ 
ing arrangements seem to me to indicate that the remittance could more 
easily be conducted through the currency part of the bank’s operations. 

Dr. Trip': It is not usually a banking transaction. 

Lala Harkishen Lai : Does clause 7 relate to the banking department or 
to the issue department? 

Dr. Trip: Banking Department. I will not recommend continuous 
action on this provision. 

Lala Harkishen Lai: It is only a permissive provision. 

Chairman : Having made the purchase, it can then transfer to the issue 
department. It allows the bank a certain amount of discretion. If it 
were confined to the issue department, then, as soon as it makes the 
purchase, people may get suspicious about it. 
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Lala Harkishen Lai : It should not be made a usual practice in tha 
•banking department. As agents of the currency department they may do 
anything. According to certain discussions that we have had, the re* 
sources of the banking department would not be sufficient to go round and 
therefore unless something else comes in, it would be putting a spoke in the 
•wheel. 

Chairman : It would reduce the resources at its disposal for other 
-purposes. 

Dr. Trip : I did not touch on this point because it is only a possibility 
that is open to the bank, but now that Lala Harkishen Lai has toucned on 
it I should like to say that in my opinion the Reserve Bank should not 
avail itself of this possibility to a large extent because I think the reserve 
funds should be kept liquid for trade and commercial purposes and cot 
locked up in Government securities. 

Chairman : But what about their reserves which include both gold and 
•gold securities, and if you take back this provision how are they going to 
•operate in that field? 

Dr. Trip : There is a misunderstanding between us; I referred to interna) 
government securities, but this proviso is as regards foreign securities, and 
from that point of view I should have no objection. Of course I think 
•5 years is much too long. 

Chairman: Apart from that it may be a very necessary provision. 

Dr. Trip: Yes. 

Mr. Manu Subedar: It will be necessary for the bank to purchase 
securities in order to enable it to borrow under section 14 and give securi* 
ties for such borrowing if necessary. They will require some power to 
purchase securities. 

Dr. Trip: It would ol course be necessary for a minimum cover fot 
the issue of notes in the country itself. 

Lala Harkishen Lai: Then it is the currency department. As regards 
clause (a) of section 8, does the word "deposits” mean current deposits 
on which no interest is paid? 

Dr. Trip : Yes. 

Lala Harkishen Lai : If two-fifths of the liabilities are held in securities, 
it may make the funds frozen. Some people would object to that. 

Dr. Trip: It will be so if it is done to a large extent. There is no 
free market for Government securities in this country. If the Reserve 
Bank could dispose of its Government securities at any moment, we should 
have no objection. I think it would be detrimental to trade to lock up 
money in Government securities in this country. 

Chairman: There are other provisions to contrnl this; e.q., (b), (c) and 
(d). 

Dr. Trip: There is a limit of course. But I know that the Imperial 
Bank holds a large amount in Government securities, and from the stand* 
point of liquidity 1 should like to say that it will not be advisable for the 
Reserve Bank to do likewise. 

Mr. Mann Subedar: It is only a maximum provision; it is not the 
■minimum. 
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Dr. Trip : Surely, iu ihe years to come 1 should like that the Reserve 
Bank should not do it. 

Chairman: Please see clauses (6) and (o). 

Dr. Trip : I know, but still it would not be advisable for the Reserve 
Bank in its first years to enter this field to a large extent. I should very 
much prefer that they gave advances for trade purposes and agricultural 
credit. 

Chairman : You would yourself prefer that the investment should be 
confined to the aggregate amount of the share capital of the Bank and 
its reserve fund. 

Dr. Trip: Certainly. 

Chairman : Would it not affect the power of the Reserve Bank to inter¬ 
fere in cases of abnormal movements in the money market if they are not 
able to buy Government securities? 

Dr. Trip: I have the impression that if the Reserve Bank holds a large 
amount in Government securities, it could not get rid of them again. 

If it could always sell them, it would be a different case. I have no objec¬ 
tion to the Bank buying treasury bills which have a currency of 3 months 
or 6 months, but to lock up its money in long-term Government securities 
would not be advisable. 

Chairman: Clause (d) limits the investment in long term securities. 
Clause (c) refers to short-term Government securities. In clause (6) we 
come down practically to treasury bills. These provisions taken together 
meet your criticism and give the bank a certain amount of freedom to 
regulate the money market. 

Dr. Trip : I have no objection to keeping these provisions in law, but I 
would advise that the Reserve Bank should be very careful and cautious 
in availing itself of this provision. 

Lala Harkishen Lai: As I understand, Dr. Trip thinks the provisions 
should be there, but the Reserve Bank should be cautious not to lock up 
any portion of its deposits in Government securities. In other words 
instructions should override law. 

Dr. Trip : There will be no instructions; it will be left to the discretion 
of the Bank. 

Chairman: The law is not obligatory. The Bank cannot go beyond 
the maximum limit, and that it should go up to that is provided for nowhere 
in this Bill. 

Lala Harkishen Lai : So far as I am concerned, I think that law should 
go only to the extent to which practice corresponds. 

Chairman : We will discuss it among ourselves. These provisions will 
not be worked by Government, but by governors who will be businessmen. 

Lala Harkishen Lai: In clause 11 would you not bring in the Indian 
States? Why I am asking this question is this; it is stated here that 
/shares may be held in Indian States. 

Chairman: That is permissive. If you want to put in this provision 
without getting the permission of the Indian States there may be trouble. 
There may not be trouble if you have a federal government, but at the 
present moment there will be trouble. As it is, the clause you refer to 
refers to territories of Indian Princes and Rulers in India. It refers to 
the people inhabiting these states. 
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Lala Harkiahen Lai : They are British Indians living in Indian States. 

Chairman : They may be British Indians or non-Indians. 

Lala Harkiahen Lai: I will not raise much trouble here. The only 
thing is it ought to be made clear on page 3 at clause (6) («). 

Chairman: That certainly makes no provision for investment in sharea 
by the rulers of the territories themselves. 

Lala Harkiahen Lai: It is not excluded either. 

Chairman : There are other laws which stand in the way of that. 

Lala Harkiahen Lai: The later legislation takes precedence over an 
earlier measure on the same subject. 

Chairman: This clause only states that people in these particular terri¬ 
tories will come in on the Delhi Begister. It does not make any overriding 
provision with regard to investment in shares. 

Lala Harkiahen Lai: If your reading is correct that they are excluded. 

I have nothing to say. But if it is not, both tho sentences should corres¬ 
pond with each other. 

Chairman: The position is made clear in clause 4: no person who is not 
domiciled in India or a British subject ordinarily resident in India, shall 
be registered as a shareholder or entitled to payment of any dividend on 
any share. 

Lala Harkiahen Lai: ‘Domiciled in India': that is what struok me. 
If it had been ‘British India’ I should not have raised the question. It 
may be an omission in drafting. It will have to be considered. 

Mr. Manu Subedar: If they are to act as agents for the States, and 
if our idea is to have a strong central bank which will rope in all the 
resources of the country, from a purely banking point of view, would it 
not be right to have all collections of cash of Government and cash in the 
country coming to one place. 

Dr. Trip: Absolutely. 

Lala Harkiahen Lai : On page 5 you lay down:— 

To avoid misunderstanding it may be added that the Reserve Bank 
need not necessarily avail itself of this opportunity to a large 
extent:the mere fact that the opportunity exists will enable 
the Bank to exercise strong influence on the level of the rate 
of interest. 

When I was talking about the quantity of bills you said that you would 
take away the warehouse receipts. 

Dr. Trip: It would not be necessary for the Reserve Bank to make 
advances on warehouse receipts to a large extent to traders direct apart 
from banks. But they can do it to a large extent through the inter¬ 
mediary of banks. The bank oould go to the Reserve Bank and say, 
‘I have no bills; I have warehouse receipts; can you take them from us?’ 
The Reserve Bank would thus be enabled to give money on warehouse 
receipts. 

Lala Harkiahen Lai: You say that warehouse receipts should not be 
taken in large quantities from whichever source they come. 
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Dr. Trip : Perhaps I was not very clear in this respect. If the Beserve 
Bank could get enough bills or enough other securities from banks or 
from people they want to deal with in the first instance, then it need pot 
give large credits to the owners of the goods themselves. It should avail 
itself in the first place of the intermediary banks with which it wants to 
work. 

Mr. Lamond: You want to replace section 18 by this suggestion. 

Dr. Trip: Beplace or extend the section. 

Lala Harkishcn Lai: You are all the time thinking of the Beserve 
Bank. I am all the time thinking of the borrowers. So far as the 
borrowers are concerned they have to be satisfied with words. So far as 
the Beserve Bank is concerned that has to be satisfied with investment. 
It is a different point of view from which I am asking this question. 

Dr. Trip: I want that the Beserve Bank should have enough scope 
to make itself felt in the country. 

Lola Harkishcn Lai: You say that the Beserve Bank should have 
enough opportunities of investing its reserves. 

Dr. Trip: Yes. 

Lola Harkishen Lai: 1 want, so far us the agriculturist is concerned, 
that he should have, if not a lion's share, at least a fair share of the reserves 
of the Beserve Bank. Agriculture is our main stay or our only stay, and 
the Beserve Bank ought to look after the interests of agriculture and 
agriculturists, and then of course industries and trade. 

Dr. Trip: I agree if it is compatible with sound policy, which muBt 
prevail in all cases. In the first place have a sound Beserve Bank, ancl 
then of course it has to sene as far as possible the requirements of the 
•country. \Ye cannot sacrifice soundness to the interests of borrowers. 

Lala Harkishen Lai : A smaller bank than a bank with a capital of 
5 crores will be sounder than the latter, being smaller. 

Dr. Trip: Be. 5 crores is quite proper. 

Lala Harkishcn Lai: What 1 am saying is that soundness will be 
secured by a much smaller bunk, because its funds will be in the best 
securities. What I understand from the soundness of a bank does not 
mean ‘choice of securities’, but ‘the method of investment.’ 

Dr. Trip: I lay the fullest stress on the duties of the Beserve Bank 
with regard to the local and international position of the rupee. 

Lala Harkishcn Lai: According to your ideal, there should be inter* 
mediary banks so far as the requirements of industry and agriculture 
are concerned. 

Dr. Trip: Yes. 

Lala Harkishen Lai: According to Dr. Trip our problems are to be 
solved by more agricultural and industrial banks. 

Dr. Trip: I include among intermediary banks the commercial banks. 
The question of industrial banks has been discussed with Dr. Jeidele. 

Lala Harkishcn Lai: You say ‘this is the result, not of lack of organi¬ 
sation. but mainlv of the fact that, for the time being, the fundamental 
conditions for such a bill market are lacking’. Then you say generally 
that you need not go into detail with regard to this subject. T should 
like to have the details if you don’t mind. I should like to know those 
conditions because when people are organising things, there are pitfalls 
into which they should not fall. 
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Dr. Trip : I think the conditions are a thorough knowledge of the posi¬ 
tion of the signatories to the bills and of the character of the bills especially 
with regard to the question whether the bills that come to the market 
-are really trade bills and not finance bills. 

Lola HarkUhen Lai: Or the fundamental conditions /are assurance 
■of some parties and assurance of being real trade bills. Any other? 

Dr. Trip: No. 

Hala HarkUhen Lai: Then you say this method is to improve the 
present conditions which are not well organised. You know how it is done 
•at present. Have you any other suggestion to make to improve that 
immediately ? 

Dr. Trip: It is always very difficult to improve a situation immediately. 
I think all improvement must be gradual, and we can only give the 
general lines which in our opinion must be followed. 

Lola HarkUhen Lai: No immediate steps occur to you at present with 
tregard to the present methods? 

Dr. Trip: What steps could be taken as regards the bill market I will 
come to later on. Apart from these steps we advocate the improve¬ 
ment and extension of the warehouse system. The ultimate aim would 
’be, in our opinion, to cover the country with a widespread net work of 
warehouses or godowns, adapted as much as possible to the requirements 
■of the various parts of the country. 

Lola HarkUhen Lai: It is a tall order. I mean it is a big tiring. 

Dr. Trip: Of course it is a big thing which must gradually grow. 
We have got for instance, if I may refer to the Dutch East Indies, several 
warehouse companies, whilst some commercial bankB and many traders 
lhave then? own godowns. 

Lola Harkiehen Lai: What is the area of Java? Have you any idea 
■of the quantity of goods in a warehouse, the maximum or minimum? 

Dr. Trip: The area of Java is about 2,400 square geographical miles. 
'Your question about the capacity of warehouses, I cannot answer. 

Lola HarkUhen Lai: How many Javas would have to be put together 
to cover India? 

Dr. Trip: A great many. 

Lola HarkUhen Lai: How many warehouses have you in Java, a thou¬ 
sand? 

Dr. Trip: I don’t know, perhaps more. 

Lala HarkUhen Lai: I am asking because the warehouses of Java might 
be very different from those in India. 

Dr. Trip : I cannot see that it has anything to do with mv proposal. 
There may be difficulties, and I expect that there are difficulties. There 
are difficulties and objections to every proposal. It is' my opinion, Mid 
that of my colleagues, that the direction, we mentioned, should be 
followed. It is for you to decide whether you agree with us or not. 

Lala HarkUhen Lai: My aim is to get some information which would 
help us immediately. 

Dr. Trip : I am only a weak man as you are and we cannot change 
■things immediately. 
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Lala Harkishen Lai : In Java have you one big private company? One- 
big private company would be an impossibility to cover the whole of this- 
country. 

Dr. Trip : As I said we have in Java more than one company and 
many private godowns. If it is an impossibility, to have one big company 
you can have provincial companies with a network of provincial branches. 
In any case the fundamental requirements would be, that the Reserve 
Bank and the banks in general could accept the warehouse receipts of 
these companies, without doubt about the solidity and the soundness ot 
their position and work. 

Lala Harkishen Lai : One big private company or several. 

Dr. Trip: I agree to that. 

Lala Harkishen Lai : Then you say, that we are to create an instru¬ 
ment which is acceptable to all parts of the banking organisation. Can 
you give us the form from another country which this instrument takes? 

Dr. Trip: I should say that this instrument is an ordinary warehouse 
receipt. I mean an instrument issued by such a corporation that is so 
•ound that if the corporation issues a receipt it is acceptable to all parts 
Of the banking community, 

Lala Harkishen Lai : That means from the point of view of the issuer. 

Dr. Trip: Yes, with regard to his financial strength and standing. 

Lala Harkishen Lai: You have also in that paragraph brought in the 
words “non-perishable, readily saleable goods”. What does that mean? 

Dr. Trip: That is goods that keep their value during the time that the 
credit is given. 

Lala Harkishen Lai: I think most agricultural produce is perishable. 

Dr. Trip: It is only a question of time. Take sugar for example— 
sugar is perishable after a year or so. 

Lala Harkishen Lai: Then you say that the forces of Government 
and business life in India should be concentrated on the construction and' 
development of such a svstem. How would you bring the Government 
in? 


Dr. Trip: In the first place with regard to the Railway warehouses. 
The Railways in this country are mostly in the hands of the Government, 
are they not? 

Lala Harkishen Lai: Any other suggestion so far as the Government' 
is concerned? 

Dr. Trip: I cannot say at this stage. 

Lala Harkishen Lai: How could the Government come in? What we 
want to know is under what conditions and under what terms ought we 
to go to the Government to help us in this matter? 

Dr. Trip: Well if it is framed in such a way that it is really tc the 
benefit of the country as a whole, I could consider the possibility of the 
Gove rnm ent taking part in the shares of such a company. 
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Lala Harkiahen Lai : Then you say ‘considerable difference of opinion^ 
on the causes of this phenomenon exists’. The reasons mentioned are 
the development of the cash-credit system, the reluctance of banks to 
discount these bills. Well I mention one or two other reasons and you 
may kindly consider whether they are also in the way of development. 
One is speculation. For the last few years the trader has never been- 
certain whether the customer does not enter the speculation field at any 
time. 

Dr. Trip : That is of course lack of knowledge of his position. 

Lulu Harkiahen Lai : You will agree about it. 

Dr. Trip: I will accept it on your authority. 

Lala Harkiahen Lai : The other is what is called elasticity in prices. 
The prices, especially of the sugar, have been disturbing the sugar market 
a great deal to the detriment of India. 

Dr. Trip: In the first place of the sellers. With regard to the bill 
market .... 

Lain Harkiahen Lai: I am thinking of the bill market. You have- 
mentioned two reasons, one is cash credit. 

Dr. Trip : If you have real trade bills the goods are sold for certain 
prices and that, price is the- amount mentioned in the bill, and if the 
parties are good .... 

Lala Harkiahen Lai : But by the time they leave Java, sugar for 
instance, the price has gone up in such a way that sometimes delivery is 
not taken. 

Dr. Trip : That is a question of foreign bills. 

Lala Harkiahcjt Lai: l ani questioning that; you draw a trade bill for 
8 months on certain commodities. In 3 months the fluctuation in prices 
is so large that the bill changes from ‘real’ to ‘unreal’. 

Dr. Trip: There will always be losses in the banking business. I would? 
try to look sit the probable development before I would take the bills. By 
knowing the financial standing of the purchaser or the goods and of the 
seller of the goods and the probable development of the market I could- 
safeguard myself as far as possible against losses. 

Lala Harkiahen Lai : Therefore in addition to the actual trade value 
you would look always »t the parties? 

Dr. Trip : That is the main point. 

Lala Harkiahen Lai : You say it ought to be emphasized at the outset 
that genuine trade-bills as would bu eligible for purchase or rediscount 
by the Reserve Bank, can only be created if producers and traders are 
prepared to sell on credit, etc. Wliat is your experience about your 
enquiry whether sufficient credit is or is not granted in the country ? 

Trip : I gathered that from your own information which you gave 
to D*\ f< idels. Tt was. if you remember, with regard to the purchase of 
sugar, hat you said that the business was practically done on :* cash 

basis. 

Lala Harkiahen Lai : So you would like longer credit for the bills? 

Dr. Trip: Of course if one wants to have a bill market it is the first 
condition in my opinion. Tf it is impossible to fulfil that condition, you: 
cannot have a bill market. 
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Lola Harkishen Lai: You say “The published rate of the Reserve bank 
should be the discount rate for genuine first-class trade bills and loan* 
-even against Government securities should have to pay a somewhat higher 
rate”. You lay down two conditions—for genuine and first-class. 

Dr. Trip: In the first place the goods should be sold so that it is a bill 
from the seller on the buyer. In the second place the parties to the bills 
-should have a sound financial standing and be good for their obligations 
whilst it would be desirable—but that is not necessary in all cases—to 
have bank acceptances. 

Lada Harkishen Lai : Well, for bank acceptances and bank endorse¬ 
ments would you make any advances? 

Dr. Trip: No, because in both cases the bank is liable. 

Lola Harkishen Lai: In para. 6 you say “all these means may be use¬ 
ful, but it must, be realised that considerable improvement can only be 
achieved if and in so far as on the one hand the existing prejudice against 
"the rediscounting of bills could be removed and. on the other hand the 
necessary educational work meets with success”. 

Chairman : We have here a good deal of evidence that people do not 
want to go to the Bank because it reacts on the credit. Isn’t that so, Mr. 
Lamond? 

Mr. Lamond: The reference was to banks. 

Chairman: So it is not confined to the banks. It affects also the 
•custom. 

Mr. Lamond: They were referring to rediscounting by banks. 

Chairman: That is, people don’t want to go to banks to have their bills 
rediscounted because they feel it will affect their credit. It was men¬ 
tioned also in the case of”indigenous bankers. I am talking of indigenous 
bankers, not the moneylenders pure and simple. 

Lola Harkishen Lai: Talking of indigenous bankers, to strengthen the 
position and to raise the standard of these bankers. When you were 
writing that, may I ask had you in mind rediscounting and discounting 
of the Reserve Bank? 

Dr. Trip: Oh yes, I mentioned it at a later stage. 

Mr. Harkishen Lai: But you had it in mind. Then you say they need 
not be linked to any banks. The idea has been expressed several times 
that they ought to be linked with banks. Another idea has been expressed 
here that it will improve their position if they comply with certain re¬ 
quests. Here you say a third thing—co-operation. Do you replace these 
two matters with the advice you have given here? 

Dr. Trip : I must say the linking of the indigenous banks to other 
banks seems to me a very difficult problem. I do not think they will be 
inclined to do that of their own free will, and therefore I say that a better 
way would be to leave them alone to improve their position bv co-operation 
among themselves. 

Lola Harkishen LaV: Another thing was that they should adopt some 
methods which are common with banks. 
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Dr. Trip,: I should like that they should adjust themselves to those 1 
methods of the banks by their co-operation. 

Lola Harkishen Lai: Co-operation amongst themselves and also adapt¬ 
ing themselves to modem life? 

Dr. Trip: Modem banking practice. You will find in our memorand um •• 
“'We are not in favour of compulsory measures with regard to the indigen¬ 
ous bankers. They should establish or reform their own associati ons , 
which would have to make regulations with regard to rates of interests, 
publication of balance-sheets and profit and loss accounts, proper book¬ 
keeping and auditing, and in general have to take all those steps which 
seem appropriate to raise the standing and improve the banking methods 
of their members”. 

Lola Harkishen Lai: Then you say further “A close contact should, 
be established between these associations and the Reserve Bank in order 
to enable the latter . . . .” That means the Reserve Bank? 

Dr. Trip: Yes, in order to discuss with the Reserve Bank about the 
regulations and methods of working. 

Lala Harkishen Lai: You mean that there should be an association o £ 
associations? 

Dr. Trip: Associations of indigenous bankers. 

Lala Harkishen Lal: : Contact- should be established between, these 
associations? 

Dr. Trip: I do not refer to financial contacts. I mean that the Re¬ 
serve Bank should influence their methods. 

Lala Harkishen Lai: In your memorandum you say: “Under normal 
circumstances the currency of that country will be preferred where the 
lowest rate of interest prevails and the money and bill market is bo well 
developed that no doubt can exist- about discount facilities being available 
at any time during the currency of the bill. These conditions are lacking 
in India. As long as this is the case, trade and industry would be ham¬ 
pered and the cost of imported goods raised by enforcing sellers of foreign 
goods to draw rupee bills.” Does this paragraph refer to rupee bills or 
to discount facilities? 

Dr. Trip: It refers to the possibility of creating rupee import bills. 

Lala Harkishen Lai: There are two subjects dealt with here: one sug¬ 
gestion is that if the rupee bill is drawn, there would be improvement in. 
the Indian trade, and another is that discount facilities should be improved,- 

Dr. Trip: The one is a condition of the other; discount facilities ought 
to exist before bills can be created. 

Lala Harkishen Lai: Discount facilities for other currencies should be 
first developed. 

Dr. Trip: No. 

Lala Harkishen Ldl: If they resolve or make up their minds to en¬ 
courage rupee bills, then it can be done, not otherwise. 

Dr. Trip: It depends upon the circumstances and upon the standing- 
of the parties. 
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Lala Harkishen Lai: At present they are non-existent; they are in 
foreign currencies. To translate them into Indian currency, you want 
■certain measures to be taken by somebody and I take it that that some¬ 
body should be the Beserve Bank? 

Dr. Trip: That may be the case in future. The most important ques¬ 
tion is of course the interest rates charged. 

Lala Harkishen Lai: If rupee loans have to be encouraged, these 
Agencies should make the first move by charging reasonable rates of in¬ 
terests on these bills and also assuring the people that if they are good, 
-sound and genuine trade bills, they would have nc hesitation in discounting 
them. 

Dr. Trip: Yes, but the interest rates are dependent on the conditions 
.and circumstances prevailing in the country. 
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12th February 1931. 


Mr. Mam Subedar: The subject of your memorandum is extremely 
large and I can only ask you on a few points. But I am not anxious 
to revive the controversy as to whether the Reserve Bank should be a 
State institution or a private institution. I am not personally yet convinced 
that it should be a private institution. Would you please state on what 
grounds you would advocate a private institution instead of a State insti¬ 
tution? 

Dr. Trip: I am of opinion that the Reserve Bank must be an absolutely, 
independent institution, free from Government interference with the policy 
of the Bank and I think that that is better safeguarded when it is a private 
institution than when it is a Government institution. 

Mr. Manu Subedar : We have in this country, Dr. Trip, certain quasi- 
.public bodies, which are constituted as a result of a special Act, whose 
finances are kept separate, not merged with the finances of Government; 
who act by means of a Board which is formed in accordance yvith the 
lines laid down in the Act. The outstanding illustration of this would be 
the Bombay Port Trust. Perhaps you are aware of it. If not, I will 
mention to you that there is no direct interference. Indeed there is no 
indirect interference by Government in the affairs of this body. They own 
very large assets, they administer them, they work within the powers con¬ 
ferred and the obligations imposed on them by the Act, and it works fairly 
satisfactorily. If there was, therefore, another, method of accomplishing 
the object which you mention without instituting a private company, you 
would have no objection. 

Dr. Trip: 1 think the task of the Corporation you mention and that of 
a Reserve bank are quite different and I see more possibilities of the 
Government interfering with the task of the Reserve Bank than with the 
task of the Corporation you mention. I think we have already had some 
experience with regard to the Imperial Bank where the Government, if 
we are not mistaken, interfere very often and from the Government point 
of view in a very efficient way. 

Chairman: Does that arise in spite of the fact that the Imperial Bank 
is not a Government institution? 

Dr. Trip: That is on the basis of the Act. I have no objection to the 
Government taking part of the share capital of the Reserve Bank if neces¬ 
sary. But I should prefer that the whole share capital should be taken 
by private shareholders, if it is possible. 

Mr. Khaitan: That was your real point. It was a question whether the 
Government should subscribe a portion of the capital. 

Mr. Mann Subedar: I am coming to that. You have read the consti¬ 
tution, clause 9, and when you say it should be free from Government 
interference, having regard to the fact that the Governor, two Deputies, 
4 Directors’ and one Government official are nominated by Government 
don’t vou think Government have a sufficient weight in the. affairs of this 
concern, apart, from the various provisions where many things could not 
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be done without the sanction of Government and without the knowledge 
and approval of Government ? Do- you think the avoidance of Government 
interference is accomplished? 

Dr. Trip: Yes. I have no objection to the appointment of the Governor 
by the Government. 

Mr. Manu Subedar: How about the 4 Directors and one Government 
official? 

Dr. Trip: In my country the Managing Directors are all appointed by 
the Government. For the Governor, the Government is even free not 
follow the recommendations of the Board of Directors. With regard to the 
other members of the Managing directorate the Government is bound to 
the recommendations of the Board of Directors. 

Mr. Manu Subedar: I am now discussing the situation as proposed under 
the Bill and I point out to you that if the object of instituting a bank, 
under private ownership is to keep Government influence out, it haB not 
been achieved by the Bill. 

Dr. Trip: That depends on the mentality of the Government. If the 
Governnjent fulfils its task as it ought to be done, I think I have no¬ 
objection, because I take it that the first duty of Government is to find 
those men who are up to the task of the management of the Reserve Bank 
and not to find men who want to please the Government and do all the 
things that the Government wants them to do. 

Mr. Mann Subedar : Do you think Government nomination here is 
excessive, or adequate or too little? 

Dr. Trip : I think it is rather large from the standpoints adopted in 
my country since with us the members of the Board of Directors are 
elected by shareholders. 

Mr. Manu Subedar: That is what I felt, if the object really was to keep 
Government influence out. Then Dr. Trip, you would also agree perhaps 
with me that it is not only the political influence of Government which 
has to be kept out but the influence of any particular section of the 
country as against the nation as a whole which must be kept out from the 
operations of the Central Bank? 

Dr. Trip: Yes, and also the influence of the Government with regard 
to the policy of the Bank should be kept out in all respects. There should 
be no interference by the Government in the policy of the Reserve Bank. 

Mr. Manu Subedar: Quite so. Besides the danger to an institution of 
this kind, of direct Government interference, don’t you think the danger 
to such an institution is also that some small section of large financial 
interests might get hold of it? That also has to be guarded against. 

Dr Trip : Oh yes. Of course if the management of the Reserve Bank 
has a thorough knowledge of that, task and fulfils that task in a good 
way, then I cannot see the possibility of one section of the public having 
too great an influence on the policy of the Reserve Bank. I think that 
depends on the men who are in charge of the management of the Reserve 
Bank. 
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Mr. Mmu Subedar: When an institution is owned by Government, that 
danger does not exist, but where it is not so, that danger does exist and 
must be provided against. 

Dr. Trip : I cannot see that it should not exist when the Government 
owns the Reserve Bank. I think the danger would be greater then than 
when you have an independent management. 

Mr. Manu Subedar: The danger would be there, the danger of an 
institution like this getting into the control, direct or indirect, of a certain 
section. What precautions would you suggest to avoid that danger? 

Dr. Trip: You cannot take any other precautions than to appoint the 
best men that are available and men of high standing and high character 
and great knowledge of the task of a Reserve Bank. I cannot see other 
safeguards. 

Mr. Manu Subedar: Even men of very high standing have to obey the 
mandates of the interests which support them. 

Dr. Trip: Ob no. They have to fulfil their own tasks, and if the good 
fulfilment of the task is contrary to the interests of a section of the popula¬ 
tion, thev ought not to consider th«. but they ought to fulfil the task as it 
should be fulfilled. 

Mr. Manu Subedar: In order to have a strong Reserve Bank it would 
need the co-operation of every section of the population. 

Dr. Trip : I do not understand what you mean by co-operation. 

Mr. Manu Subedar: It would need the co-operation of the banks; it 
would need the confidence of the public. 

Dr. Trip: Oh yes, of course. 

Mr. Manu Subedar: Confidence would depend very largely on the in¬ 
stitution and if the institution is such as is open to a large amount of 
criticism from the public, don’t you think, the purpose, the very important 
purpose, for which the bank is being constituted, might be defeated? 

Dr. Trip: Well. I think the confidence of the public depends on the 
management—how it is done—and on the financial position of the insti¬ 
tution. 

Mr. Manu Subedar: Also on the personnel of the Board. 

Dr. Trip,: On the personnel of the Board as well, may be. But if they 
are men of first-class standing, I think the public confidence would be 
obtained. 

Mr. Manu Subedar: If they are men elected by shareholders it would 
be necessary to obtain men of first-; lass standing on the management. 

Dr. Trip: Well you speak of the L'oard of Directors, not of tbe manage¬ 
ment. The experience in my country is that that is the case. 

Mr. Manu Subedar: The experience in my country is that the share¬ 
holders make the most strpid mistakes. They do not know their own 
powers and rights. A small coterie of financiers get re-elected over and 
over again. Sexagenarians who are unable to walk, or see or hear, get 
on the Board. 

Chairman: You must take that as Mr. Manu Subednr’s personal views., 
not the views of the Committee. 

Von. iv. 2 c 
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Dr. Trip : The management of the Reserve Bank has a large influence 
even in the meetings of the shareholders, and I can tell you that with ua 
the Directors are elected practically in conformity with the wishes of the 
management. 

Mr. Manu Subedar: That is exactly what you have expressed in your 
note. The shareholders have certain rights and powers which they do 
not fully realize, and which they do not always exercise. 

Dr. Trip: That cannot be denied. 

Mr. Manu Subedar : That being so, would you not think that the appoint* 
ment of Directors selected by shareholders in the manner might, under 
certain circumstances, be hannful? 

Dr. Trip: 1 cannot see the danger, because I am under the impression 
that if you have the right man as the Governor of the Reserve Bank he 
has great influence even on shareholders, and 1 think if he is the right 
man he will advise the shareholders in such a way that the right men will 
be members of the Board of Directors. In any case that is the experience 
in my country. 

Mr. Manu Subedar: See section 9 again, where there are two Directors 
elected by the Associated Chambers of Commerce; two Directors elected 
by the Federation of the Indian Chambers of Commerce. Would you 
or would you not expect men returned by this machinery to be better 
financiers and sounder men than the men returned by the shareholders? 

Dr. Trip : 1 cannot say whether in financial matters they are better 
than those returned by the shareholders. As I understand it, it was the 
intention that these interests should have a voice in the meetings of the 
Board of Directors. 

Mr. Manu Subedar: You read the intention that way. X read the 
intention in this way, that it was the intention to bring to the forefront 
on the Board the best men in the community and* this was one of the 
means of securing the best men. I would be obliged if you would com¬ 
pare this method of securing the best men with the other method. 

Dr. Trip : I can only say that in my opinion both ways may be to get 
the best men, the best men from a central banking point of view. But I 
impress the needs of the country and the need of several classes of the 
population. I cannot see any objection against those classes being re¬ 
presented on the Board of Directors. Our central banks try to get the 
best men from the country. If you took all the men from Amsterdam, 
from the capital of the country, perhaps the men from a purely financial 
point of view would be better. But they want to have men from the 
country as a whole and not only from Amsterdam. 

Mr. Manu Subedar: You would not know from your short stay in this 
country the relative positions of the various Chambers of Commerce or 
of the amount of trade and interest represented by them. Therefore perhaps 
you would not be prepared to answer as to why in clauses (c) and (d) it 
should not be 8 in one of these clauses and 1 in the other? 

Dr. Trip: No I cannot say. 

Mr. Manu Subedar: I should be much obliged if you would tell me a 
little about the conditions in Java of which you have most direct personal 
knowledge and which you have mentioned very relevantly. Have you only 
one financial centre in Java? 
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Dr. Trip : There are two main towns in Java, Batavia and Soerabaja. 
But the financial centre of the island is in Batavia. 

Mr. Manu Subedar: You have nothing corresponding to Bombay and 
•Calcutta, the business life verges on one centre? 

Dr. Trip : Well, I should say not the commercial life. Most of the 
financial transactions are done, in any case decided upon, in Batavia. All 
the head offices of the banks are there. 

Mr. Manu Subedar: Have you any seasonal fluctuations in Java? 

Dr. Trip: Oh yes, we have seasons with regard to the sugar crop 
specially. 

Mr. Manu Subedar: But you have not got monsoons? 

Dr. Trip: We have the dry monsoon and the wet monsoon. 

Mr. Manu Subedar: You have no local Joint Stock Banks? 

Dr. Trip: No. 

Mr. Manu Subedar. Have you anything corresponding to provincial co¬ 
operative banks? 

Dr. Trip : No, the Burn! District Banks are institutions largely under 
control and management of officials. 

Mr. Manu Subedar: Therefore if I may say so without any disrespect 
to the organisation in Java, the things to settle there are simple? 

Dr. Trip: I quite agree with you, they are more simple than here. 

Mr. Manu Subedar • Now please tell me the position which your Bank 
occupies with regard to the other banks in Java? It is a central reserve 
bank, it is not a Beserve Bank by obligation ? 

Dr. Trip: No. The other banks are free. They keep thir blances 
with the Java Bank which is the Beserve Bank; Ihey have facilities from 
the Reserve Bank and they are working in close connection. 

Mr. Manu Subedar: These foreign banks which are working in Java 
are in a position to borrow in their own country? 

Dr. Trip: Yes. 

Mr. Manu Subedar: And they also take deposits in Java? 

Dr. Trip: Yes. 

Mr. Manu Subedar: And yet you are able to enforce your banking rate 
policy on them? 

Dr. Trip: Yes. 

Mr. Manu Subedar: You can enforce the rate when you want to bring 
'down the rate; but is it possible to enforce on them when you want to 
stiffen up the rates? 

Dr. Trip: The banks are naturally glad to follow the policy that the 
Beserve Bank adopts in that direction. 

Mr. Manu Subedar: Is it voluntary? 

Dr. Trip: Absolutely. 

Mr. Manu Subedar: Would you tell us about your banking organisation 
in Java? 

2 o 2 
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Dr. Trip : The Reserve Bank has a Government Commissioner who is- 
entitled to assist at all meetings of the Directors and shareholders, but 
is not entitled to interfere in any manner with regard to the policy oi 
the bank. 

Mr. Manu Subedar: Have you any office of your bank outside Java? 

Dr. Trip : Yes, in Amsterdam. 

Mr. Manu Subedar : Do they do the general banking business also? 

Dr. Trip: No. 

Mr. Manu Subedar: Are they prohibited from taking deposits? 

Dr. Trip: Yes. 

Mr. Manu Subedar : Are you not allowed to borrow in Amsterdam at 
all? 

Dr. Trip : Yes, in sc far as we can deposit gold as security. 

Mr. Manu Subedar: For how long can you borrow on such terms? 

Dr. Trip : It depends on circumstances. Generally not longer than 3 
months. 

Mr. Manu Subedar : In view of that what do you think of the provision 
in section 17 (14) of the old Reserve Bank Bill allowing of borrowing only 
for a period of one month and not more, for purposes of the business of 
the bank? 

Dr. Trip : I agree that one month limit is too short a period. I think 
the borrowing refers to borrowing outside India. 

Dr. Hyder: It does not mean only outside India. 

Dr. Trip: I agree, it might be in India or outside. 

Mr. Manu Subedar: In section 17 (1) it is said that the bank can accept 
money without interest from “any other person”. Is it not a very general 
power that is given thereby? 

Dr. Trip : Yes, but I see no objection, provided they get money without 
interest. 

Mr. Manu Subedar: But here in clause 14 of the same section there is 
no mention of interest. 

Chairman : Does not borrowing itself connote interest? 

Mr. Lamond: I think it does include interest. 

Mr. Manu Subedar: According to this provision you see that the bank 
is prohibited from borrowing in London or anywhere outside India for 
more than a period of one month. That restriction according to you is 
quite unnecessary as the bank during certain periods should be allowed 
to take deposits for longer periods? 

Dr. Trip : As I have great confidence in the management of the Reserve 
Bank I cannot see any reason why it should be so short as one month. 

Mr. Manu Subedar: If J retire from India with a large sum of money 
to London or Amsterdam, I cannot put my money in deposit with the 
Reserve Bank, which may be the only bank at that place. Is that not 
so? 

Dr. Trip: For instance, the Java bank allow deposits without giving 
interest for people coming from Dutch East Indies, but after some time 
the deposits will not be allowed to continue. That is done as a matter of 
policy. 

Mr. Manu Subedar: There should be no legal restriction. Is that your 
point? 

Dr. Trin: I am not much in favour of legal restriction. It is only a 
principle which is observed. 
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Mr. Manu Subedar : Apart from the Reserve Bank, are you aware of 
•a specific provision in the Imperial Bank of India Act with regard to 
"borrowing in London. Do you approve of that provision? 

Dr. Trip: Yes. 

Mr. Manu Subedar: You know there are certain seasons in India when 
the rates of interest are very high compared with other countries of the 
world. During these seasons, is it not desirable that the Imperial Bank 
should be enabled to take money in London and bring it down to this 
country in addition to the Rs. 12 crores of emergency currency allowed to 
replenish their cash resources just for two to four months. Do you not 
t.hinV that it would Be beneficial to the interest of this country in lowering 
the rates of interest? 

Dr. Trip: I cannot say. If it is beneficial to the country it should be 
done. 

Mr. Manu Subedar: You have referred to two Money markets in your 
memorandum—the bank rate and the bazaar rate. Is it your impression 
that the rates prevailing in European commercial circles or in the bazaar are 
higher iu the interior than in the central towns? 

Dr. Trip: Yes. 

Mr. Manu Subedar : Really speaking, therefore, the prevailing rates 
are not only high due to seasonal fluctuations which you desire to remove 
by the establishment of a Reserve Bank but e.'so you have this discre¬ 
pancy in rates between money available at centres and in the districts? 

Dr. Trip: Yes. 

Mr. Manu Subedar: What would you do in order to improve the con¬ 
dition of rates in the districts—you know the districts contribute largely 
to the resources of banks including the Imperial Bank. 

Dr. Trip: Conditions are not the same everywhere. I think you can 
only improve that situation by linking up as much as possible the various 
parts of the country in regard to the money market. 

Mr. Manu Subedar: I want to get your opinion on other methods 
which would improve the situation. You are aware of the distances in this 
country and I do not know whether you are aware that the specie in cash 
and notes are moved down sometimes to distances of 300 or 400 miles in 
order to lodge them at proper places and that takes something like 24 
hours or more according to the nature of the transport available. If some 
portion at least of this money which is carried from one place to another 
was secured by the banks it would mean the improvement of the eash 
position of the banks as a whole. Is that not so? 

Dr. Trip : I cannot say that you can penetrate through the country as 
u whole before you have agencies of the banks there. 

Mr. Manu Subedar: I entirely agree but would you not admit that it 
would be much better if money would pass into i;he hands of a bank rather 
than lie idle in the hands of private individuals or even public bodies as 
it would then become pait of the cash resource of the country. 

Dr. Trip: That is so, but the bank cannot afford to keep its money idle 
in its coffers. 
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Mr. Manu Subedar: Banks generally do not keep their money lying 
idle but money lies idle only during the period when it is in the hands b£ 
the people. 

Dr. Trip: But that condition could be bettered only when the net-work 
of banks increases. 

Mr. Manu Subedar: What is your opinion with regard to the cost ot 
remittance in this country? 

Dr. Trip: I have the impression that the costs of remittances are 
higher than in most other countries. 1 have, however, not considered 
that point fully. I do know, however, that the cost of remittance is higher 
than it is in Java, but the conditions and circumstances of the two 
countries are different . 

Mr. Manu Subedar: But if the cost of remittance is brought down, do 
you not think that the resources available in the country could be better 
utilised? 

Dr. Trip. I agree. If t lie remittance rates are lowered then it will 
certainly be helpful. 

Mr. Manu Subedar: Supposing money is paid at a branch of the Im¬ 
perial Bank at one place and allowed ‘to be transmitted to any other 
account in any other branch free of charge, then do yuo not think that 
the money in the districts will go to the Imperial Bank? 

Dr. Trip: But the point is whether the people generally would do so. 

Mr. Manu Subedar: Has it not struck you that the merchants and 
other dealers in big cities who have accounts with banks and who generally 
overdraw always pay in whatever they could into the banks to avoid pay¬ 
ment of interest as much as possible on the overdraft? 

Dr. Trip: I do not see why there is no such inducement in the districts 
at present. 

Mr. Manu Subedar: Because there are not enough banks in the 
mofussil and because the operations of banks are not sufficiently exten¬ 
sive. 

Dr. Trip : That may be so. 

Mr. Manu Subedar: The clientele of the banks at present is small and 
when the clientele increases the resources of banks would also increase. 

Dr. Trip: Yes. 

Mr. Manu Subedar : You have not thought of any means by which 
the movement of specie from one place to another could be considerably 
reduced- 

Dr. Trip: I cannot sec any means of improvement so long as the popu¬ 
lation of the country is not better educated generally and so long as they 
do not adopt the policy of accepting cheques as a means of payment. 

Mr. Manu Subedar: That is quite so, but do you realise that even 
Government do not accept cheques in payment of land revenue at pre¬ 
sent? 

Chairman: But my recollection is thnt. Government do accept cheques 
in payment, of land revenue but only credits the amount after realisation 
of the cheque. At least, that is my recollection from what I have seen- 
from the Provincial Committee 'Reports. 
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Mr. Manu Subedar: Supposing ail public authorities were induced to 
accept cheques would that not improve matters? 

Dt. Trip: Yes, certainly, but the point is whether the Government 
would be prepared to take such risks on a large scale. 

Mr. Manu Subedar: But what objection could there be if certified 
cheques were issued? 

Dr. Trip : If that could be done it would improve matters no doubt. 

Mr. Manu Subedar: If amounts to be paid were known before hand 
(as in the case of taxes) and cheques were drawn and certified by the 
Imperial Bank or other recognised banks and if Government accepted such 
cheques as equal to cash payments, do you not think that the actual 
movement of specie could be prevented to a large extent? 

Dr. Trip: It might to a oertain extent. A large number of transactions 
can, however, not be made that way. I do not think the cultivator will 
resort to the cheque habit. If, however, that is possible I think it would 
be advisable. 

Mr. Buckley: The practice of banks is not to certify cheques but to 
issue cheques of their own after debiting the customer with the amount. 

Dr. Trip: That is sensible, of course. 

Mr. Manu Subedar: The greatest impediment, in my opinion, is the 
cost of remittance. Could you tell us the position in regard to the pre¬ 
valent rateR of remittance in Canada or America? 

Dr. Trip : I can only say with regard to the position in Java. For 
remittance by demand drafts the banks charge one guilder for remittance 
of sums above one thousand guilders without any limit. One guilder is 
the standard charge. 

Mr. Cassela: In Canada money paid to credit of Government is trans¬ 
mitted free of charge by an arrangement between banks and the Govern¬ 
ment. 

Mr. Manu Subedar: Supposing I bad an account with your head office 
and branch at a different place and if I wanted *o transfer money from one 
account to another account, will the bank charge any money? 

Mr. Cassels: It is done free if the places are near to one another, say 
within 300 or 400 miles, but some small charge is made if they are far 
apart. All depends on the distance and the time it will take to get there. 
1 would, however, say that the rate in Canada is very much the same as 
that which prevails in England. 

Mr. Manu Subedar : With regard to these higher rates in the districts, 
would you agree with me that the reason why money finds its place in the 
financial centres is that it could bo easily invested in securities or other 
investments which could be easily sold when the party wants to do so. 

Dr. Trip: That, is so. 

Mr. Menu Subedar: Tf a man wanted to purchase a security yielding 
f, 6$ or 7 per cent., he could always get ir. in London, but in India there 
fs not a sufficient variety of such good securities. 
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Dr. Trip : I must say, as Dr. Jeidels has said, that in India the Stock 
Exchange is not of the same range as it is in highly developed places lik e 
London, Isew York and Amsterdam. But here in India, you can always 
get Government securities. 

Mr. Manu Subedar: Apart from the Government security something 
with a little sound security is not available in this country, unless you take 
in risky industrial block or debentures. 

Dr. Trip: That is so. 

Mr. Mgnu Subedar: If a land mortgage bank were started and bonds 
were issued on the security of local land, would you not think that some 
money instead of going to the industrial and financial centres could more 
profitably be employed in the districts by investment in these bonds? 

Dr. Trip : I find that the Provincial Reports have no great expectations 
from that idea. Much will depend on the confidence the public would 
repose. 

Mr. Manu Subedar: Assuming that there is a Government guarantee 
and enough of confidence, then what is your view? 

Dr. Trip: It is of course possible to attract some money. In my 
country these banks are called Mortgage Banks and subject to their con¬ 
ditions they sometimes sell the securities over the counter. 

Mr. Manu Subedar: If such bonds existed and if the banks recognised 
them, to some extent the movement of specie could be avoided and pro¬ 
fitably employed. Is it not so? By so doing you are aware that the 
bonds could be deposited with banks and overdraft arranged on Buch 
bonds. 

Dr. Trip: Yes, but I cannot see how the movement of money could be 
improved upon. 

Mr. Manu Subedar: The money, at present in the districts comes 
down from great financial centres or it is invested in banks for periods of 
2 to 6 months on the anticipation that it is wanted during the remaining 
6 months in the year. The suggestion is that instead of so doing there 
should be a permanent investment of it and the investor should get over¬ 
drafts on the security of those bonds. 

Dr. Trip: It would not make any difference. The quantity of money 
that is circulating in the country would bo the same. Generally speaking, 
I canno t be much in favour of people who want money for short term 
purposes investing their funds in a permanent capacity. I do not think 
it would be sound financial policy. 

Mr. Manu Subedar: In India there are not many forms of long term 
investments on which the Imperial Bank can grant loans. If the range 
increases, the position will improve. 

Dr. Trip : You mean that there are now considerable amounts of 
money that could be invested. 

Mr. Manu Subedar : Yes, provided the parties investing in them could 
rely on going to their banks and getting occasional overdrafts. 

Dr. Trip: That may be possible. 
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Mr. Manu Subedar: In regard to control of the money market by the 
Reserve Bank, you mentioned with reference to foreign banking institu¬ 
tions that the experience of South Africa was not satisfactory, though it 
was on the way to improvement. Regulation of credit is one of the most 
important functions of the Reserve Bank and if the Reserve Bank wanted 
to do this, how is it going to bring under control foreign institutions which 
are not dependant on it for accommodation? 

Dr. Trip : If the Reserve Bank wants to restrict the currency in the 
•country, it does it usually in order to strengthen the international position 
of the monetary unit, and if these foreign banks would bring foreign money 
into the country that would strengthen the position of the national cur¬ 
rency. 

Mr. Manu Subedar: You are talking of exchange which it may not be 
very difficult for the Reserve Bank to control. But I am talking of 
internal credit which is quite different from exchange. Now, foreign banks 
have a large share in internal bonking, and they would, subject to reason¬ 
able security, give accommodation of every description. If they engaged 
in a speculative movement, how do- you expect the Reserve Bank to 
control them ? 

Dr. Trip: It can only do so by raising its rate which influences also 
the position of the foreign exchange banks. I can not sec that foreign 
exchange banks, in order to stimulate here a speculative movement, would 
bring considerable amounts of money into this country, which by the way 
always involves a risk on exchange. 

Mr. Manu Subedar : In order to earn higher rates. 

Dr. Trip: If the conditions are favourable for a speculative movement, 
even apart from exchange banks, the rate of interest will rise and money 
will flow into the country. You will remember the enormous stock- 
exchange speculation in America. Money from all countries flowed into 
America. 

Mr. Manu Subedar : Would you admit that the flow of funds from 
abroad rendered the task of control more difficult for the Federal Reserve 
Bank? 

Dr. Trip: Yes, but that cannot be helped, because all countries are 
members of the international world organisation. 

Mr. Manu Subedar: Suppose the Central Bank took some measures. 
These would hit the Indians directly, but they would not hit the foreign 
exchange banks so much because they have another by. 

Dr. Trip : If the Indian banks have no international relations, of course, 
they would be in a weaker position. 

Mr. Manu Subedar: In order to place them in the same position as 
the foreign banks, would you not suggest that rediscounting facilities which 
the Reserve Bank would normally give should bo confined to Indian insti¬ 
tutions. 

Dr. Trip: No. That would be in my opinion detrimental to the foreign 
trade of this country. 

Chairman: Would not the raising of interest automatically restrict 
credit? 
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Dr. Trip: Certainly, as a rule, but if a speculative movement is going-, 
on, a rise in the bank rate is not always effective. 

Mr. Manu Subedar: You said you were not in favour of the Central 
Bank itself bringing funds into the country, but you would allow other- 
institutions to bring in funds. 

Dt. Trip : I do not think it is the business of the Reserve Bank to bring- 
in funds by borrowing abroad. They should not do so even for short 
periods. Except in quite abnormal circumstances, when it will be the 
only measure that can be taken, I think they ought to abstain from it. 

Mr. Lamond • How will the Reserve Bank bring in the money borrowed 

abroad? 

Dr. Trip: By bringing in gold. 

Mr. Lamond: How will they get it back? 

Dr. Trip: By shipping gold again. Of course they could wait if they 
expect the situation of the country to improve, and they could repay the 
loan in bills resulting from a favourable balance of payments. 

Mr. Manu Subedar : You say that the Java Bank is not artificially 
built up on the example of foreign countries where circumstances are quite 
different. Would you allow us the benefit of the same dictum ? 

Dr. Trip: Yes, as far as it is compatible with the sound principles of a 
Reserve Bank. 

Mr. Manu Subedar: It has been suggested that the seasonal fluctua¬ 
tions of rates in India have been very greatly accentuated by the financial 
year of Government- which is from 1st April to 31st March. Government 
themselves said they would consider changing it, but they have not done 
so. Have you any views to give on this subject? The period of land 
revenue payments which are very large payments in districts coincides with 
the period when there is a considerable demand for money for purposes 
of trade movement. 

Dr. Trip: Even if you take any other date, say. 31st December, as the 
closing date, the position would even then remain practically the same. 
Would it not? That would fall in the busy season too. 

Mr. Ramdae Pantulu: Collections begin in December and go up to 
March. It will be difficult for Government to collect the kists after the 
harvest is over. 

Dr. Trip: I think the busy season begins in November and so the 
last two months would fall in' the busy season too. 

Chairman: The precise point mentioned by Mr. Manu Subedar has 
nothing to do with the financial year. It really relates to the date of 
payment of land revenue kists. Judging from the local reports some 
the local Governments are taking action to meet the difficulty. I think, 
Lalaji, in your report you said that the Punjab Government is spreadrag- 
the nayment over a series of months. 

Lola Harkishen Lai: Quite so. 

Mr. Ramda8 Pantulu: The Punjab committee proceeds on the basis 
of the produce being marketed the same day. We have recommended 

longer time for sale. 
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Mr. Manu Subedar: Your suggestion is that it should be the task 
of the Reserve Bank to keep the cover during the lack season in order 
to be strong enough to increase its credits during the busy season, and 
you say this would prevent fluctuation. The question is who is going 
to bear the cost of the Reserve Bank carrying this large reserve during 
the slack season. 

Dr. Trip: They could earn more if they invest the whole amount of 
their cash resources, but it is not the business of the Reserve Bank to 
earn as much money as possible. They should serve the best interests 
of the country. 

Mr. Manu Subedar : It would be their primary function to prevent 
violent fluctuations in rates and to make any necessary sacrifice which 
may be required for that purpose. But if it if. a private bank, it will 
be dominated by commercial considerations? 

Dr. Trip: Allotment of profits is regulated in the Bill. Share-holders 
will not get a profit of more than 5 per cent, at the beginning and later on 
perhaps a maximum of 8 per cent., but the main part of the profits 
goes to the Government exchequer. 

Mr. Manu Subedar: At least to the extent of the percentage allowed 
by law commercial motives would predominate. 

Dr. Trip: Shareholders would of course like to get as big profits as- 
possible. But they should know that the primary function of a Reserve 
Bank is not to make large profits, but to serve the interests of the country. 

Mr. Manu Subedar: Therefore it would be most unfortunate if com¬ 
mercial motives predominate in the working of the Reserve Bank. Every¬ 
thing should be done to prevent this. 

Dr. Trip: Yes. 

Mr. Manu Subedar: It is better for the tax-payer to bear the cost. 

Dr. Trip: A Reserve Bank as framed will be unable to make consi¬ 
derable profits on behalf of its share-holders and it should not be guided 
by the principle of making as large profits as possible. 

Mr. Manu Subedar: If the dividends were fixed by law and the capital 
raised as a national loan, would the class of publio holding the securities 
be different from the ordinary class of security holders. 

Dr. Trip : I do not think so. 

Mr. Mamt Subedar: If the capital is raised as a loan, there will be 
no danger of getting worse Directors from bondholders than form share¬ 
holders? 

Dr. Trip : No. 

Mr. Kliaitan: About remittance of money, it is arranged in this way. 

I take Rs. 1,000 to the Central Bank at Calcutta and the Bank gives a 
demand draft on its office in Bombay. The Bank earns interest on the 
money for the period which should be taken in transit of the demand- 
draft to Bombay—2 nights and a day—and does not lose on the trans¬ 
action. Why should the Bank make a charge? 

Dr. Trip: In Java they do not charge interest. 

Mr. Khaitan: Therefore the longer the distance to which money has 
got to be remitted there is less justification for charging for the remittance. 

Dr. Trip: The Java Bank does not charge any interest. 
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Mr. Khaitan: There is no question of charging interest, they earn 
interest. 

Chairman: Why then should there be any charge at all. 

Dr. Trip: They may be charging for cable and other costs. 

Mr. Khaitan: If it is T. T. they may ask for the cost of the cable 
.1 think Mr. Cassels referred to interest. 

Mr. Cassels: I had in mind the transfers made by telegraph so that 
the man gets the money the same day. There is ho question of earning 
interest, and the telegram has to be paid for. There is a possibility of 
having to send cash up in the case of remittances to small places. 

Chairman: I think myself the charge ought to be reduced, as low as 
possible. 

Dr. Trip: Another item of expenditure is the work that falls on she 
staff and the costs of replenishing their cash in the branches. 

Mr. Cassels: There may be stamps. 

Chairman: In your country would they not, as a matter of policy, try 
to keep down these charges for remittance as low as possible in the 
interests of banking habit. 

Dr. Trip: Yes. 

Dr. Hyder : Supposing we had a Reserve Bunk here, the dividend on 
the shares of which is limited to 5 per cent. What is going to influence 
the prices of shares? Will they not be quoted at a price corresponding 
to the dividend. 

Dr. Trip: The dividend is not fixed. There is a possibility of a higher 
dividend. 

Chairman : See page 26 Schedule III of the Bill. 

Dr. Hyder: Taking this case also my point is this. If the dividend 
is fixed the commercial motive is ruled out. 

Dr. Trip: I agree with you. In practice it will be not higher than 
7 or 8 per cent. That rules out commercial motives. 

Chairman: Mr. Manu Subedar’s point was that they might try to 
secure 5 per cent, when the earnings may not amount even to that. 
He referred to the profit earning activities of the management and was 
really confining himself to a minimum of 5 per cent.. I think he put the 
question, ‘Would it not be better for Government to issue bonds and 
hand over the proceeds of the bonds to the Reserve Bank as its initial 
capital.’ I did not quite understand what he was after, and did not at 
that stage want to interrupt. Is it a practical proposition for some years 
to come that Government could float the bonds at a lower rate of interest 
than 5 per cent. 

Dr. Trip: I do not think it would be possible for Government to do 
so. 

Chairman : If that is so, 5 per cent, would be a sort of guaranteed 
interest, and therefore the operations of the bank must obviously be 
directed to securing a profit which will be adequate to pay the interest 
guaranteed to the bond holders. 
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Dr. Trip: I do not think that it will be very difficult for the bank. 
They get from Government, let us say on the present basis Rs. 90 or 
Rs. 100 crores in gold and gold securities. No more than 30 crores of 
gold need be held during the first five years so that the earning assets 
outside the country will be about 60 to 70 crores, and it should certainly 
be possible for them to pay a dividend of 5 per cent. 

Chairman: Therefore the position envisaged by Mr. Manu Subedar 
does not arise. In any case there will bo no improvement in that position 
by Government issuing bonds for the capital of tbe Reserve Bank, instead 
of the Bank issuing shares for the purpose. 

Dr. Trip: I quite agree. It is a wrong way to issue a Government 
loan in order to hand over the proceeds to the tank. 

Chairman: I am at the moment discussing the points placed before 
us by Mr. Manu Subedar. It should not be understood that I am per¬ 
sonally in favour of either course. 

Lala Harkishen Lai : Bonds might accumulate in course of time in 
the hands of a few. 

Chairman: That is another difficulty: there are various other diffi¬ 
culties. 

Mr. Devadhar: I should like to put a limit on the dividend earning 
capacity of tbe Reserve Bank. 

Dr. Trip: The payment of dividend is restricted. They will get at 
first 5 per cent, and later on perhaps 7 or 8 per cent. 

Mr. Devadhar : As you are not putting any restriction on the capacity 
to earn profits which will ultimately go to form the reserves, do you 
say that all the surplus should be carried to the reserve or that some 
portion of it should be distributed pro rata. 

Dr. Trip: The limits are in the Bill itself. Please see section 46. I 
think this regulation is very sound. 

Mr. Devadhar: In what way will the Reserve Bank benefit the Co¬ 
operative institutiops which stand for the financing of the agriculturist 
and small traders? 

Dr. Trip: In the beginning of its career the Reserve Bank can help 
tbe co-operative movement by granting Joans on the security of Govern¬ 
ment-bonds. Then they can‘take bills from the Co-operative institutions 
as is laid down in the Bill. But at first the Co-operative movement is 
not likelv Jo got much money from the Reserve Bank, as the Reserve 
Bank ought to take trade bills. The provision that the Reserve Bank 
should be entitled to give credit against goods may help tbe co-operative 
movement. The possibilities for co-operation between the Reserve Bank 
and the co-operative movement will grow, especially if the co-operative 
movement gets move in Joueh with marketing. 

Mr. Dcrudhiir: While answering certain questions of Lalaji, you said 
that the period for which loans should he given should not exceed six 
months. But when the Chairman put you the question regarding redis¬ 
counting of hills you were in favour of allowing a period of six months in 
addition to the original period of 3 months. 

Dr. Trip : I should be in favour of leaving it generally to the policy of 
the Reserve Bank itself. Of course if the bills are for a longer currency 
it is possible to rediscount them after part of that currency is over. 
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Mr. Devadhar: The period you suggest is not 9 plus 3? 

Dr. Trip : No. 

Mr. Devadhar: The distribution of loans to co-operative societies, 
should take into account the interval between two harvests. In certain 
places there is only one harvest. Are you in favour of giving a longer 
period? 

Dr. Trip: I do not think it can enter the working sphere of the 
Reserve Bank. It must be left to co-operative banks or to commercial 
banks. 

Chaudhri Mukhtar Singh: If I understood rightly, in other countries 
the cost of remittance depends upon distance and not upon the amount. 

Dr. Trip: In my country distances are not very great. In Java the 
amo unt generally speaking does not come in for remittance by demand 
drafts. There is only one fixed charge for sums of more than one thousand 
guilders. 

Chaudhri Mukhtar Singh: Is there any country where the amount 
also determines the charge? 

Dr. Trip: I think so. 

Mr. Cas8el8: In most countries there is a percentage for large amounts. 

Mr. Ramdas Pantulu: If Government comes to an agreement with the 
provincial co-operative bank and the latter makes itself responsible for a 
certain sum of money to Government, do you think that co-operative 
societies can be used as media for transference of funds? I mean for 
Government purposes, in connection with land revenue for instance. 

Dr. Trip: I think that would be a possibility. 

Mr. Lamond: You say: 

“The absence of a mechanism which by expanding credit can meet 
the seasonal demand for money is mainly responsible for the 
variations in the Bank rate". 

Do you think it is actually so? 

Dr. Trip: I do not talk about the level of the interest rate in the 
country throughout the year. That of course depends on supply and 
demand. I refer to seasonal fluctuations which could be reduced if there 
is an institution which will keep itself strong. I should like to restrict 
fluctuations as far as possible, to the influence of trade conditions. 

Mr. Lamond: You refer to Government as controlling currency and to 
the Imperial Bank as controlling credit. Government being the biggest 
investors, do you think you can remove the power of the Government 
from the market by the creation of the Reserve Bank ? 

' Dr. Trip : No. The Reserve Bank cannot prohibit Government from 
borrowing money in the market. They can only try to convince Govern¬ 
ment as to what they should do, whether they should try to borrow abroad 
or in the country itself, and give Government information as regards the 
money and investment markets. 

Mr. Lamond: You would be in favour of the Reserve Bank controlling 
Government borrowing in this country. 
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Dr. Trip: There would be very close contact between the management 
-of the Reserve Bank and the Government Finance Department, but the 
Bank should be free to follow its own policy. 

Mr. Lamond: I think I am right in saying that sentiment in this 
country prefers borrowing in this country. 

Dr. Trip: That should be, of course. But you have to make your 
choice where you do not want to harm, trade, commerce, or industry, by 
a high rate. 

Mr. Lamond: Take the case of industry and commerce. Last season 
when the bank rate was up to 7 per cent, the call rate was 2J per cent, 
in Bombay, and the rate was absolutely ineffective. 

Dr. Trip: But the call rate is, in my opinion, quite apart. 

Mr. Lamond: But a difference of 41 per cent, is very large. 

Dr. Trip: The call rate can in my opinion not be compared with the 
bank rate. We had such differences in Java too. 

Mr. Lamond: I am just pointing cut that it is not trade which puts 
the bank rate up very often. 

Dr. Trip: I agree that at present it is not trade. In this respect I 
may point out, that I think it detrimental if emergency currency can 
come in only on condition that the bank rate should be at least 6 or 7 
per cent. Such a provision would of course not prevail with regard 
to the task of the Reserve Bank. But now the Imperial Bank is forced 
to raise its bank rate in order to meet the emergency currency condition. 

Mr. Lamond: In this paragraph you say that money is in strong 
demand. Do you mean funds or currency? 

Dr. Trip: I mean accommodation from the banks. 

Mr. Lamond: Accommodation from the banks without demand for 
currency won’t affect the bank rate very much. 

Dr. Trip: How do you got the currency into the country? 

Mr. Lamond: From the Imperial Bank. 

Dr. Trip: That can only be done by borrowing from the Imperial Bank. 

Mr. Lamond: It is not a question of currency. It is only the transfer 
of book entries. It does not affect the cash. It is only when money is 
required to move the crops. 

Dr. Trip: That is another question of course. But I think your 
credits go up to a large extent in the busy season. That is of course 
accommodation that is wanted. 

Mr. Lamond: You deal with the difficulties about the money market 
here and you give your idea about economising and you point out 
clearly what the difficulties are. Then you go on to your suggestion 
about the Reserve Bank and pass remarks about the Act which was 
put up in 1928 and you come to. this conclusion. “During the slack 
season the position will be that there will hardly be any business for the 
Reserve Bank to do. . . 

Dr. Trip: If you restrict the operations of the Reserve Bank to the 
discounting of bills from the scheduled banks. 

Mr. Lamond: That iB, unless you give the Reserve Bank commercial 
powers it would not be effective? 
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Dr. Trip: That is my opinion. It won’t be effective to such an extent 
as will be desirable in order to tide over the busy season. 

Mr. Lainond: In that case is it necessary to put on India the expense 
of running a Reserve Bank of this size? 

Dr. Trip: Oh yes, I think so, because in the first place it is of the 
greatest importance for the international position of the currency. In the 
second place the Reserve Bank must l>e formed in such a way that they 
are in a position to tide over the busy season. You must avoid creating 
in this country a situation as was created in South Africa and if you can 
achieve this aim I think it is of the greatest interest to the country to 
have a Reserve Bank. 

Mr. Lainond: Is not that too expensive for the country? Someone 
has got to pay for it. Who do you say should pay for this Bank? I 
am talking of the cost of the Reserve Bank. You must realize the Gov¬ 
ernment are making a certain profit. They have to lose that. Then 
they have to pay a dividend on the 5 erores. Gould you not get a much 
cheaper way? 

Dr. Trip: I don’t think so. I don’t sec in wliat other way you can 
reach the same aim on a sound basis. You must look to the future 
of the country. If India is to be a highly developed and strong country 
in the world, it must have a Reserve Bank. I feel it is a great pity 
that it was not started 50 years ago. 

Mr. Lomond : To go back to the future of the Imperial Bank This 
is not my own idea but it is an idea which has been discussed by business 
people in this country as to the possible future of the Imperial Bank. 
The Imperial Bank was formed in 1921 by amalgamating three Presidency 
Banks, Bengal, Madras and Bombay. At the time of the amalgamation 
they had a capital of Rs. 3 crorcs with a reserve of an equal amount. 
At the amalgamation they increased the capital by 150,000 shares making 
another 1 crore 87£ lakhs. Since the amalgamation they have increased 
the Reserve Fund to Rs. 5 erores. The idea of the amalgamation was to 
bring about what this Reserve Bank is to bring about. The idea was to get 
the amalgamation going, and then gradually get the Imperial Bank to be 
the Central banking institution. This was the idea up to 1926 when the 
Royal Commission sat and recommended the Reserve Bonk. Now the busi¬ 
ness people discussed this matter and said: “Well the Imperial Bank was 
formed to bring about what the Reserve Bank will now do. There are 
complaints from business circles in India that through the Imperial Bank 
being an All-India Bank and having a Central Board they have lost 
touch with it. The only thing for the country is to go back to the 
Presidency Banks. Tito idea of the amalgamation has fallen to pieces; 
therefore go back to what people weve satisfied with before; have 3 banks 
operating in different districts and closely co-operating with each other. 
The banks will be in much closer touch with the local centres than they 
are at present.” I do not agree with the suggestion that we are not in 
close touch but it is a suggestion which was made by a business man. 

Dr. Trip: I cannot say whether that complaint is justified or not. I 
must say I have never heard this complaint in this country. 

Mr. Lomond: I do not say the statement is not wrong, but the fact 
remains that people do believe that by going back to the three banks they 
will be in closer touch with the people. 
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Mr. Khaitan: May I know, Mr. Lamond, whether it is a European 
Commercial circle that has expressed this view, or Indian ? 

Mr. Lomond: I cannot say. I just brought it up because it has 
interest. The idea was that there should be 3 provincial banks all formed 
by this II crores capital which the Imperial Bank now has? 

Dr. Trip : I should think it would weaken the banking position of this 
country. 

Mr. Lomond: Have you thought of the alternative? 

Dr. Trip: No. But I think that would be a big step back from the 
development that you see in every country. I think the development of 
the big countries is in the direction of amalgamation and starting strong 
institutions. 

Mr. Lomond: The institution would still be strong. 

Dr. Trip: The 3 institutions may be strong, but I don’t think they 
could work on the same lines as one big institution. They would have 
more local character, I fear. 

Mr. Lamond: They would have local character, but that is what the 
people want. 

Dr. Trip: It is only a sentiment. You will find sentiment everywhere. 
I don’t think the three banks could take into account the interest of the 
country as a whole in the same way as the Imperial Bank does now. 

Mr. Lomond: The only difference is that he D hanks would be in¬ 
dependent but working in co-operation. Instead of having a Central 
Board over them they would be the final authority. 

Dr. Trip: As I see the situation in this country 1 fear that there would 
be too much local interest coming into what is now the Imperial Bank. 

Mr. Lamond: Would there be any objection to that? 

Dr. Trip: I see some objection, yes. 

Mr. Rvshforth: What about the Federal Reserve banks with independ¬ 
ent rates. They work independently, don’t they? 

Dr. Trip: The Federal Reserve Board is the main authority. And if the 
bank rate goes in a certain direction practically all the Reserve Banks 
go in the same direction. 

Mr. Ruuhforth: In the same direction, but not at the same level. 

Dr. Trip: Not at the same level. 

Mr. Ruuhforth: Are not regional developments the same as contem¬ 
plated by Mr. Lamond? 

Dr. Trip: We talk now about commercial banks. 

Mr. liushforth: You arc now speaking entirely from tho commercial 
point of view? 

Dr. Trip: Yes. And 1 think as this country will develop there will 
be much scope in future for other strong institutions. But I think the 
first thing to do is not to weaken the position of the Imperial Bank and 
not to restrict its work in order to enable it to go as far as possible. 

Chairman: Arising out of Mr. Rushforth’s question—in India do you 
advocate a uniform bank rate all over the country, or do you think that 
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different rates in the 3 principal money markets, or perhaps in the different 
provinces, will bo more useful from the point of view of trade and 
industries. 

Dr. Trip: I think the more connection there is between the principal 
money markets of the country the better ii; is and that would lead to 
the conclusion that as far as possible the rate of interest should be the 
same. 

Chairman: Tint you still qualify yourself by using the words “as far 
as possible 

Dr. Trip: Yes, as far as possible, because I think it is not possible ;o 
reach the same rate of interest over the whole country. 

Chairman: Is it your intention that .lie Reserve Bank should have 
different rates at different places? 

Dr. Trip : No, not the Reserve Bank. It can only touch the centre of 
the banking community. 

Chairman: But the intention was to have branches at both Bombay 
and Calcutta. If I am to pursue Mr. Rushfocth’s line of thought which 
relates to America, if the requirements of trado and industry demand it. 
there ought to be different rates, bank rate6, at Calcutta and Bombay. 
Now would you at all support that idea? 

Dr Trip : I would be against that idea, because I cannot see why a 
part of the country should get their accommodation at a lower rate than 
another part of the country. That would be the result if you have differ¬ 
ent rates. 

Chairman: But according to Mr. Rushforth that is the position in the 
United States of America. 

Dr. Trip: That may be the position in the more outward districts, but 
I think generally with regard to the principal centres there is no great 
difference between the bank rates. 

Mr. Rushforth .—I have noticed different rates in Boston and New 
York. The rate of interest represents the price of money. In a highly 
organised country with one perfect market there may be only one price. 
The idea of regional rates implies many countries with different prices. 
That would be a retrograde step? 

Dr. Trip: Oh yes. 

Chairman: That is a good point. That is the price of money having 
reached a uniform standard you think that it ought to be allowed to 
remain on a uniform standard all over the country instead of being differ¬ 
entiated at different centres? 

Dr. Trip : Yes. 

Dr. IJyder : 1 wonder if you know the past economic history of this 
country. Before wc had railways, etc., wc used to sell in one district, 
sav. wheat, at 5 seers to the rupee. 100 miles further the rate might 
be* 10 seers to the rupee. Nowadays through this linking up, the price 
of wheat whether at Shahdara, Lyallpur or Calcutta, tend? to be the same. 
If we went back the' woo'd be really going back to the old system. 
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Dr. Trip: I quite agree with you. My idea is free trade. If you 
go and split up this country into different parts there would be practically 
no free trade. 

Dr. Hyder: If you get the price of any commodity and compare it 
with the price of 60 years ago, you find there is a tendency for one price 
for the same commodity. 

Dr. Trip : That is, I think, a very desirable and very natural develop¬ 
ment. 

Dr. Hyder: There* is only one point which 1 want to make clear. It 
may he to the advantage of a province to be favoured with a lower rate, 
but taking all the provinces together it is much better that the rate should 
he raised a little higher in that one province in order to lower it in other 
provinces so that the benefit is uniformly spread over the entire face of 
the country. 

Dr. Trip : I am convinced that the interest ot the country as a whole 
must prevail. 

Mr. Lamond: The discount rates in the different bazaars in India 
vary considerably. The reason for that in my opinion is this, that you 
have a group of the indigenous bankers working in Bombay, another 
group in Calcutta. When business is brisk in Bombay you find that 
group puts up its bazaar rate. Money does not come from Calcutta. It 
does not work in the Bombay bazaar. Money may be cheaper in the 
Culeutta bazaar and dearer iu Bombay. That is mv explanation for it. 

Mr. Khaitan: That is one of the complaints, that what is called the 
bazaar money market is not properly linked up. 

Mr. Lamond: Your Reserve Bank discount would help that. 

Dr. Trip: I think that is a strong argument in favour of a Reserve 
Bank. 

Mr. Lamond: Further down, you give the power to the Reserve Bank 
to advance against the security of movable goods. Your idea is that we can 
do this in any part of India? 

Dr. Trip: Well I cannot say that it would be possible to do it in any 
part of India, but I would do it as far as possible, especially in those 
places where there are important markets. 

Mr. Lamond: Would not you see difficulties there? The Reserve Bank 
would only have a limited number of branches. 

Dr. Trip: Therefore the first aim must be to establish warehouse com¬ 
panies so that the Reserve Bank though it would not have the goods 
under its own lock and key, could yet satisfy itself by keeping the ware¬ 
house receipts. Then there would be no difficulties. 

Mr. Lamond: The Reserve Bank would pay the money from one oi 
: ts branches. Well the money may be wanted where the warehouse is. 

Dr. Trip: But they can use the offices of the Imperial Bank. 

Mr. Lamond: But that is making it more expensive for the borrower. 

Dr. Trio: But how do vou get the money in this country where yoi 
'ant it? 1 think that the Reserve Bank would have at. its disposal all the 
aeaitsi by which money is transferred now. so I cannot see that that won!a. 
•e an objection against my scheme. 

2 t 2 
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Mr. Lamond: If the Reserve Bank employ an agent, they would have 
to pay that agent. That is increasing the cost to the borrower. 

Dr. Trip: If they should have a branch in the place. But, for instance, 
in Java we give money against goods in godowns that are transferred 
temporarily to the Reserve Bank. In that place a man of standing is 
appointed for that purpose as the representative of the Reserve Bank. 
He keeps the key of the godowns and is responsible that the goods are 
not removed without paymont. So you have not to meet the expenses 
of a branch to be established in that place, and the costs will be very small. 
If a man gets his money at a lower rate of interest he will be in a better 
position, all things considered, than when lie has to pay a higher rate. • 

Mr. Lamond : You would be restricting the operations of the Reserve 
Bank to the minimum rate of interest or to the maximum. 

Dr. Trip: I would leave it absolutely to the Bank, which of course 
would have to fix and to publish their rates. 

Mr. Lamond: Even if tho commercial banks were able to finance, they 
may find it possible to lower the rate. 

Dr. Trip: Yes, they would. 

Chairman: J do not quite understand that because if I had understood 
Mr. Lamond correctly, I see the same practical difficulty which he referred 
to. The Reserve Bank will be operating in 8 centres. Let us speak 
of persons in the northern part of the Madras Presidency. A man who 
has agricultural produce has put it into a warehouse and got a warehouse 
certificate. If I have understood your plan correctly he will then take 
the receipt to the Reserve Bank, the nearest place perhaps being Calcutta, 
and there get accommodation. Now, will not that make things difficult 
for him? Would not the proper procedure for him be to take the ware¬ 
house roceipt to some local bank, may be a co-operative bank, and get 
his accommodation from it. That bank, in its turn, may get the bill, 
supported by the receipt, rediscounted by the Reserve Bank, and so 
make up the accommodation given to the primary party. I do not 
understand how the Reserve Bank is going to operate directly. If the 
Reserve Bank had a network of branches all over the countiy it might 
be a feasible proposition. But so long as it has not got a network— 
undoubtedly there will be mi agency of the Imperial Bank—but even 
so, from a praotical point of view the first party will have to take his 
warehouse receipt to tin* Impelia! Bank functioning as a commercial 
bank and get accommodation from it. The Imperial Bank will then 
as a second step have to get the accommodation hill rediscounted by the 
Reserve Bank. 

Dr. Trip: That is the way in which ] should like to transact the 
business. 

Chairman: Tf that is so, it is all right. 

Dr. Trip : That is why I put the following— 

To avoid misunderstanding it may be added that the Reserve Ba: 
need not necessarily avail itself of this opportunity to a lari 
extent; the mere fact. that, the opportunity exists will enab. 
the Bank to exercise a strong influence on the level of tl 
rate of interest. 
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If you have an important marketing place where e great deal of business 
is done, then I see no objection to the Reserve Bank establishing a braneh 
there. As I see the development of the Reserve Bank, I t hink it will 
gradually have to increase the number of its own branches. 

Chairman: Would not that mean interference w.th commercial business 
of other banks established there? 

Dr. Trip: It need not. If you have funds in the big centres say 
Calcutta cr Bombay, it is possible for the Reserve Bank to take ware¬ 
house receipts or goods direct from merchants and give credit against those 
receipts or goods. I think their influence on the market rate will be very 
considerable. 

- 

Chairman: I quite agree. I have no objection to their being allowed 
to purchase bills against warehouse receipts in Ihe same way as they 
have been authorised to purchase other commercial bills. But as matters 
now stand or will stand after the establishment of the Reserve Bank, the 
bulk of the business will be through the channel of rediscounting. 

Dr. Trip: If it is possible, of course it is the best way. But I only, 
fear that there is not enough scope for the wors of the Reserve Bank 
if you restrict them to rediscounting of bills, and therefore I have to 
provide for them a way tc make their influence felt. But they must 
proceed gradually. 

Chairman: At places like Calcutta or Bombay wherever the Reserve 
Bank has got its branch undoubtedly it will transact this business 
directly. But the bulk of the agricultural business will not be done at 
these principal cities. Tt will be done in rural and urban areas, and 
therefore the Reserve Bank can participate in the business only through 
rediscounting. Take for example the Punjab. It deals largely in wheat. 
The Reserve Bank has no branches in that province. If the system of 
warehouse receipts and discounting of bills based on them, can be intro¬ 
duced how can the Reserve Bank deal directly w ith these bills if people 
have to bring them to Dc-lbi? Therefore business will have to be done 
through the intermediary of another bank. 

Dr. Trip: It wall certainly be the case in the first few' years. But if 
the Reserve bank come to the conviction that there is large business in 
the Punjab and that their working through the oeal banks is not satis¬ 
factory because, for instance, these banks charged very high interest rates, 
then I do not see why the Reserve Bank should not establish a branch 
in the Punjab. 

Chairman: In any ease it makes your ideas c ear. You envisage that 
when such a position arises, the Reserve Bank should be authorised—it w’as 
not given that power in the Bill of 1928—to open branches at any place. 

Dr. Trip: I cannot sec that it- is restricted in the Bill of 1928 with 
•egard to the opening of branches. It has an obligation to open branches 
a certain places but it is entitled to open branches in other places. 

Chairman: Tt is optional to open branches. 

Mr. Jamal Mohamed: I thought the suggestion of foreign experts 
which allows the Reserve Bank to make advances on warehouse receipts 
was contemplated as a safeguard in case other banks do not keep the 
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rates at a reasonable level. I think it is only a safeguard lest the banks 
should have a complete sway over the money market. 

Mr. Khaitan : If the money market in India had been properly developed 
and if there had been enough bills in existence, then the proper course 
for the Ileserve Haul-: would be to rediscount bills. lint in India the 
bill market is not- properly developed, and if tbo business of the Reserve 
Bank is restricted by legislation to rediscounting of bills, the Roserve 
Bank cannot be of proper assistance to the country and cannot control 
the banks in an efficient manner. Therefore you think it desirable to 
give liberty to the Reserve Bank to advance moneys on the security of 
movable goods, wares and merchandise. The Chairman was pleased to 
raise the question that there would be practical difficulties because the 
Reserve Bank would not have enough branches. Now, am I correct in 
thinking that your view is that even during the period the Reserve Bank 
has not enough branches, the very fact that it will have branches in 
Calcutta, Madras, Bombay and Delhi, will enable it to advance money 
on the security of movable goods, wares and merchandise, and since the 
rate of interest is controlled by these centres, especially Calcutta and 
Bombay, it will be better able to control the banks, and serve the country 
better than it otherwise can. 

Dr. Trip: Absolutely so. 

Mr. Khaitan : Furthermore, your suggestion would also meet to a 
certain extent the point raised by Lain Harkishen Lai on the first day 
of his discussion with you, viz-, if only the operations of the Reserve 
Bank were confined to rediscounting of bills, bow could industries 
get assistance from the Reserve Bank? If according to your suggestion 
the Reserve Bank is allowed to make loans and advances on the security 
of movable goods, merchandise, etc., it will be able to help industries. 

Dr. Trip: Subject of course to their duty in respect of the maintenance 
of the local and international position of the rupee. 

Mr. Khaitan: There are several industrial concerns in Calcutta and 
Bombay—cottou and jute mills—which can provide their own working 
capital. It is only in the busy season that they want some advance, say 
for 3 or 4 months. Do you think that these concerns need have any 
hesitation to approach the Reserve Bank direct and get that kind of 
assistance ? 

Dr. Trip: It all depends upon whether their goods can be sold. 

Mr. Khaitan: It does not make any difference to the Reserve Bank in 
what form those goods exist so long as money is realised and paid to the 
Bank. 

Dr. Trip: I should have to consider in the first place whether these 
concerns could get all the accommodation they want on reasonable terms 
from commercial banks. Tf that was not possible, I should consider the 
proposition. 

Mr. Khaitan: I will give you an example of what is actually happen¬ 
ing in Calcutta. -Jute mills sell manufactured goods forward 9 months 
and 12 months, so that jute mills are sure of getting the sale proceeds. of 
the manufactured goods as the due date arrives. There is hardly any risk 
ni getting into difficulties and the advances made to them becoming frozen. 
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At the same time, as they buy and stock 9 to 12 months’ consumption of 
iute, they would be quite able to keep with the Reserve Bank a ware¬ 
house receipt of six months’ stock. Under jour scheme they will be 
jsble to get advances from the Reserve Bank. 

Dr. Trip : I must say that in the first place I was thinking of goods 
that were practically sold and were on their way to the final market. I 
should not favour the Ri-serve Bank entering ihi3 line from the begin¬ 
ning. I only think it ought to have the possibility to do so in case 
it thought it desirable for maintaining its position and carrying out 
its policy. 

Mr. Khaitan: Suppose a jute mill requires 3 lakhs of bales of jute 
for 9 months’ consumption. Jute is a very easily salable commodity. The 
mill keeps for its ordinary working 1,50,000 bales and pledges with the 
Reserve Bank the remaining 1,50,000 bales. Sc* that the working of the 
mill goes on normally and the Reserve Bank nas control over 1,50,000 
bales. As I have already told you, the jute mill has sold forward, for 
every month for the next 9 or 12 months, its manuafetured products which 
it produces from the 1,50,000 bales which it has kept .with itself. It 
manufactures the goods and is sure of getting the sale proceeds. Does 
not that make the position of the Reserve Bank even more secure than 
the system you contemplate? Under what you contemplate, A sells 
goods to B. A draws a 90 days’ bill on B, which B accepts, and on the 
expiry of the 90 days B makes payment to the Bank, and if he fails A 
makes the payment. There is no security behind that bill, although it is 
a bona fide trade bill. Now you call that perfectly liquid, but in the 
other case there is the certainty of the jute mill getting money by the 
delivery of its products. DoR’t you think that this transaction is as liquid 
as the other and much more secure? 

Dr. Trip: On principle I should be in favour of the Reserve Bank 
trying to bring the customer in the first instance to commercial banks, 
but I should not like to exclude the Reserve Bank from direct dealing with 
the mills in the way you have suggested. 

Mr. Khaitan: It can do so in such a case as this because it considers 
that its money will remain quite liquid and will be fully secured. 

Dr. Trip : I have no objection on principle. 

Mr. Sarker: Apart from security and liquidity are you not also to con¬ 
sider whether it will compete with other commercial banks. 

Dr. Trip: Yes. As I said yesterday, in my opinion there must be the 
possibility of competition. 

Mr. Sarker: If there is only that possibility, the transaction should not 
be encouraged by the Reserve Bank. * 

Dr. Trip: If it is not necessary for the polity of the Reserve Bank I 
would not encourage it to do it. If it is, however, necessary for the 
Reserve Bank to make its- influence felt, I would not hesitate to allow the 
hank to do so. 

Mr. Sarker: If this transaction ontails competition with commercial 
banks then, except for the purpose of open market competition, you will 
not recommend this sort of accommodation. 

Dr. Trip: No, not, for instance, if the Reserve Bank would do it in 
order to earn larger profits. 
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Mr. Lamond: I should like a short discussion on the suggestions re 
garding the development of bills. You say:; 

“It ought to be emphasized at the outset that genuine trade-bills 
as would be eligible for purchase or rediscount by the Re 
serve Bank, can only be created if producers and traders are 
prepared to sell on credit. The distinction between trade- 
billa and finance bills is of the greatest importance and the 
information which we gathered seems to point at great diffi¬ 
culties experienced by purchasers of bills in endeavouring to 
distinguish between these two. classes of paper" 

Would you kindly lay down what you consider should be the class of 
bills acceptable to the Reserve Bank? 

Dr. Trip : Generally speaking, bills drawn by the seller of goods on 
the purchaser would be acceptable, and it would be preferable if these 
were endorsed by a bank in order to give more security to the Reserve 
Bank. 

Mr. Lamond: You sav that “the development of the cash credit system 
is said to have unfavourably influenced the use of bills". The Imperial 
Bank cash credit system does not interfere with the development of bills. 
Our system of financing upeountry and industrial concerns is against 
stocks which are stationary and which are purchased and held for sale. 
There are two ways of making advances against these stocks. Tn the 
Punjab, after the harvest wheat is collected in the different mandies by 
traders and kept there to moot the normal requirements over the year, 
A trader, if he has Rs. 50,000 or a lakh, anticipates that he would prob¬ 
ably do a trade which would necessitate the holding up of his stocks, 
and comes to the bank before the harvest, sav, about the end of March 
or the beginning of April, and asks for facilities to enable him to 
draw up to a lakh and a half in Bombay. The bank agrees and he signs 
the cash credit document for a lakh and a half; then he begins to collect the 
grain from the growers and puts them into godowns. This is now his 
own property and after the goods are examined by the bank and the 
standard accepted, he is liable to draw up to 75 per cent, of the market 
value of the goods. Do vou think this cash credit can be replaced by 
a bill? 

Dr. Trip: No. 

• Mr. Lamond: It seems to me that the cash credit and bills must go 
side by side. 

Dr. Trip: I should like to make it clear that T do not. criticise the easb 
credit system. I think it is an absolutely necessary system for this country 
and for its oxnansion. It is just the. same system that is followed in the 
Dutch East Indies where cash credits are given to the holder of thy 
goods. When the goods are sold, there comes a movement and it is 
then that the bills may come into the market. I do not kuow why bilk 
do not come in this country at that stage. 

Mr. Lamond: They do come. 
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Dr. Trip: But not in sufficient quantities. 

Mr. Lamond: The bills we take for the movement of crops which in 
such cases are probably moving down to the consuming market. They are 
sold for payment on receipt of the goods at the station. The currency is 
short, but the bills are there. The currency is from the release of the 
goods at the godown to the arrival at the Btation oS the consuming market. 

Di. Trip: The currency is so short that it is practically not a proper 
instrument for discounting business. 

Lata Harhinhon Lai: You told mo that unless we started selling on 
credit, the bill would always be a bad bill. The cash credit, according to 
Mr. Lamond, is no cash credit unless it is repaid oy cash when the goods 
are removed. The goods are removed from the godowns into the mill 
or from the mills back into other godowns, and until the cash is paid, 
they are not released even lor working. That is why the system is called 
cash credit, Imi it comes »i.t ;i quite different stage. There are two stages 
previous to that, the stage of bringing them into the factory and taking 
them from the factory. Both at present are done on cash system. The 
man delivers goods, the bauks pay for it and it is taken into the custody 
of the mill. When it is removed from the custody of the mill even for 
the working process, tic* b ulk receives cash. But before and after, the 
bills come in'very easily. Suppose the seller of the goods drew a bill on 
the mill and the mill cashed; that bill: they would have freedom of the 
goods up to a certain extent rather than be under the lock and key of the 
bank, but if the seller accepted the bill of the buyer and put it into the 
bank’ the whole thing could bo turned into three stages. One stage may 
be called cash credit or bill credit, because the goofs may be removed not 
only on cash payment but it may be removed m the bill. Then the 
period for which cash credit would be required is very short. If the 
seller of the goods himself gives credit for three months and the mill 
gives credit for three months, the bank’s credit would only be for 
three months direct to the mill against warehouse But against the bilh 
it would be three months on one side and three months on the other. 

Dr. Trip: Yes. 

Mr. Lamond: Could I give you some idea of the length of time re¬ 
quired for financing, say, wheat in the Punjab? When a man comes 
along in March in order to make arrangements for the next year, we 
allow him to carry over into his new cash credit 20 per cent., of the 
credit covered by tlic preceding crop and he wipes that off in three or four 
months, which shows that the credit required for that crop is really for 
15 months. 

Dr. Trip : They are practically two seasons. 

Mr. I.amond: The credits overlap a few months. We have to make 
'rrangements to carry on a small percentage o* Inst year’s credit for 
hose few months. 

Mr. Matin Snbcdar: You also allowed them to do the same thing in 
.he beginning of the previous year; therefore it wou'.d not be 15 months. 

Mr. Lamond: From the time the now crop comes until the last of 
that year’s crop goes out, it oovers a period of fifteen months. 
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Lula. Ilarkishcn Lai : We must not. mix up warehousing for stock pur¬ 
poses and warehousing in the mills. They are two difforont things 
altogether. If the cash credit is removed and then renewed, the three 
months come in only once. After the three months have begun, it would 
he twelve months up to that time. If the new crop comes say, in, May 
and the account is realty re-started on 1st March, March and April can 
be token only once and not twice over. Therefore the run is 12 months. 
The run is also 12 months when v.c are counting two crops. So far as 
the agriculturists are concerned, there arc two crops, wheat and cotton; 
and they do not require 12 or In months. The requirements of industries 
have to be analysed and spread over and the merchants' god owns have 
to be distinguished from the godowns for the agricultural movement of 
crops. So far as the mills are concerned, their cash credit is only for 
four months. The same bank is no doubt advancing money and a man 
who wants to make arrangements with the Imperial Bank for the next year 
would say that lie would bring in his bills from the 1st May to the end 
of July. The stocks will be on cash credit and the stuff wall begin to 
move from August and the bills would be for three months. In two 
eases there would be trade bills and in the third, it will be only the mill’s 
•credit. 

Dr. Trip: But the mills should be prepared to sell on credit. Generally 
speaking, they are not prepared to do so. 

Mr. Lamond: Because they are not at present prepared to bring in 
bills signed on credit. If we accepted and enforced that view, then the 
cash credit will be only for four months. So far as banks are concerned 
they will get the credit of the mill on the one side and the credit of the 
merchant on the other. 

Dr. Trip: They have no goods in their own power. 

Lola Harkiehen Lai : They many have them in the power of the buyers 
and sellers. 

Dr. Trip: Of course they must trust the buyers before it could be done. 

Mr. Lamond: In some of the districts in the South, we have 5,000 or 
6,000 very small godowns and there, the system of demand loans prevails. 
These demand loans are for generally six months from the time they 
start to the time they run on. People have to pay it back any time. 
This system corresponds more or less to what you refer as follows: “The 
warehouse receipts issued by the company would be negotiable instru¬ 
ments of title which can safely be accepted by banks and bankers as col¬ 
lateral for credits”. Only we have no warehouse receipts, but take charge 
of godowns. 

Dr. Trip: Legally speaking, you have not the goods in your posses¬ 
sion? 

Mr. Lamond: You have the goods in your possession, they must be 
taken from the godowns. That more or less corresponds to your sugges¬ 
tion. 

Dr. Trip: Yes, I think that in this country this system will have to 
continue for a very long time. 

Mr. Lamond: Do you think that con be replaced by bilty? 

Dr. Trip: No. 
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Lala Harkishen Lai: If the godown contains good paddy, the bank 
looks at it as saleable property; if it is bad stuff, it will be.badhi paid. 
The warehouse receipt will only come in, if it is up to a certain swndard. 

Mr. Lamond: It will be up to our standard. In my opinion this system 
cannot be replaced by bills, because if a man wants to soil at any time 
and we take for the godowns a three months’ promissory note from the 
man and discount that, the man would want sc- many godowns released, 
the bill is lying at Calcutta and he wants to pay his money and take the 
stuff away. 

Dr. Trip: In this country there will always be a large amount of cash 
credit. 

Mr. Lamond: The cash credit system must go side by side with bills. 

Dr. Trip: That does not alter my opinion that the bill habit can be 
■promoted. 

Mr. Lamond : I am not suggesting that; I cnly say that both are re¬ 
quired. 

Dr. Trip: Yes. 

Mr. Lamond : Clause 17 (2) (a) of the Reserve Bank Bill refers to 
"the purchase, sale and rediscount of bills of exchange and promissory 
notes, drawn and payable in India”. It comes to the same thing as your 
suggestion here about the Reserve bank advancing against the warehouse 
receipts. It mav be payable anywhere in India. Would you say that a 
scheduled bank should be one of the intermediaries for collection or would 
you make the Reserve bank collect? 

Dr. Trip : I have the impression that it can be done by the intermediary 
of the Imperial Bank. 

Mr. Lamond: There are many places where the Imperial Bank is not 
functioning. 

Dr. Trip: That must be arranged. It seems quite easy, but perhaps 
it is not so in practice. In any case, the Reserve Bank will be entitled to 
give credits on the bills as collateral. 

Lala Harkishen Lai: There can be another way. The scheduled 
banks are approved banks; when the bills are rediscounted, arrangements 
could be made to repurchase these and replace them by new bills. 

Mr. Lamond: The scheduled banks might object. 

Dr. Trip: This seems not likely if they have discount facilities. 

Mr. Lamond: It does not refer to accepted bills. 

Dr. Trip : That of course lies within the purview of the Reserve bank. 

Mr. Buckley : _ Most of us, 1 think, are agreed that the indigenous 
tanker is a necessity for the banking system of India and therefore, we 
would like, if possible, to link him up with the commercial banking 
svstem. Suggestions have been made that he should have direct relations 
with the Reserve bank. I see difficulties in this. In the first place, 
the indigenous banker may be in places where the Reserve bank has no 
branch and where even their agents, the Imperial Bank, have no branches. 
The second difficulty is the soundness of names. According to the Reserve 
Bank Bill of 1928, there should bo two names; in the case of the indige¬ 
nous banker re-discounting with the Reserve bank, there would be the 
name of the maker of the bill and the indigenous banker s endorsement. I 
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do no* know if yon would consider that sufficient security for an institu¬ 
tion such as the Reserve bank, especially in view of the fact that little is 
known ^?out the names which appear on the bills other than that of the 
indigenous banker himself. The third difficulty is how the Reserve 
bank would know that the bills are actually trade bills and not finance 
bills. These are. difficulties which seem to me to arise, in connection with 
the indigenous banker being brought into direct relations with the Reserve 
bank, seeing that the Reserve bank must have two names according to 
the Act, one of which should be that of a scheduled bank. You can. 
almost regard this as amounting to the Reserve bank discounting with one 
name only, whereas if the indigenous banker is linked up with a com¬ 
mercial bank and he rediscounts bills with that bank, the Reserve Bank 
will have also the name of the commercial bank. 

Dr. Trip: The indigenous banker being a hanker and a trader under 
present circumstances, and perhaps having a lot of other activities, I think 
it is not possible to link him up directly with the Reserve bank. It can 
only be done after he has restricted his business to pu~e banking. We 
consider that, bv the influence o F the Association of indigenous bankers, his 
standing and his methods of doing business will improve and that the 
Reserve bank, bv its relations with the association of indigenous bankers, 
will be enabled to judge the position of these bankers. It will 
take time before thev can work directly with the Reserve bank. But 
apart from this, if a trade bill is drawn, it must be drawn by the seller of 
the goods on the purchaser and it. will then be endorsed by the indigenous 
banker. There will thus be three names. Tt depends, of course, on the 
knowledge of the Reserve. Bank and on the. confidence that it can place in¬ 
digenous banker and in the purchaser and seller of the goods, whether they 
will be prepared to take the bills. 

Dr. Hyder: I want to clarify the position. Take the case of an in¬ 
digenous banker in a small town like Hathras. Suppose he has bought 
goods, wheat or cotton, from a local agriculturist. I should like to know 
how he can be linked up. He is the ow ner of the goods in a small town 
or rural area; ho sells the goods to a man in Calcutta. The bill is drawn 
cn the other man. He is not known in Calcutta. He has a cousin or 
brother, who is also an indigenous banker, and he asks the man to whom 
he has sold the bill to go to his cousin or brother and ask him to accept 
the bill. You get two names and then go to the Reserve bank and get 
it discounted there. Is that wrong? 

Dr. Trip: But he is a trader. 

Lala HarTiishen Lai : If it is a trade bill, there are four signatures be¬ 
fore the bill goes to the Reserve bank, viz., the buyer, the seller, the 
indigenous banker and his cousin. 

Dr. Trip: The first indigenous banker is the owner of the goods; be 
is the trader and of course that is a different situation. 

Dr. Hyder: May I put- the position in this wav? Take the case of a 
man who has dealings with somebody in Calcutta. He goes to an indi¬ 
genous banker here and presents his bill on which he demands some 
money. He asks his seller (my banker has produced his name on the 
bill) who has got his cousin or brother at Calcutta. The Reserve bank or 
any other commercial bank at Calcutta on which the bill is drawn must 
know that he is a substantial man to give his name. Could it be done 
in this way? 



Dr. Trip: It could bo done in that way, but it is a question of what 
the Reserve bank knows about the indigenous banker. If they organize 
themselves into an association and publish, or in any case hand over to the 
Reserve bank, their balance sheet and profit and loss account, there would 
gradually grow up a basis for the Reserve bank having more knowledge 
about the circumstances of the indigenous banker. Of course the nearer 
they are to the offices of the Reserve bank, the better that Bank will be in 
a position to get information. 

Mr. Manu Subedar: The knowledge of the Reserve Bank about the 
customers of a joint stock bank or of an Exchange bank would also be 
small. 

Dr. Trip: l'es, but if they arc customers of that bank, there would 
be the intermediary of the joint stock bank. 

Mr. Manu Subedar: Therefore, the Reserve- bank would more or less 
look up to the signature of the bank rather than expect to have direct 
knowledge of the parties. 

Dr. Trip : I should not like to exclude the possibility of the Reserve 
bank acting directly with the indigenous banker, especially since we are 
in favour of improving the position of these bankers. It would be con¬ 
trary to that desire if we excluded them frorr the beginning from doing 
business with the Reserve bank. 

Mr. Manu Subedar: If you excluded them on the ground that the 
Reserve Bank would have no knowledge of the signatures, they would have 
equally no knowledge of the signatures of the joint stock banks. 

Dr. Trip: Quite light. 

Mr. Huehlt ij: But 1 hero would he n dHTeivneu between a joint stock 
bank and an indigenous banker in standing? 

Dr. Trip: I quite agree that it must gradually grow but we must give 
an inducement to the indigenous banker to improve his position and that, in 
my opinion, can only be done by opening the possibility of his being approv¬ 
ed as an indigenous banker by the Reserve bank. I do not say that it 
must be done on a large scale from the beginning; there must be an induce¬ 
ment. We nood him and we cannot miss him. 

Mr. Bucklen : Therefore you see no objection to the Reserve bank hav¬ 
ing discretion i<> rediscount hills of an indigenous banker with merely 
what are called bazaar signatures-and these would be considered two or 
more good signatures in accordance with the Act. 

Dr. Trip: I would leave thorn the discretion to take trade bills on the 
basis of their Icnowledge of the parties to the bill and of the transaction that 
is behind the bill. 

Mr. Rush forth: The feeling yesterday was that one uniform rate for 
India was desirable and Dr. Hvder raised the point that it was desirable 
rhafe money should tend to a uniform price, th; same ns commodities did. 
Would not thoro be a tendency, and is not there a tendency at present, for 
that one uniform rate to be based on the higher price in any particular 
spot? Therefore the tendency with one rate s to level rates up instead 
of levelling rates down. 

Dr. Trip: No, the lowest rates will prevail in the biggest, centres of the 
country. 
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Mr. Rushforth: For practical purposes tViere are only three centres, 
Calcutta, Madras and Bombay, and your rates are based on the price in. 
the most expensive centre? What we want to aim at is not to eliminate 
competition in money rates. 

Dr. Trip: There will be a geneva! competition apart from the local 
competition. 

Mr. Rushforth: But the idea of the Reserve bank rate is to make the 
Reserve batik facilities available, for tin- diilVn-nt centres. It seems to 
me that there is a tendency for it to te based on the high side. Because 
there happens to be speculation i t i out particular district—you may get a 
lot of speculation in Ih.mUny • !'■■•:,gs! in cniisci l !i"ece would suffer lor it 

Dr. Trip: I earmot see any difficulty. With a Central or Reserve 
bank as the head of the banking organisation of the whole country, the in¬ 
fluence of that bank will make itself Felt gradually throughout the country. 
That is the experience in other countrics. If you develop ihe money market 
throughout the country, the result must In- that the rale in one part of the 
country, or the rate at the centre of the hanking community, will influence 
the rate in other centres. 1 remember an instance. In a part of Java, which 
was rather far away from the centre, of the country, the Java bank started a 
branch and immediately after that, the interest rate in that part of the 
country—went. down. Through the influence of the, working of the Central 
bank, competition was stimulated among flic traders and the growers of 
the produce got better prices. 

Mr. Rushforth: The only thing I fee] is that if India is such a large 
country and conditions differ so much at times between Bombay and 
Calcutta, there is the possibility of penalising one district for the benefit of 
another. 

Mr. Currie: The object of having a free money market throughout 
India is to mobilise all the money resources of the country, so that if 
trade was brisk in Calcutta and not so brisk in Bombay, money would 
naturally flow to Calcutta where the rate would become lower and that 
would be to the good of the country. 

Mr. Rushforth: I wanted it to flow freely. 

Dr. Trip: It will tend to a uniform rate. If you have two rates; one 
in Bombay and one in Calcutta, it can only mean that the money is not 
flowing freely between Bombay and Calcutta. 

Mr. Rushforth: Then let your uniform rate be caused by a free flow 
of funds and not by imposing a uniform rate from the top. 

Mr. Currie: But the Reserve bank will not impose the rate. It will 
base its rate on the demand for money all over the country. 

Dr. Trip: I quite see your point. It will take more time in this 
country than in other countries, because India is such a large country. But 
I am convinced that if the Reserve, bank had been started 50 years ago. 
you would have had the influence felt all over the country. 

Mr. Lomond: Our bank rate is not a discount rate. Tt is a rate for 
demand loans and you will find a very fine difference in the discount 
rate between Bombay and Calcutta. To 1-hw country the rate is not 
regulated by the bank to any creel e\i--n!. T f is a two months’ rate and 
Abe bank rate is a seven days' rave 
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Mr. Rushforth: That beats out my point. Jf you make your Reserve 
bank rate the same as the Imperial bank rate, your business rates will 
differ from them in the same way as your discount rates do now. 

Dr. Trip: No, there will be a difference in the Reserve bank rate from 
the present bank rate. 

Mr. Lainoud: The jv.i-il is that the Reserve bank's discounting must 
be done in au effective w;«y. 

Dr. Trip: It will take some time before it can be an effective rate. 

Lata liar'uitsktn Lai : The vernacular and the Indian press did not use 
to give cmiciuy to these changes in rales of the .Imperial Hank; now they 
are doing it. At one time we asked for higher rates of interest than usual. 
Wo argued that as the Imperial Bank rate was 8 per cent., we should be 
offered h or 10 pet cent, idoine people accepted it and some did not. 
After six months they began to write saying that the Imperial Bank rate 
has gone down to tt per cent, and asking why we wore charging 8 per cent. 
Now, however, within the last three years, people write in their loan appli¬ 
cations specifying mu or two percent, over the Imperial Bank rate with a 
minimum of so and so. Whatever the Imperial Bank rate may be, people 
have taken to specifying '.he rale. Jn llie People’s Bank we get one- 
tbird of our applications on this basis. 

Mr. Manu Subedar: On the question of cost of remittances, if the Re¬ 
serve Bank at Bombay or Calcutta had to make a transfer on behalf of 
its members, i.c., the indigenous banker or the scheduled bank, from one 
place to another, would yon ask the Reserve bank to charge fee for the 
transfer of an account from Calcutta to Bombay ? 

Dr. Trip: I think there ought to be some charge. 

Mr. Manu Subedar: It would simply be a question of where their re¬ 
serves are locked up, and whether a larger portion of their reserves are in 
Calcutta, Bombay, LuliOio, etc. It would not seriously matter if a 
charge is made, but if the transfers are effected without cost as a matter 
of national duty, it would lead to the equalisation of rates almost instant¬ 
aneously. 

Dr. Trip: I think, it would have a good influence on improving what 
we eail the giro system, 

Mr. Manu Subedar: On the question of cos.s then, would you agree 
that it is a question that should be considered very carefully? 

Dr. Trip: I quite agree that it is a question which deserves to be very 
carefully gone into. 

Mr. Eti ah forth: .You say that the policy of the Reserve Bank should be 
to create a uniform rate and yet you say you are in favour of charging 
something for remittance purposes. Will you not thereby be creating 
unequal rates in the country which you are now trying to abolish? 

Dr. Trip : On principle I have no objection to ihc charges on remittances 
being abolished, but in the beginning, of course, it will not be possible to 
dispense with these chai-iros. altogether, hut if it will be possible at a 
later stage to dispense with costs I would be agreeable. 

Dr. lL)der: I think Mr. Currie will be able to answer my point. Take 
the case of London and Paris. 1 do not. know whether they hnv-: begun 
to send by aeroplanes. We have an evaet parallel in this country. If 
there is very much of on : mv ( ;i.dky in rates, it seems to me that it would 
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be better if we could resort to aeroplanes as a means of transport of the 
specie. 

Mt. Currie: I do not think that it is a feasible proposal. It would be 
very expensive. 

Mr. Matiu Subedar : Ko. On a matter of public policy would you not 
be in favour of minimising as much ns possible the inequality in these 
rates by other possible means 

Dr. Trip: I quite agree that if uniformity could be brought about it 
would be to the benefit of the country. 

Mr. Bushforth : In their evidence before the Hilton Young Commission 
the Bengal Chamber of Commerce, after consultation with eminent 
bankers, recommended that in the now constitution of the Imperial Bank— 
which they assumed would become the Reserve Bank—remittances between 
important centres should be made free of charge. 

Dr. Trip: I can understand the point but you can not compel banks 
to do so. 

Mr. Bushforth: Your memorandum and the suggestions that you make 
are based primarily on the creation of a Reserve Bank. It wit) take some¬ 
time for a Reserve Bank to come into being, and 1 should like to know 
whether it should not be possible to introduce some improvement in 
the present state of affairs. To begin with you have spoken of the duality 
of control of currency and credit. 1 should like (o know how the control 
at the present moment affects banking conditions detrimentally. It 
seems to me that, the difficulties arc caused primarily by (lovernmont’s 
manipulation of their own balane.es in (he Imperial Bank. They can put, 
in or withdraw large amounts as and when they please, and thus the 
cash position of the Imperial Bank is affected. 

Dr. Trip: But can you tel) on what considerations Government act in 
that manner. Have not the Government to make large payments in the 
country. 

Mr. Bushforth : Such dual control will Ionian even after Ihe Reserve 

Bank is started. 

Dr. Trip: But Government’s action will ihen be limited to what is 
necessary for their ways and means operations. 

Mr. Bushforth: Government balances in India, computed with other 
private deposits, arc considerably larger than in other countries of the 
world. You know Government balances with the Imperial Rank represent 
a very large proportion of the funds available with that Bank. 

Dr. Trip: I think the Government- balances with the Imperial Bank 
during the busy season range between Bs. 7 and Rs. 8 croves. 

Mr. Bushforth: So far as these extraordinary operations on Govern¬ 
ment, balances arc detrimental to the banking interests o: the country, 
would it not be possible to lay down, as a general principle, tint Govern¬ 
ment should not operate on their (Imperial Bank) balances in an extra¬ 
ordinary manner? 

Dr. Trip: I think as the Government have the obligation to control the 
exchange value of. the rupee, I hoy w ill have to operate on their balances 

with the Imperial Bank. 
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Mr. Rush forth: But now you have an anomalous position when the 
’Government contract and the Imperial Bank expand. 

Dr. Trip: That is due to the defect in the system. How could you, 
apart from the constitution of the Reserve Bank, improve the present 
situation otherwise than by imposing upon the Imperial Bank the duty 
of keeping the international value of the rupee in tact. 

Mr. Rushforth: Let Government control begin outside the realm of 
the Imperial Bank. Whatever the Central Bank is, Government will 
always be interested in the maintenance of the international value of the 
rupee, and if they consider that the Reserve Bank is not doing exactly as 
they want, nothing can prevent them from doing what they do now. 

Dr. Trip: That is not the case in other countries where Reserve Banks 
have been established. If the Reserve Bank does not act properly, then 
Government will have to resort to other means in order to serve the 
general interests of the country, but they ought not to interfere with 
the policy of the Reserve Bank as long as the Bank acts in conformity 
with its obligations under its charter. 

Mr. Rushforth: My view is, viewing it from the banking interests of 
the country, that Government should not interfere with their normal cash 
balances in the Imperial Bank. I want the Imperial Bank to say whether 
it has got too much balance or not. 

Mr. Currie: If 4hey have got control over the currency, then they 
cannot do that. 

Mr. Rushforth: But the Bank of England has not got control over 
the currency. 

Dr. Trip: In my opinion the Bank of England has that control. The 
public is even not allowed to take gold to the mint. The Bank of England 
sells its Treasury' Bills in the market when it finds that the currency 
should be restricted. 

Mr. Rushforth: But it does not affect the cesh balance of the Bank 
of England? 

Mr. Currie: It does not affect the cash balance of the Bank of England 
but the currency of the public is affected. 

Mr. Rushforth: Why should the Government, come to the Imperial 
Bank and take away its balance? The Government of England does not 
do that. 

Dr. Trip: In other countries, the Government work their balances only 
for their payments and in so far as these balances are insufficient they 
have to raise money in order to meet their obligations. In this country 
the Government have also the duty to control the currency and you can 
improve this position only by the creation of the Reserve Bank which 
will take over this duty. 

Mr. Rushforth : But in the meantime you do not think that anything 
could be done to improve the existing conditions? 

Dr. Trip: I do not think anything could be done in the meantime. 
The only thing, that could perhaps be done is that Government should not 
make it a standing condition, that the bank rate should be raised to 
« or 7 per cent, before emergency currency is issued. 



430 


Mr. Bushforth : In past years the prioe of currency has had a detri¬ 
mental effect on the price of money. 

Dr. Trip: It would not be possible to create a sound position before 
the Beserve Bank is established. 

Mr. Bushforth : You will have one authority with regard to the expan¬ 
sion of the currency, but I do not see why there should be two authorities 
in charge of contraction. We have agreed that the question of the expan¬ 
sion of the currency should be placed in the hands of the Imperial Bank 
but why should the Imperial Bank not be given the sole power of con¬ 
tracting the currency? 

Dr. Trip : I do not say that the Imperial Bank should be given the 
power to expand the currency on their own decision. I want to leave 
the question as to whether currency could not be expanded at a lower 
rate to be decided by co-operation between the Imperial Bank and the 
Government. I do not want the business people to pay high rates. 

Mr. Ramdas Pantulu : My information is that high rates like 6 and 7 
per cent, are declared when money is rather stringent in the market and 
I have also heard that Government sometimes force the Imperial Bank 
to increase the rate even when there is no stringency. 

Mr. Buckley : That is due to international conditions. 

Mr. Bushforth: Surely, international conditions should similarly prevent 
the Imperial Bank from expanding the currency? Why not let us put the 
whole of the expansion and contraction in the hands of one authority if it 
be to the advantage of the country and if dual control iB detrimental? 

Dr. Trip: That can be done only after the creation of the Beserve Bank 
and not under the present conditions. 

Mr. Bushforth: Well, that brings us next to the rather important point. 
Why should not the Imperial Bank be then given charge of the currency 
department? We don’t want dual control, we want single control. Never 
mind if the Beserve Bank came on in due course. Why at the present 
moment should not the Imperial Bank have control of both currency and 
credit? 

Dr. Trip: How could it? Would you transfer the currency department 
to the Imperial Bank? 

Mr. Bushforth: You would have the Managing Governor .... 

Dr. Trip: Then the Imperial Bank would have to keep control of the 
currency. 

Mr. Bushforth : In its issue department. It would have an issue depart¬ 
ment. 

Dr. Trip: And they would have the gold and gold securities against it,, 
so that they would practically be the Beserve Bank. 

Mr. Bushforth: What is the objection? 

Dr. Trip : My objection is that the task of the Beserve Bank is different 
from the present task of the Imperial Bank. 

Mr. Bushforth: How does the Beserve Bank, that you have outlined here 
as it will be, apart from its currency control differ from the Imperial Bank 
as it is now? You are going to build up a Beserve Bank on these lines. 
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You are giving it powers of creating agencies up-country and so on. How 
is that bank going to differ from the existing Imperial Bank apart from 
the control of the currency? 

Dr. Trip: My Reserve Bank as I see it would have, as its first principle, 
to remain a liquid institution, and would not have as its first task to 
expand as much as possible its inland credit giving which is now the 
task of the Imperial Bank. The principles on which a Reserve Bank 
ought to be worked arc quite different from the principles on which a 
co mm ercial bank ought to act. What I proposed here was only to create 
the possibilities for the Reserve Bank to make its influence felt on the 
situation in the country. As I have stated already, I do not expect that the 
Reserve Bank would have to avail itself to a large extent of these possibili¬ 
ties. I only want to give them the possibilities in Order to enable them 

to fulfil their task in the interest of the country. 

Mr. Rushforth: In other words, the Reserve Bank would have rather 
more of central banking functions and rather less commercial business 
than the Imperial Bank has. 

Mr. Manu Subedar: So that when there is a banking crisis the currency 
reserve would be available and when there is a currency crisis the banking 
reserve would be available. It would be the first duty of the Reserve 

Bank to keep the cash position very strong in the slack season, in order 

to be in a position to help the country. It is therefore a fundamental 
duty an d we are going away from the existing system not merely to 
some extent but to a very large extent. 

Mr. Rushforth : Now as regards the liquidity of the Reserve Bank, let 
us consider the practicability of creating this Reserve Bank. It is to 
have a capital of 5 crores; it is to take away from the other banks a 
percentage deposit which I estimate roughly at 12 crores, and it is to take 
away Government balances, or most of them which are 8 crores. That is, 
it is to take out of the Imperial Bank something like 25 crores of rupees 
m cash. Such portion of the capital as is invested by the money market 
will oome out of the Imperial Bank. It will be a credit from the other 
banks. Let us be optimistic and call it 20 crores instead of 25 crores, 
leaving the question of capital out. A very largo amount of cash has to be 
found somewhere 'and if we are going to take it out of the Imperial Bank, 
well there is nothing left. 

Mr. Currie: 8 crores represent Government balances. At the moment, 
are not those 8 crores Government balances more or less covered by the 
money Government have borrowed on the other side ? 

Mr. Buckley: No, it has been paid off. Take their balance at normally 
o' crores. 

Dr. Trip: It is not a loss. That money remains in the country. 

Mr. Rushforth: I am speaking of the practicability of transferring it 
from the Imperial Bank to the Reserve Bank. 

Dr. Trip: In the first place you can do it in instalments. In the second 
place the Imperial Bank and the Joint Stock Banks have their own 
cash balances now. I have some figures here—the percentage or cash to 
liabilities on deposits for the Indian Joint Stock Banks, apart from the 
Imperial Bank, was 20 per cent, of their liabilities for class A in 1022. 
and 15 per cent, in 1926. In class B it was 17 per cent, in 1922 and 24 

i 2 e 2 
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per cent, in 1926, so that if those figures are true they keep much more 
cash than would have to be tranferred to the Reserve B ank 

Mr. Buokley : But not to-day. 

Dr. Trip: That may be changed. 

Mr. Rushforth: But at any rate the actual cash on which this new 
system can be built up is in the Imperial Bank. There is none anywhere 
else. The cash foundation of your banking system at the present moment 
is the cash in the Imperial Bank and you are proposing to start another 
institution which will absorb the whole of that cash. 

Dr. Trip: That need not be done all at once. I would not say that 1 
am so greatly in favour of compelling other bankB to keep a certain amount 
of cash with the Reserve Bank. We have not that system in our country. 
But you could lay down a certain time in the Act itself, let us say o: 
5 years. 

Mr. Ruahforth : That then involves a very considerable liquidation oi 
resources. 

Dr. Trip : I must say that the main point in this respect is that every 
country ought to have a certain level of cash reserves on which it is 
worked. I think in this country the cash reserves generally are too small 
for the country. If the establishment of a Reserve Bank could lead to 
a greater cash reserve for the country it would be of great importance to 
the whole country. 

Mr. Rushforth: Is it not more correct to look at it from the other way ? 
You cannot increase your cash reserve but what you can do is to reduce 
your super-structure of credit. You cannot make money. 

Dr. Trip: You can make money if you make your position more liquid. 

Mr. Rushforth: That does not increase your cash position. 

Dr. Trip: Why not? 

Mr. Rushforth: So then your process means a general restriction of 
credit for the next 5 or 10 years which is the very thing we are trying 
to avoid. 

Dr. Trip: But I think you must distinguish between the position of 
commercial banks and the Reserve Bank. If the Reserve Bank starts 
working, the cash position of the oountry as a whole will be improved. 

Mr. Rushforth: It will be unchanged to begin with. 

Mr. Buckley: By restriction of credit? 

Dr. Trip: Not by restriction of credit. What is the proper way of 
bringing currency into the country ? That is always done by the Reserve 
Bank. If they want to expand their currency they have to give more 
■credit. 

Mr. Currie : If a Reserve Bank increases the currency by buying bills, 
of course, the banks have that much more cash. 

Mr. Rushforth: It is going to buy its bills out of currency. TKat is 
inflation of the worst type. 

Mr. Currie: It works out under its normal rules. The banks want 
more money to give credit. They sell to the Reserve Bank. The 
Reserve Bank mav sell so much currency up to the gold ft bolds. It is all 
laid down in the Bill for the Reserve Bank, and a$ bills are taken to the 
Reserve Bank its currency is increased. 
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Dr. Trip: That depends on trade. The trade has to increase first. 

Mr. Currie: It is only a question oi producing bills. 

Dr. Trip : But the Beserve Bank can stimulate the demand lor credit 
by lowering their bank rate. I cannot see how you can bring currency 
into the the country without the Beserve Bank either buying gold or bills 
or giving credit. 

Mr. Currie: The basis of the currency is gold? 

Dr. Trip : Yes, certainly. 

Mr. Currie: The means of expanding it is to issue currency against 
bills. 

Mr .. Rushfurth: If the business is not there. I cannot see it. Other¬ 
wise the expansion may involve inflation of currency. 

Dr. Trip : If the business is not there, why should the Beserve Bank 
expand its currency? 

Mr. Ruahforth: Where is the Imperial Bark going to get the cash 
from? 

Dr. Trip: In the first place, I take it that the Imperial Bank has cash 
reserves. 

Mr. Ruahforth: The Imperial Bank has cash reserves that are shown in 
the weekly statements which average anything up to 20 crores taken over 
the year. 

Dr. Trip: Well, take the case that the Imperial Bank has no cash 
reserves. They would have to restrict either the money they invested in 
the Government securities or on advances, in order to make cash. They 
can only make cash by restricting their investments or their credits. 

Mr. Rush forth: That would not increase the amount of their cash. It 
increases their cash percentage. 

Dr. Trip : Why not? If they have, let us, say, 27 crores of Government 
securities and sell those Government securities, their cash position will 
be.. 

Mr. Ruahforth: They don’t get cash. 

Mr. Lamond: Government will have to pay currency into the account. 

Mr. Ruahforth: Suppose they sell investments in the market, they 
don’t get cash. It means their investments go down and other deposits 
go down. The cash is unchanged. The percentage is improved. 

Mr. Currie: Do other deposits go down? 

Mr. Ruahforth: Yes, they do. Look at the liabilities and assets of :* 
bank. It sells investments and investments go down. What goes down 
on the other side? Other deposits go down. But it does not affect the- 
cash. 

Dr. Trip: I cannot say whether it will be in cash or deposits. 

Mr. Ruahforth: It might ultimately be in cash. For instance suppose 
the Imperial Bank say to Government we are not going to renew 5 crores 
treasury bills. Government have not these 5 crores to give to the Imperial 
Bank, but they might then create ad hoc treasury bills again and pay in 
cash. 

Mr. Currie: You are taking this business away from the Imperial 
Bank and giving it to the Beserve Bank? 
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Mr, Rushforth: The Imperial Bank has to raise more money for the 
Reserve Bank. 

Dr. Trip : There is the possibility toe, of course, of spreading it over a 
longer time. The Imperial Bank could during the first time borrow from 
the Reserve Bank against a part of their Government securities and create 
a part of their balance with the Reserve Bank in that way. 

Mr. Larnond: What would happen if we allowed our treasury bills to 
run out and reduce our deposits and leave our cash in the Reserve Bank. ? 

Dr. Trip : The amount you would have to deposit with the Reserve 
Bank would decrease. On the other hand, you could make arrangements 
with the Reserve Bank so that the Reserve Bank would lend money against 
part of the Government securities owned by the Imperial Bank and then 
the Imperial Bank would be credited in the books of the Reserve Bank for 
that amount. 

Mr. Manu Subcdar: They would take over public liabilities as well as 
public bills? 

Dr. Trip : I won’t say that the Reserve Bank should lend money 
against all public investments or do it for a long time. I only mention 
the means for the initial stage. 

Mr. Manu Subedar: And all treasury bills? 

Dr. Trip : That is all a question of practice, which must be left to the 
Reserve Bank. 

Mr. Buckley : All the banks who have very large investments in Govern¬ 
ment securities at the present time would have to allow these treasury 
bills to be paid off. The Government might not be able to find the money; 
and would have to raise it by ad hoes. 

Mr. Lamond: The currency position would be unchanged. 

Dr. Trip : But the position of the Reserve Bank. The Reserve Bank 
would have to decide whether they would take over all those treasury 
bills. They ought to educate, if I may use the term, Government to keep 
a lower debt in the market. I think the floating debt of the Government 
is rather high in the country. J 

Mr. Rushforth : You would anticipate no difficulty in dividing up the 
available cash resources between the new Reserve Bank and the other 
banks. 

Dr. Trip : No, if there is only a period of some years to perform it. If 
you put in the Act that these reserves ought to be kept with the Reserve 
Bank within a period of 5 years then I cannot think that there will be 
any trouble. 

Mr. Rushforth : But during that period it will be working for gradual 
liquidat : on? 

Dr. Trip : But I think the Reserve Bank can help in that respect, and 
the resources of the country as a whole will not be diminished. On the 
contrary I think they will be increased by the influence of the Reserve 
Bank. 

Mr. Manu Subedar: The Imperial Bank would also act as agents to 
the Reserve Bank and it is not unusual for the principal to leave some 
money ...... 

Mr. Rushforth ■ I am allowing for that. That would be a comparative¬ 
ly small amount. 
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Chairman : Because they will act as Agents, not in the principal 
stations like Calcutta and Bombay. 

Mr. Lamond : There is nothing in the Act to show that the Reserve 
Bank will keep money with the Imperial Bank. They merely receive pay¬ 
ments once a month. 

Mr. Manu Subedar: There will be a certain amount always with the 
Imperial Bank. Dr. Trip, you would not say that all the cash reserves 
of the country are now with the Imperial Bank, because many Joint Stock 
Banka carry a large amount of cash. They would reduce their cash hold¬ 
ings when they come in direct contract with the Reserve Bank ? 

Dr. Trip: I think so. 

Mr. Manu Subedar: Those joint stock banks, which are not certain 
of what would happen to them in the event of a rush on them, keep a con¬ 
siderable amount of cash of their own; they do not rely much on the 
Imperial Bank coming to their assistance. 

Mr. Lamond : I think they keep it mostly in Government paper. 

Mr. Manu Subedar : Also in cash. 

Dr. Trip : In a country like this, joint stock banks ought to have 
considerable resources in cash. 

Mr. Rushforth : It is till money in reserves. 

Dr. Trip: Till money lias to be kept on a larger scale in India than 
elsewhere. 

Mr. Manu Subedar: The creation, Dr. Trip, under your Reserve Bank 
of bank acceptances which do not exist in the country now, would give a 
very large chunk of credit which does not exist now. Therefore it would 
add to the credit resources of the country. Even if some advances by the 
Imperial Bank have to be recalled temporarily, the credit resources as a 
whole would increase enormously. 

Dr. Trip: Yes. Therefore, I say there can be no difficulty. There 
may be some difficulty in the beginning but that could be removed quite 
easily Dy the co-operation of the Reserve Bank with the joint stock banks 
and the Imperial Bank. 

Chairman : Perhaps something similar took place in America when they 
started the Reserve Banks. 

Dr. Trip: Oh, yes. The member banks in that country have also to 
keep their reserves to a certain extent with the Reserve Bank. 

Chairman: And after the introduction of the system of rediscounting 
bills, if it is in any degree successful, it will alter the cash resources by 
increasing the velocity of circulation. 

Dr. Trip : It must have influence. 

Chairman : That came out in the course of our discussions with the 
representatives of the Exchange Banks and the Managing Governor of the 
Imperial Bank. But there are other considerations which will affect the 
position the other way. 

Dr. Trip : It may be. 

Chairman : One point about the Imperial Bank expanding the currency. 
The Government of India examine the position on each occasion before 
they give loan against the bills. 

Dr. Trip : I think so. 
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Mr. Lamond : I think we have gone so far as to .fix the rate. It is a 
standing rule that they do not give the credit unless the Imperial Bank 
rate is at a high level. 

Chairman : Well, it is not for me to disclose how the Finance Depart¬ 
ment manages its business. 

Mr. Rmhforth: That settles my difficulty that the Government still 
retains control as regards the expansion of the currency. 

Mr. Manu Subedar: Can we take it that the. creation of a larger volume 
of credit will tend generally to reduce the rates charged by the action of 
the ordinary law of demand and supply? 

Dr. Trip: Certainly. But of course the position of the Beserve Bank 
would depend on the balance of payments of the country. 

Mr. Manu Subedar : It depends on the prosperity of the country. All 
these factors being the same under existing arrangements, and assuming 
they remain the same under new arrangements, then the larger volume of 
credit which is being created would tend to bring the rates down. 

Dr. Trip: Oh yes. Take for instance the present position. Government 
can only give 100 per cent, of the value of gold that comes in. If the 
Beserve Bank is working they can expand their notes by times the 

value of gold which they receive. 

Mr. liushjorth : One of the main objections used in the Hilton-Young 
Commission’s report regarding the Imperial Bank taking on the duties 
of the Reserve Bank was its commercial activities. It just- struck me that 
at the present moment the commercial activities of the Bank are at a 
lower ebb than they have ever been before, which it seems to me makes 
possible reconsideration of the question from that point of view. 

Dr. Trip: I do not think so. You must not argue on the basis of the 
present situation. The present situation is abnormal in the whole world. 
If you look at the present operations of Beserve Banks, you will find that 
there is a very small demand for credit-accommodation, everywhere. • 

Mr. liushforth: Three years ago, when it was proposed to turn the Im¬ 
perial Bank into a Beserve Bank, it was objected to because of its commer¬ 
cial activities. At the present moment its commercial activities are, as 
I said, at a very low ebb. 'Here you have got a structure, everything 
ready for the creation of a Beserve Bank. Why postpone it? 

Dr. Trip : All of us, I think, hope that the commercial activities of the 
country will improve again and then of course the same situation will arise 
which was before the Hilton-l’oung Commission. I cannot see how you 
can base the regulation of the banking system in this country on the present 
circumstances which are abnormal. The activities are now restricted, but 
they will expand if circumstances improve. 

Mr. Rushforth: Why not expand it at the top instead of knocking off 
the fcottem. At present it is central at the top and commercial at the 
bottom. Why not develop the central banking function and leave the com¬ 
mercial side as it is? 

Dr. Trip: How would you fix the commercial activities of the Imperial 
Bank at their present level? 

Mr. Rws hjorih : On the lines you recommend here. 
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Dr. Trip: I think it would be detrimental to the development of bank* 
mg facilities in the country. As Dr. Jeidels said, industrial finance and 
the development of banking facilities in this country make it absolutely 
necessary to keep the Imperial Bank a commercial bank. 

Mr. Manu Subedar: Let us take only one case, if the Imperial Bank 
were turned into a Reserve Bank, they will give no interest on deposits 
with branches. You would render forthwith these branches unremunera- 
tive. Therefore, the Imperial Bank still remaining a commercial bank 
would probably close those branches. That would be all against the trend 
of the policy of expanding banking which this country requires. 

. Dr. Trip : The Imperial Bank would get other sources of profits. Act¬ 
ing as a Reserve Bank will bring in profits, and the Imperial Bank may 
be induced to keep the branches if there is no profit or even a loss. 

Mr. Manu Subedar : Have you taken the lending side? On the 
lending side when they got cheap money as a 'Reserve Bank, they would 
prove fatal to the Indian joint stock banks. 

Dr. Trip: I think it would be absolutely wrong to make the Imperial 
Bank the Reserve Bank and to keep it at the same time as a commercial 
bank. One of the results would be that the position of the joint stock 
banks would be made impossible, and all things taken together, there 
would be a restriction of banking facilities throughout the country. 

Mr. Ramdas Pant-til u: The Imperial Bank is now considered by joint 
stock banks as a powerful bank, and when the Reserve Bank is established, 
the Imperial Bank will be free to do more commercial banking and will be 
a very powerful rival to commercial banks. Have you considered the 
position from the point of view of joint stock banks? Will they not wel¬ 
come the Imperial Bank itself being converted into a Reserve Bank so 
that the joint stock banks may find it easy to expend and establish branches. 

Dr. Trip: Indian joint stock banks would of course prefer that the 
Imperial Bank should be converted into a Reserve Bank and that it should 
stop its work as a commercial bank. But whether it would be preferable 
from the point of view of the country as a whole is another question. 

Mr. Ramdas Pantulu: If the joint stock banks are not able to expand 
because o i the Imperial Bank to the extent they should and to afford in a 
growing measure the banking facilities required by the country, it will be 
disadvantageous to the country to keep the Imperial Bank as a powerful 
commercial bank. 

Mr. Jamal Mohamad: Do you think that at present it is impossible to 
convert the Imperial Bank into a Reserve Bank? 

Dr. Trip: It is, of course, possible, but it will bo detrimental to the 
country. 

Mr. Jamal Moliamed: Commercial banks object to the rivalry of the 
Imperial Bank because the Imperial Bank is using Government balances 
freely, but when you constitute the Reserve Bank Government balances 
will go to the Reserve Bank. 

Dr. Trip: Yes. 

Mr. Rushforth: You did not think there would be any difficulty for 
the Reserve Bank to pay its way because interest on securities would pro¬ 
bably be adequate to make up any defect. Mr. Iiamond mentioned thatr 
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interest on securities is considered as public revenue. To that extent it 
would be a loss to the oountry. You are definitely of opinion that the 
country should be prepared to pay for it if necessary. But I think you 
expressed the opinion, in reply to Mr. Sarker, enquiring ‘why should not the 
legislature be prepared to spend that money on industrial banking in various 
ways’, that as a matter of policy you would not be in favour of it. But in 
the case of the Keserve Bank you would be in favour of Government subsi¬ 
dies if necessary. 

Dr. Trip: In my opinion large schemes of industrial banks would result 
in big losses to be sustained by tax-payers. In the case of the Reserve 
Bank, in the first place, there would be some sacrifice only at the be ginnin g, 
and this sacrifice would be limited only to the cost of the Reserve Bank. 
In the second place, the Reserve Bank will bring a surplus to the tax¬ 
payer later, whilst the country as a whole would doubtless derive profits 
from the work of the Reserve Bank from the outset. 

Mr. Manu Subedar: The creation of credit in the proportion of 1; 
2$, which does not exist at present, would bring the Reserve Bank some 
additional earnings. These earnings may be more than the interest on the 
Reserve securities, and if it is a private corporation Government’s share 
•of the profits may compensate them for the loss which mav come in the 
first year. 

Dr. Trip : I think this whole question is of no real importance. 

Mr. Manu Subedar: On the other hand if the institution was entirely 
■a Government institution, taking a period of ten years, the balance would 
not be a loss to the tax-payer, but a gain. 

Dr. Trip: I see no difference whether it is a Government or a private 
institution. If you spread it over a longer period, I am absolutely con¬ 
vinced that it will be an extra profit for the tax-payer. 

Chairman: The fact is fully dealt with in two paragraphs in tFe Royal 
-Commission’s report. 

Mr, Jamal Mohamed: Even if there be some loss to the tax-payer by 
the establishment of the Reserve Bank, you think it will be more than 
-counterbalanced because of the facilities the traders and agriculturists will 
have for accommodation. 

Dr. Trip: Yes. 

Mr. Jamal. Mohamed: Even that little cost you may have to incur is a 
thing worth it. 

Dr. Trip: Yes. 

Mr. Jamal Mohamed: Is there any other country in the world where 
they have a thing like this? 

Dr. Trip : I must say I do not know any other country where you have 
the present situation in this country except perhaps the Federated Malay 
States. 

Mr. Jamal Mohamed: No fairly developed countries? 

Dr. Trip : No. 

Mr. Jamal Mohamed: You speak of a range of S per cent, as quite ordi¬ 
nary in India. What is it generally in your country or in western 
•countries ? 
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Dr. Trip : In my country there are changes only if the Reserve Bank 
thinks it necessary to take action with regard to the international posi¬ 
tion. Take for instance the well-known stock speculation in the U. 8. A. 
Practically speaking, there is no annual range of interest in my country 
between several seasons. 

Mr. Jamal Mohamed: Don’t you think the borrowings of Government 
at high rates of interest have something to do with this. 

Dr. Trip: Certainly. 

Mr. Jamal Mohamed: The high, rates which Government are paying 
for their borrowings are detrimental to the trade and industry of the 
country. 

Dr. Trip: If a certain expenditure in the general interest of the country 
is considered by the Legislative Power the Government must find the 
money, although its borrowing may affect trade and industry. 

Mr. Jamal Mohamed : What I meant was this. If Government offers 
a very high rate of interest, money will flow into their loans; if they do 
not, it will go to meet the needs of the country. 

Dr. Trip: It- affects the position. 

Mr. Jamal Mohamed : You are for a Reserve Bank, but it need not 
necessarily be exactly as is contemplated in the Bill of 1928? 

Dr. Trip: No. There may be changes and modifications. 

Mr. Jamal Mohamed: Can the Reserve Bank do that without really 
going into the foreign exchange business? 

Dr. Trip: They have to enter the foreign exchange business. 

Mr. Jamal Mohamed: You think it must be part of their business to 
do foreign exchange business? 

Dr. Trip: Yes. They have to do it with regard to the international 
position of the rupee. 

Mr. Jamal Mohamed: You evidently mean the gold standard value 
because really we have no gold ourrency in our country. What we are 
supposed to have is Gold Standard Value. It is a fictitious one from 
my point of view. 

Dr. Trip: You mean the gold standard value. 

Mr. Jamal Mohamed: The international value of the rupee. It will 
not lead to gold currency. 

Dr. Trip: No. 

Mr. Currie : It may eventually do so. 

Mr. Jamal Mohamed: Our resources of gold have dwindled a great deal. 
Whatever may be the case in the western world, so far as India is concerned, 
from my point of view and from that of many others, we are not so 
much concerned about the gold standard value of the rupee as we are 
to keep up the productivity of the country and export trade and get 
good prices for our commodities. Your suggestion will not help us to 
get a gold currency, but you say it will maintain the gold standard 
value of the rupee. 

Dr. Trip: Yes. 



Mr. Jamal Mohamad: You speak of scheduled banks. Who is to make 
the list? 

Dr. Trip. It is in the Bill. 

Chairman: All this is a summary of the provisions of the law. 

Mr. Jamal Mohamed: Page 5, Lines underlined. It means not 
necessarily through the scheduled banks, but directly. There will be no 
harm in that. 

Dr. Trip: No. 

Mr. Jamal Mohamed: You want power giveD to the Reserve Bank if 
other banks are not behaving well. 

Dr. Trip: In order to giro the Reserve Bank the influence it ought 
to have. 

Mr. Jamal Mohamed : To control joint stock banks and to keep up the 
rate at a certain level. 


Dr. Trip : To control the rate of interest, as a sort of safeguard. 

Mr. Manu Subedar: Once a bank is scheduled, it would still be open 
to the Reserve Bank to say, ‘we won’t deal with you.’ 

Dr. Trip: It will be so under the present Bill. 

Mr. Lamond : As regards deposits it is obligatory, but not with regard 
to bank bills. 

Mr. Jamal Mahomed: You lay great emphasis on the system of ware¬ 
houses. How long have you had warehouses in Java? 

Dr. Trip: I cannot say. The warehouse system has gradually grown. 
Apart from warehouse-companies, traders and commercial banks in Java 
have warehouses, and products stored in them are made collateral for loans 
if monev is needed from the Reserve Bank. 

•I 

Mr. Jamal Mohamed: If we have similar warehouses built up and 
spread over the country, some of our troubles will disappear? 

Dr. Trip : I am quite convinced of it. If a system could be invented 
to make these w r arehouses available—it cannot be done at once—and if 
their receipts be made collateral for loans from banks and from the Reserve 
Bank, it would be of great importance to the country, and it would improve 
the situation of the money market to a large extent. 

Mr. Jamal Mohamed: It will be very helpful to rural population for 
mar keting purposes and for getting better prices. Sometimes they have 
to hold on stocks. They can put them in a warehouse and raise money 
on the warehouse receipt. 

Dr. Trip: It is a problem in itself, whether it is possible and desirable, 
from the point of view of the situation of the ryot, that he should keep 
his products for a long time. In any case it would be possible to keep 
the products for some time before they afe sold. 

Mr. Jamal Mohamed: If the system is developed, it might help. 


Dr. Trip: Yes. 

Mr. Jamal Mohamed: The Java Bank is not a bankers’ bank in the 
strict sense of the word. Why is it so? 

Dr. Trip: It does not only give credits through the medium of private 
banks. Perhaps only the Bank of England may be called a bankers bank, 
but there are many" transactions even of the Bank of England which are 
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aot done through the medium of private banks. In Java the Java Bank 
does large transactions direct with traders. 

Mr. Jamal Moliamed : On occasions the Central Bank can enter the 
market and deal direct with traders. 

Dr. Trip : Yes. 

Mr. Jamal Mohamed: You speak of -Muddati hundis. You think that 
because banks give more and more cash credits, Muddati hundis have 
been affected. 

Dr. Trip: I do not express my own opinion. I was told in Bombay 
that the system of cash credits affects the use of hundis. But I do not 
think that lias much to do with hundis. 

Mr. Jamal Mohamed : You have complained of the lack of a bill market 
in India, and if there be less of these hundis, there will be less of that 
market. 

Dr. Trip: I mentioned measures which could be taken in order to 
develop the bill-habit but, in my opinion, the cash credit system is a 
most useful system for the country as a while. 

Mr. Jamal Mohamed : You recommend that; the policy of joint stock 
banks should be so regulated as to encourage muddati hundis, not so as 
tc suppress them. 

Dr. Trip: Yes, hut we must not forget that it does not depend on banks 
alone. 

Mr. Jamal Mohamed: In the last paragraph of your note where you 
refer to Rupee bills, are you thinking of bills coming in rupee instead 
of in sterling as it is now? 

Dr. Trip: Yes, the point raised was “whether it would not be possible 
to create rupee bill”, especially with regard to imports. 

Mr. Jamal Mohamed: But you say that at present it may not be easy. 

Dr. Trip: Even for the country, as a whole, I do not think it would be 
an advantage. 

Mr. Jamal Mohamed : Other countries have their imports in their own 
currencies. 

Dr. Trip: That may be so. 

Mr. Jamal Mohamed : That is the currency of that particular country? 

Dr. Trip: There are many imports in other countries that are in 
sterling too. 

Mr. Jamal Mohamed: I know that in America they have their imports 
in sterling and in Japan in rupees, but that is only a small fraction of 
the import trade. Generally the imports are in the currencies of the 
particular country concerned. 

Dr. Trip: I do not think that it is a small fraction in many countries. 

Mr. Manu Subedar: Would you suggest that in Prance or. Holland the 
bulk of the import bills are drawn in currencies other than their own? 

Dr. Trip : No. because in Prance and Hollar.d the credit is very cheap 

Mr. Manu Subedar: Ho you suggest that it is done in Italy? 

Dr. Trip: I cannot say. 
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Mr. Jamal Mohamed: My point is that no doubt in other countries 
they hare their import bills drawn in currencies other than their own, 
but it is only a small fraction of the trade, e.g., o, 10 or 15 per cent. 
The main bulk of the trade will be in currencies of their own country. 

Dr. Trip : I think generally it is the case. 

Mr. Jamal Mohamed : When that is so, why should you think it diffi¬ 
cult to bring it about here? 

Dr. Trip : I do not say that it would be difficult to bring it about in 
the future, but, at present, conditions are such that it would be more 
expensive to finance the bills than by the way it is done now. The buyer 
and the seller look out for the cheapest way of doing business. 

Mr. Jamal Mohamed : The buyer is an Indian. The export trade is 
practically in outside currencies. When we are the buyers there is no 
trouble about it except the fact that it has established itself and it has 
become a fashion to use sterling bills. 

Dr. Trip: It is not a fashion. It is a real basis that the parties to 
the transaction try to get it in the cheapest way. 

Mr. Jamal Mohamed : Do you not think that the fact that there is prac¬ 
tically no Indian bank doing foreign exchange business and that almost all 
the banks in India doing foreign exchange business are foreign, has some¬ 
thing to do with it? 

Dr. Trip: I do not think so. If I am not mistaken, the situation in 
America, before there was any bill market there, was practically the same. 

Mr. Sarker: You say that “under normal circumstances the currency 
of that country will be preferred where the lowest rate of interest prevails.’’ 
Referring to the hundi bill, how would the rupee bill go to the country 
where the lowest rate of interest prevails, because they will be import 
bills in India? The difficulty is the non-development of the discount 
market but the hundis will go to other countries where such a rate of 
interest prevails? 

Dr. Trip: They can be discounted in the country of the sellers. 

Mr. Jamal Mohamed : The import bills will come here for acceptance. 

Dr. Trip: Take for instance the export of,sugar from Java. The 
bills with confirmed credits come in the market and are sold freely in the 
Java market; all the banks take those bills. So rupee bills could be taken, 
for instance, in England. 

Mr. Manu Subedar : Only in the case of confirmed credit. 

Dr. Trip: Or when the parties are well known to the banks. 

Mr. Manu Subedar: Do you know that in India, facilities are nofc avail¬ 
able for everybody for depositing adequate resources with the bank? It 
is the foreign exporter from Europe who gains his money by rediscount¬ 
ing and so on; the position of the importer is worse, because unless he 
finds money a few months in advance and puts it into his bank here, 
he does not get credit. 

Dr. Trip: That means clean credit? 

Mr. Manu Subedar: It may be clean credit in some cases, but in the 
majority of caseB my information is that confirmed credit means that the 
importer has to have deposits and balances with the bank here months 
rp advance. 



Dr. Trip: The question, whether the importer can get the credit he* 
wants only with the security behind it or as a clean credit, is one of the 
factors that decide what way of financing the transaction will be the 
cheapest one. 

Mr. Manu Subedar: From the point of view of the importer, on the 
other hand, if it was a rupee bill and it was not discounted in what you. 
call a cheap money market, as soon as he accepts it here, he has the 
benefit of getting it discounted with his banker, because it is a liquidating; 
document which will be all right, and after whatever period it has to 
run, say, one or two months, the position of the importer would be better,, 
as he would not have to find money months ahead for a transaction, as he' 
has to do under the confirmed credit arrangement. 

Dr. Trip : But 1 cannot see that there can be any objection to banks 
to discount bills if the parties are known to them and are of good financial 
standing. 

Chairman: If in the second case the rate of interest affects the trans¬ 
action and if the rate of interest in India is higher than the rate of interest 
when a sterling bill will be discounted, the customer may not want to 
have the rupee bill. But if the customer was willing to have the rupee 
bill irrespective of the expense to him, I take it you would have no objection, 
to the introduction of rupee bills in India? 

Dr. Trip: No. 

Mr. Manu Subedar: You are aware that in the case of import bills the 
rates at which the charges are calculated, including exchange charges for 
sending money to the bank, are very high? 

Dr. Trip: It is about 6 per cent., 

Mr. Manu Subedar: Ifc is not, therefore, a ruling rate in the foreign 
market. The Bank of Eugland rate may be 3 per cent., but the Indian, 
importer has to pay 6 per cent, including further interest on the time that 
the money will take to reach the bank and exchange charges both ways. 
It is not therefore a cheaper rate for the importer? 

Dr. Trip: No, but this arrangement is special with regard to small 
importers. 

Mr. Manu Subedar: Then why did you say that it is a matter of 
practice established on account of the existence of foreign banks? It is 
not a matter of trade convenience. 

Mr. Jamal Mohamed: There is one point here: you refer to the interest 
in other countries and in India. The English rates may be cheaper than 
the Indian or other rates, but it need not be that the rates of every other 
country would be cheaper than the English rate. 

Dr. Trip: No. 

Mr. Jamal Mohamed : Then there should be no impediment in having 
rupee bills in these particular cases? 

Dr. Trip : There is no objection if the parties agree to pay the higher 
rates. * 

Mr. Jamal Mohamed: But the transaction takes place in a foreign 
country where there are no Indian banks? 
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i)r. Trip : Do you really think that foreign banks can decide that <* 
I have found here that there is a keen competition among the foreign 
exchange banks. 

Mr. Jamal Mohamcd : Suppose an article has to come from Germany; 
the negotiations will be carried on through some German bank or some 
English bank which has a branch in Germany; they are not very keen 
about rupee bills. They might prefer a bill in marks or sterling. Does 
the fact that there are no Indian banks doing that business now help 
the present position? 

Dr. Trip : I cannot see any reason for a foreign exchange bank, that 
is not an Indian bank, to prefer sterling to rupee. They transact their 
business in all kinds of currency. It depends not on the free will of the 
banks to prefer a. certain currency, but on the sellers and purchasers who 
are the parties to the transaction. 

Mr. Jamal Mohamcd : In one of your papers you said that India has 
extended its trade hi many foreign countries and that the result has been 
that many foreign banks have come into the country. 

Dr. Trip: Yes. 

Mr. Jamal Mohamcd : When these foreign banks find some little trade 
passing between their country and this country, they think they have 
the right to establish branches here; why should not India have its own 
banks when it has so much to do with foreign business ? The fact that ft 
so happens that we hare no Indian banks doing foreign exchange business 
has turned this business into certain channels, but as you said, it is not 
very easy to start it now. 

Dr. Trip : It is always difficult to start a new business. 

Mr. Jamal Mohamed: In reply to Mr. Lamond you said yesterday that 
in other countries Government interfere less with bank rates and things 
like that. Do you not think that when the Reserve bank comes into 
existence, it would be able to do the same thing as other banks now do, 
viz., tiding over the busy season, expansion of credit, etc., much better 
than is being done by the Imperial Bank? 

Dr. Trip: Yes. 

Mr. Jamal Mohamed: So trade aDd agriculture would be much better 
fed and the cost would not be an ill-spent one? 

Dr. Trip : No. 

Mr. Jamal Mohamed: This morning, in replv to Mr. Rushforth, you 
said that the cash reserves in India are too small. 

Dr. Trip : I had the impression that it was the case. 

Mr. Jamal Mohamed: Would you just make the point a bit clear? In 
what respects are they small? 

Dr. Trip : In an agricultural country, and a country which in its inter¬ 
national position is a debtor country, the Reserve Bank ought to have 
strong reserves. In the Interim Report of the Gold Delegation in Geneva, 
you will find that, fearing that the future gold production will not be 
sufficient to cover all needs, they made the suggestion that it should be 
possible to reduce the minimum legal cover ratios between gold and gold 
securities on the one side, and th* liabilities of the Reserve Bank on the 
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other side. They stated however that agricultural countries and debtor 
countries would want a higher ratio than countries with a more varied 
economy or a strong credit position. 

Mr. Jamal Moluimed: You do not mean silver resources, but only gold 
resources? 

Dr. Trip: I mean credit and currency resources. 

Mr. Jamal Mohamed : So your point is that a country which is agri¬ 
cultural must have cash resources on a larger scale than other countries? 

Dr. Trip: I think so. 

Mr. Jamal Mohamed: You are in favour of one Central bank with 
branches in the provinces? 

Dr. Trip: Yes. I do not doubt that if once the Reserve Bank is 
started, there will gradually grow a number cf branches all over the 
country. 

Mr. Jamal Mohamed: Is that the experience in other countries? 

Dr. Trip: Yes. I think the German Reichs Bank have about 450 
branches all over the country; the Bank of France have, if I am not 
mistaken about 600 branches. 

Mr. Jamal Mohamed: You are not against ibo gradual spreading over 
of the Keserve Banks throughout the country? 

Dr. Trip: No, I am not. 

Mr. Jamal Mohamed: As a matter of information, would you tell me 
if the lteserve Banks in the western countries ar; State Banks or Share¬ 
holders’ Banks? 

Dr. Trip: Shareholders’ Banks. 

Mr. Jamal Mohamed : All of them? 

Dr. Trip: Yes, I cannot remember any State Bank. 

Mr. Jamal Mohamed: But for India which do you think you would 
prefer, a State Bank or a Shareholders’ Bank? 

Dr. Trip: A Shareholders’ Bank. 

Mr. Jamal Mohamed: In view of the fact tint our people are not so 
well educated or so highly developed as in other countries and that they are 
still not in a position to take care of themselves, do you not think a State 
Bank would be preferable for India? 

Dr. Trip: I do not think so. I think it is much preferable for the 
country to have a Shareholders’ Bank. 

Mr. Ram das Tantulu: Mr. Jamal Mohammad was drawing your 
attention to the fact that the Imperial Bank was really competing with 
the other commercial banks because it has got a .arge amount of Govern¬ 
ment balances under its control and, therefore, is able to quote better than 
commercial banks. Do you think that such a complaint is genuine? 

Dr. Trip: I must say that there are certain grounds for the complaint, 
although the Imperial Bank is under the obligation to perform several 
duties against these balances. 

Yol. iv. 3 * 
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Mr. Ramdas Pantulu: If that is so, you would fake great care to see 
that the Reserve Bank, when it takes over the Government balances, will 
not be allowed to do business in such a way as to compete with the joint 
stock banks in the country? 

Dr. Trip: They would not compete iu the ordinary way in order to 
make profits. They would, however, have to compete in cases where they 
have to make their influence felt in the country. 

Mr. Ramdas Pantulu: How would you then ensure, without a statutory 
provision, that, the Reserve Bank will not as a matter of fact compete with 
the commercial banks? 

Dr. Trip: By appointing a management of the Reserve Bank that 
thoroughly understands the position of a Reserve Bank, its tasks and the 
limitations that are to be observed in order to be a good and strong 
institution . They will moreover be compelled to observe these limitations 
since they ate obliged to safeguard the position of the currency. 

Mr. Ramdas Pantulu: So your view ultimately is that the beneficent 
effects of the Reserve Bank would depend on the good management? 

Dr. Trip: That is so. 

Mr. Ramdas Pantulu: So we have to ensure that the Directorate of the 
Reserve Bank would function in the interests of the nation as a whole. 

Dr. Trip: Absolutely. A Reserve Bank is an institution which has to 
serve in the first place the interests of the country as a whole. 

Mr. Ramdas Pantulu: Much depends on the national outlook of the 
Directorate of the Reserve Bank. 

Dr. Trip: I do not know what you mean by national outlook. I would 
■say in the interests of the country as a whole. 

Mr. Ramdas Pantulu: How would you secure such a Directorate? 
Would you give us your views on how the Reserve Banks in other countries 
function ? 

Dr. Trip: I think in most countries they have the power to do foreign 
exchange business, as is very largely done in my country, and perform 
open market transactions, for instance, the buying and selling of Treasury 
bills as is done in England. 

Mr. Ramdas Pantulu: In those countries there is no competition 
between commercial banks and the Reserve Bank? 

Dr. Trip: Not generally, but of course the Reserve Banks of all 
countries do business which could be done by commercial banks. They, 
however, ought not to compete iu order to make large profits but only as far 
as is necessary to enforce their policy in the interests of the country. 

Mr. Ramdas Pantulu : There is a large volume of opinion in this country 
which believes, that the Reserve Bank, when it comes into being, might do 
much worse than the Imperial Bank does at present in the matter of com* 
peting with commercial banks with Government balances in their hands. 

Chairman: That is an assumption. 

Dr. Trip: I cannot say who will be in charge of the Reserve Bank 
and its management. 

Mr. Ramdas Pantulu: This leads me to the question of the composi¬ 
tion of the Reserve Bank. Do you think that a Directorate which can be 
expected to act in the interests of the country can be secured by making 
the Reserve Bank a State Bank or a Shareholders’ Bank? 
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Dr. Trip : A Reserve Bank, from a theoretical point of view, can be run 
•on sound lines in both ways. As I have already said in practice, I prefer 
a private institution because I am very much afraid of Government inter¬ 
ference. That is the feeling practically in all countries. 

Mr. Ramdas Pantulu : Those who objected to a shareholder's’ bank were 
largely influenced by the fear that, in this country, European interests will 
predominate because of the various Exchange Banks which can become 
members and because Indians do not generally take interest in the proper 
working of the bank by being shareholders, i.e., by not caring to attend 
shareholders’ meetings and so on. We have an example in Madras. The 
Electrical Tramway Company was originally financed by Indians, but now 
they are almost exclusively owned by Europeans by the latter buying up 
mil shares from Indians. 

Dr. Trip : Generally speaking, I must say, finite apart from the provi¬ 
sions in the charters of the Deserve Bank, that if there is a good manage¬ 
ment, it will have a great influence, on the shareholders. Moreover, in 
my country the powers of the shareholders are very limited. Apart from 
the appointment of directors, they can merely attend the general meetings, 
hear the Governor's report and see the balance sheet and the profit and 
loss account, without having any substantial influence on the manage¬ 
ment. 

Mr. Ramdas Pantulu : A few of the Directors would ordinarily be nomi¬ 
nated by Government but the other Directors will be from the ordinary 
shareholders. That being the case, there is just a possibility of a pre¬ 
ponderance of vested interests getting in. 

Dr. Trip : I do not think that will be the c ase. Take the case of the 
Governor of the Bank of England. He occupies a supreme position and 
if the Directors would compel him to adopt a particular line of policy, to 
which he is opposed, then certainly he would resign. Conditions may vary 
in different countries, but if proper men are not available you cannot run 
a Reserve Bank on safe lines. You must get the right sort of men. 

Mr. Ramdas Pantulu : In order to avoid making it a shareholders’ bank, 
supposing we say that shares should not be transferred to people who are 
not domiciled in India or are not subjects of this country, then do you think 
that will have a good effect ? 

Chairman: I think there was some such provision in the old Beserve 
Bank Bill. 

Mr. Ramdas Pantulu : I know, but I wanted to have the opinion of Dr. 
Trip. Supposing it is decided to have a State Bank; then how would you 
recommend the composition of the Directors ? What is your experience of 
the working of State Banks in other countries? 

Dr. Trip : I cannot think of examples of State Banks at the moment. 

Mr. Ramdas Pantulu • What is the position in Australia? 

Dr. Trip: They have now converted the Commonwealth Bank into a 
Reserve Bank, but I do not know the provisions that govern its working. 

Mr. Mann S> ihedar: In your bank in Holland, is there any provision 
which ensures that the Governors and Deputy Governors shall be Nationals 
of Holland? 
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Dr. Trip: Yea, absolutely. 

Mr. Manu Subedar : Would you not advocate such a provision in the 
Indian Reserve Bank when it comes into being? 

Dr. Trip : With regard to the facts that the Reserve Bank will have a 
difficult task to perform in this country and that no experience is available, 

I would try to get the very best men to manage the Bank whether from 
this country or from abroad. If the right type of men could not be found 
in this country, they they should be brought from abroad. Really first class 
men with vast experience and knowledge must be had. 

Mr. Manu Subedar: Would you suggest any earliest opportunity 
thereafter, when such a provision of having Nationals alone being put in 
charge could be brought about? 

Dr. Trip : I cannot say. 

Chairman: If it is possible to secure a National of the required 
standard then you would give him preference to a foreigner? 

Dr. Trip : That is so. 

Mr. Ramdas Pantulu : on the whole, you advocate the creation of a 
shareholder's ’ Bank ? 

Dr. Trip : Yes. 

Mr. Ramdas Pantulu. Do you not think that there are any special condi¬ 
tions in this country which will make a State Bank much more useful and 
suitable to India than a shareholders' Batik? 

Dr. Trip : I should say no. I think a private bank with a strong man 
at the head is the best institution for India. 

Mr. Ramdas Pantulu.: We are now contemplating the establishment of 
a Reserve Bank. But owing to the constitutional changes that might come 
in, when Indians will have a larger shave in the Government of the country 
and when the Legislature controls the executive, it might possibly be 
considered that a State Bank would be more suitable than a private share¬ 
holders’ bank. Of course, if the present state of Government continues 
I would not advocate a State Bank, but when the Government becomes 
a National one, I do not see why we should not prefer a State Bank. 

Chairman: I think when the Government becomes a National one, 
even if the Reserve Bank becomes a shareholders’ bank, sufficient control 
and guidance would be exercised by the Government by its influence over 
that institution, as is not unusually done in other countries, so long as 
that influence is properly exercised in the proper interests of the country. 

Mr. Ramdas Pantulu : T would have accepted that but for the talk of 
the vested interests in this country being safeguarded. 

Dr. Trip : All tbat. the Government have to do, with regard to the 
Reserve Bank, is to see that the best men tbat are available are put in 
charge of the policy of the Reserve Bank and after they have done that, 
they should leave the Reserve Bank to adopt and follow its own policy. 

Mr. Ramdas Pantulu : Now with regard to the development of the bill 
market, the position is that in this country the discount rate of hills is higher 
than the Bank rate. In my opinion these high rates discourage the creation 
of a Bill Market. I understand that in other countries the discount rate 



469 


is generally below the Bank rate while the cash credit rate is above the 
Bank rate. So do you not think that if the bill market is to be developed 
the discount rate should be brought down? 

Dr. Trip: I am of npiuoii that the rate at \v icti bids can be discounted 
depends partly on the quality of the bill. 3 think that if the rates are 
comparatively high tor discounting bills then the position and standing 
of the parties who are the signatories to the bill ore not fully or sufficiently 
known to the banks or are loss satisfactory. Such a state of affairs can be 
improvod only if the banks come lo know moie about the standing and 
status of the parties concerned in the bill. 

Mr. Ranidas Pan tala: Therefore, tlie prospect of improving the bill 
market in this country w 11 depend upon the attitude the banks take and 
the quality- of the signal cries on the bill. 

Dr. Trip: I do not think that it is within the power of the banks alone. 

I am, however, of opinion that the creation of a- Reserve Bank would 
encourage the bill habit in the country. Whetoer that will succeed will 
depend on the quality of the bills. 

Mr. R(Hildas Pnntulu: Are you satisfied that he high discount rates are 
due to the interior quality of the bills available o.' do you think it is due to 
the attitude taken by banks? 

Dr. Trip: JIv impression is that the banks, o a certain extent, prefer 
to have real security behind their credits and must say I quite agree 
with them under present conditions. 1 think that the security of the 
bills in this country is not great enough to raak? banks rely only on b'lla 
tG a large extent and therefore the Reserve Bank too will have to work, 
during the first few years, partly on the basis of having collateral security. 

Mr. Ranidas Pauluiit: You have suggested tint one of the ways to help 
the creation of a Bill market in this country is t le establishment of ware¬ 
houses all over the country, ii is a sound ad’ice, but I would like to 
know some particulars ol your scheme. ou •ofer to a single private 
company. Is it- a practicable scheme? 

Dr. Trip: I discussed that point with Lain Warikishan Lai and told 
him that I have no objection to provincial corporations. My principal 
point is that the corporations should have such a sound financial standing 
as to inspire the banks with confidence and to enable the latter to accept 
the warehouse-receipts without hesitation. 

Mr. Ram das Pantidu: Do you think that Government should license 
these warehouses in order to create more confideme in banks? 

Dr. Trip: I do not attach much value to licensing and I think this is 
a subject which should, in the first instance, be left to private enterprise. 
Moreover, bonks cannot be compelled to accept warehouse receipts only 
because tlio issuing corporations have a Government licence. 

Mr. Ramdas Pantuhi: Let me tell you that our fear is that unless some 
system of authoritative licensing is introduced, British banks will discrimi¬ 
nate between Indian owned warehouses and non-Indian owned warehouses. 
With the stamp of licence it will be more difficult to discriminate. 

Dr. Trip: Of course it is a task for the Reserve Bank to consider the 
position of the warehouse companies. 
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Mr. Ramdas Pantulu: That is. true, but with regard to the banks,, 
they cannot be compelled to accept these bills. If they reject some, then- 
people have no grievance to make because they say the bank is not satis¬ 
fied. 

Dr. Trip/. I must say here again, that the system of licensing would> 
result in a great responsibility for the Government. They would have to 
control these warehouses and would have to enter a field which is not a 
field of the Government in my opinion. I would much prefer to leave that 
to the Bankers’ Association and the Reserve Bank. 

Mr. Ramdas Pantulu: I am afraid if you leave it at that, many 
people who would spend their money in the warehouses may be ruined. 
Generally, they will have to go only to particular warehouses and these 
warehouses can always put up their rates. I visualize many’ dangers if 
it is left to private enterprise and is not licensed by some responsible 
authority. 

Dr. Trip: Of course, it is a personal opinion, but I am not accustomed 
to look at things always under a fear of discrimination. I prefer to look 
at the good business line, not at the possibilities of discrimination. I 
always think if you have real good institutions, the discrimination will 
not be so strong as you seem to think. 

Mr. Ramdas Pantulu: Therefore, you say we have made a proposal 
which may seem somewhat strange. I quite agree because abnormal con¬ 
ditions exist here which do not exist in your country. 

Dr. Trip : Even starting from that point, as I told you, I think the first 
thing, that in my opinion ought to be the aim, is to start a good and strong' 
Reserve Bank in the country, li' you have that and you have really good 
men in charge of it, I am absolutely convinced that the decision of that 
Reserve Bank with regard to the warehouses would be accepted by the whole 
banking community of the country. 

Mr. Ramdas Pantulu: We are contemplating these warehouses even 
apart from the Reserve Bank because we think that the facilities for the 
discounting of these bills will be increased, e.g., with regard to jute, and 
we have also put forward proposals with regard to commercial banks. There¬ 
fore it is not merely a question of Reserve Bank alone. Therefore the 
warehouse receipts will be partieualrly useful under existing banks; so I 
am asking your experience in Java with regard to the way in which ware¬ 
houses are managed there. 

Dr. Trip: Well, they are managed partly by private companies, partly 
by the banks themselves and partly they are owned by traders. Also in 
this respect we follow the open door policy and among the private com¬ 
panies one is owned by Japanese interests. The Java Bank considers 
the position of these warehouse companies and if it is satisfied, the com¬ 
pany is placed on the list of the Java Bank. The receipts of thes©' 
approved companies are accepted by all the private banks too. Don’t you 
think that the banks, even in i country where there is such great fear 
of discrimination, want to do as much business as is possible on a safe 
basis? I cannot really see that in this country there can be such discrimi¬ 
nation that if the banks se elhat a warehouse company is run on sound lines 
and gives the security they want., they would not take the bills of thak 
warehouse company, because they want to discriminate. 
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Mr. Ramdas Pantulu : Your question is certainly reasonable. To you, 
coming from a self-governing country, it would appear strange that Indian 
concerns should" suffer by foreign discrimination against them. But things 
are strange in this country. Take the financing of jute. The Bengal 
Provincial Banking Enquiry Committee say that not a single Indian broker 
is allowed to approach or deal with the jute manufacturers. 

Dr. Trip : I read the report but I could not understand it. 

Mr. Ramdas Pantulu : The entire sale of the jute mills is sold absolute¬ 
ly cent per cent to European brokers and no Indian broker is allowed to 
approach them. The position of these concerns is so strong that they 
can certainly compel people to go to certain warehouses. 

Mr. Lamond: I thought there was an Indian Jute Brokers’ Association? 

Mr. Mann Subedar: Wo shall ascertain that from Mr. lvhaitan. I know 
one or two individuals who are doing jute brokerage. They say they secure 
a concession and then they have to put that transaction through a 
European broker who gets half the amount without doing one stroke of 
work. 

Mr. Ramdas Pantulu : You ask me whether the Indian Jute Mills do 
not deal with Indian brokers? There are only about 3 Indian mills out 
of 40 or 50. But if the non-Indian mills exclude the Indian brokers my. 
point about discrimination is considerably strengthened and the danger 
I have pointed out about discrimination against Indian owned warehouses 
becomes more real. Therefore, 1 am asking you whether in the matter of 
establishing these warehouses it would not be risky to leave it merely to jjhe. 
banks to lay down standards instead of appointing a licensing agenoy, 
which will give them a procedure, which will entitle them to go to the 
banks and say—“we are u licensed warehouse, therefore our receipts should 
be accepted.’’ Of course we won’t compel the banks, but, nevertheless, 
that rvould be a guarantee, and discrimination would become less real. 

Dr. Trip: In iny opinion you must always leave the decision with the 
banks and if the banks are in favour of discrimination, you can never 
compel them to take the receipts even of licensed warehouses. The only; 
thing you can do, if such discrimination as you think does really exist, is 
to try to come to a better understanding. 

Mr. Ramdas Pantulu : With regard to the warehouses in Java, is there 
any standard for the charges? 

Dr. Trip : It is left to competition. 

Mr. Ramdas Pantulu: How far do Co-operative Banks in your country, 
and elsewhere depend upon the money market!' Do they alter from time 
to time their lending rates to societies and members with the official Bank 
rate. 

Dr. Trip : Only with regard to their short term credits. They are certain¬ 
ly, as far as iny country is concerned, influenced by the situation of the. 
money market. 

Dr. Friederich : In iny couutry when the official rate of our Beserve 
Bank changes, then our bank changes the rate of interest and of course 
the central banks have to change too. The margin is always the same. 

Choudhri Mukhtar Singh: Are there any warehouses for any other pro* 
duce, besides sugar, in Java? 
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Dr. Trip: Yes, for various products of the population and the planta¬ 
tion companies; in Java the trade is mostly in the hands of European firms 
and Chinamen, and many Chinamen have their own warehouses. They 
gather the products from the population and put them in their own ware¬ 
houses. 

Choudhri Mukhtar Singh : Are there better warehouses for wheat and 
rice that are sold at a very cheap rate ? 

Dr. Trip: Yes, except that no wheat is grown. 

Choudhri Mukhtar Singh : Can you give us some idea as to what would 
be the percentage of charges for insurance on, saj% rice? 

Dr. Trip : I could not give you a percentage at the moment, but in 
any case those charges are not so high that they restrict business. 

Choudhri Mukhtar Singh : It has been suggested that here the rent 
charges are very high so the things do not pay. All these warehouses you 
say are run by private concerns, so it must be a paying job? 

Dr. Trip : Yes. Not so very profitable, but it is a paying job. 

Choudhri Mukhtar Singh : In that case either their charges must be very 
high or the amount of produce must be very large, or the turnover must be 
very large. I want to understand how it is that- those warehouses are a 
paying job—simply an approximate idea. 

Dr. Trip : Of course they make it a paying concern by the profits they 
make on the charges that they levy on the products that come into the 
warehouses. Although these charges are nol high, generally speaking, they 
make a reasonable profit. They pay, let ns say, a dividend of 6 per cent, 
or so. 

Choudhri Mukhtar Singh : What would he the cost of a warehouse in 

Java? 

Dr. Trip : I cannot say. It would depend on the size. 

Choudhri Mukhtar Singh : It will always depend on the size. Money 
■was given to the Co-operative Banks but they could not utilise it. 

Dr. Trip: I cannot really understand that in this country, where there 
is such a huge amount of products, warehouses which are properly run 
would not be paying concerns. 

Choudhri Mukhtar Singh : You consider that it is a business proposition 
for India also? 

Dr. Trip: Oh yes, absolutely. 

Choudhri Mukhtar Singh : But is there an official authority for this work 
of grading in the warehouses ? 

Dr. Trip : No, grading is practically doiv by the Agents of the banks 
themselves. 

Choudhri Mukhtar Singh: How is it done: there may be a certain 
standard and certain authorities. 

Dr. Trip: I never heard that tin re was any trouble on the question of 
grading. We have not the same products ihat come in here. I do not 
know whether the grading of jute or wheat would make a great difficulty. 
We have large quantities of sugar, rice and other agricultural products. 
So far as the banks are concerned, it is done very easily by the Agents 
who have their standards. 
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Choudhri Mukhtar Singh: Unless there be some uniform standard, will 
it nofc create a confusion in the market? 

Dr. Trip: I cannot say. Of course it makes a difference whether you 
are buying for trade purposes or whether you are lending money on the 
products as securities. The banks always take a considerable margin. 

Choudhri Mukhtar Singh: In that case do you not consider that it 
would be a better policy to have a uniform stand? rd? 

Dr. Trip : It may be useful, but it is not necessary for the business 
of the banks. 

Choudhri Mukhtar Singh: For marketing purposes, I think, it would 
be a verv great help, especially for those products which are exported to 
other countries. 

Dr. Trip: But that is more a trade business than a bauking business. 

Choudhri Mukhtar Singh: I am simply asking whether it would not be 
very much better if the grading is done by the State? 

Chairman: That is a question I shall put to Mr. McDougall. Dr. Trip 
can deal with the question only from the banking point of view. 

Choudhri Mukhtar Singh: Is there any licensing? 

Dr. Trip: No. 

Choudhri Mukhtar Singh: I do not consider that- there is any need for 
going into the details of the Reserve Bank Bill wish you, but, at any rate, 
I feel that in the constitution of the Reserve Bank the representation given 
to agriculture in Section 9 is only 1 out of 22. Do you really consider 
that is quite enough? 

Dr. Hyder: Is it given to agriculture or something else? 

Choudhri Mukhtar Singh: Then it means there is no representative for 
agriculture? There are two Directors on behalf of the European Chamber 
of Commerce, two directors of the Indian Chamber of Commerce and four 
Directors representing the interest of commerce. The Bill was actually 
discussed in the Assembly and the Government agreed to put two and one 
but the conclusion was not reached. They agreed to make it to Co-operative 
banks. 

Dr. Hyder. It is for the Co-operative banks, and not for agriculture. 

Mr. Lomond: The difficulty is to find someone. 

Dr. Hyd- r: That is quite a different matter. That one Director repre¬ 
sents the Co-operative Banks; he does not represent agriculture. 

Choudhri Mukhtar Singh: It clearly says representing the interest of 
agriculture. 

Dr. Hyder: Tt is a case of legislation stating ;ust the opposite. They 
may be interested in the financial side of agriculture. 

Choudhri Mukhtar Singh-: They should not lwe been there. 

Chairman: To my mind this is precisely the sort of thing which will 
have to be settled by the legislature. It is obviously unfair to ask particular 
questions. 

Choudhri Mukhtar Singh: My point is simply this. From his point 
•of view does he consider that there is theoretically any necessity for any 
agricultural representative on this Reserve Bank? 
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Chairman: That is another matter. If you wanted to Know whether' 
it was at all necessary that on the Directorate of this bank different in¬ 
terests should be represented then the question can be put to him. 

Choudhri Mukhtar Singh : Do you consider it necessary for a country 
like this, that there should be some representative of agriculture on the 
Reserve Bank? 

Dr. Trip: I think it useful to have agriculture represented although, in 
my opinion, the Reserve Bank cannot be of much direct help to agricul¬ 
ture in the first few years. 

Mr. Devadhar: What representation is there on the Reserve Bank of 
your country. 

Dr. Trip: There is no special representation for agriculture although 
there are several members of the central and local advisory boards who 
are conversant with agriculture. They can give information to the manage¬ 
ment but they have no vote. 

Choudhri Mukhtar Singh: Page 3, portion underlined. Is it done any¬ 
where in your country. 

Dr. Trip: Yes, in the Dutch East Indies. The Netherlands Bank is also 
allowed to do it although this part of their business is not of great im¬ 
portance. 

Mr. Devadhar: There must be big and small warehouses. How are the 
small warehouses managed in primary markets? 

Dr. Trip: In the Dutch East Indies, in the smaller placeB, they are 
practically owned by the traders themselves who are generally Chinamen. 
These Chinamen have the products in their godowns and when they want 
credit on the products, they transfer the godown to the bank. 

Mr. Devadhar: Is there any difference between a godown and a ware¬ 
house. 

(Some Member: They are the same.) 

Mr. Devadhar: Have you come across any small godown or warehouse 
maintained by any co-operative institution? 

Dr. Trip: We have no co-operative societies in the Dutch East Indies as 
you have here. Warehouses are owned by traders, banks, and private ware* 
house companies. 

Mr. Devadhar: Would you be in favour of such small warehouses being 
owned and controlled by co-operative institutions in primary markets? 

Dr. Trip: I am in favour of it. 

Mr. Devadhar: They will not give any finance. Somebody will have to 
finance. 

Dr, Trip: From the banking point of view I would be in favour of it. 

Choudhri Mukhtar Singh: Will the cultivators put their produce in 
these warehouses or will only merchants do it? 

Dr. Trip: In the first instance the traders will do it. Not the cultiva¬ 
tors. I do not think the position of the cultivators will allow them to do 
it at the present stage. 

Mr. Ramdas Pantulu: They can, if they have resources. There is no 
prohibition. 

Dr. Trip: No. 
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Chairman: Generally speaking it is the trader that buys the produce- 
from the agriculturist and puts it into the warehouse. 

Dr. Trip : Yes. 

Chairman: In India, the man who has stock approaches the bank, hands 
over the stock to the bank and gets money. 

Mr. Ramdaa Pantulu: There is no prohibition against any producer 
putting his goods in the warehouse. 

Chairman: Generally it is the trader that does it. 

Dr. Hyder: Money market involves two parties: buyers, sellers, or 
lenders and borrowers. Money is bought and sold in the money market. 
Buyers are borrowers and lenders are sellers. I want to compare the posi¬ 
tion of the money market in Tndia and in England. Who are ail the buyers? 
One party is Government. It gives treasury balls end takes money. Banks 
are another; they could be buyers. The third party, is the trader. Co-opera¬ 
tors can enter as buyers and sellers. I mean not ihe co-operative societies, 
but the banks at the top. These are all borrowers. Who are the lenders? 

Dr. Trip: Bankers. 

Dr. Hyder: Any other people. 

Dr. Trip: All the people who have at their disposal large sums of money 
and want to invest them profitably for a short time, such as insurance 
companies, shipping companies. 

Dr. Hyder: I have in my mind chiefly the London money market. 

Dr. Trip: Bill brokers, discount companies, and merchant bankers 
borrow in the London money market. Banks can operate both as borrowers 
and lenders 

Mr. Cat sels: Stockbrokers are big borrowers at times. 

Dr. Hyder: Will you grant that the chief function of the money market 
is really to enable banks to function properly. If a bank has surplus cash, 
it will lend freely to bill brokers. If its cash position is not good, it calls- 
back its advances and does not discount any more. From the point of view 
of liquidity and of making the best ust of bank’s resources, the money 
market has got a very important function to fulfil. You remark that the 
money market here is defective. Please turn to tbe table on page 18 of the 
office memorandum on the money market. Bank rate may mean any¬ 
thing. Call rate, heaven knows what it is. Hundi rate' is bazaar bill rate. 
If you go over the figures you find that there is a difference between Cal¬ 
cutta and Bombay bazaar rates. If you found that there) was such a posi¬ 
tion in your country, what practical measures would you suggest in order 
to remove this disparity in rates between two places. 

Dr. Trip: I would try to establish a better connection between the two 
markets. 

Dr. Hyder: Please put it in a concrete form. 

Dr. Trip : I have an impression that the bazaar rate is based especially 

ob small bills. 

Dr. Hyder: Small traders, small bills, men of doubtful abilities, you 
find them in both the places. The noticeable character is that there i* 
disparity in rates, never mind the parties to the bill. How will you 
overcome it? 
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Dr. Trip: By trying to make the bills discounted now in the bazaar 
acceptable to - the operators in the central money market, so that they can 
be discounted in the central money market. 

Dr. Hyder: We have two or more money markets. How can they 
become one? 

Dr. Trip: If you can, as I hope you will, improve the position of the 
indigonous bankers and give them admittance to - the central money 
market more than is the case at present, and even to the Reserve Bank, 
the disparity would be less. 

Dr. Hyder: You look at all the figures. The Imperial Bank hundi rates 
are lower than bazaar bill rates, and they also vary. The bazaar bill rates 
are also, obviously, hundi rates. You suggest that the gentlemen opera¬ 
ting in the buzaar ought to make themselves better known to the gentle¬ 
men of the Imperial Bank. 

Dr. Trip : Yes 

Mr. Lamond: This bazaar hundi rate is very often the rate charged for 
bills subsequently discounted by us. 

Dr. Trip: Mr. Cassels made a remark that the Imperial Bank rate is 
always the same as their hundi rate. 

Chairman: Not always. If you start from the beginning of this table, 
in 1925-26, 1926-27, you fiud there are differences. But when you come 
to later years, I agree, there are no differences. I think Mr. MacDonald in 
his evidence before us said that the tendency was to make the two the same. 

Mr. Lamond: Yes. 

Dr. Hyder: I have read that in the Euglish money market, a bill broker 
operating in the discount market can, if refused accommodation by banks, 
get in the Bank of England an unfailing source of assistance, at a stiffer 
price, of course, but without limit. Is that a fact? 

Mr. Currie: Yes. 

Dr. Hyder That is, the Central Bank is the last father and mother of 
the bill brokers. If you have a Reserve Bank which puts a limit on bills* 
obviously the broker, if he gets hard up. cannot expect unfailing accom¬ 
modation from it. There will be no utility therefore if legislative provi¬ 
sions are drawn up that so much shall he given to agriculture, so much 
to industry, and so on. It is much better, in order that the money 
market may be truly organised, that there should be no limit laid, pro¬ 
vided these people brought the same commodity, and obeyed all the condi¬ 
tions imposed by the central institution. 

Dr. Trip: Yes 

Dr. Hyder: In ull the money markets of the world, what might be 
called bazaar rates of discount are always lower than the rate of discount 
granted by the central institution. Is that a fact? 

Mr. Currie: It is so in England. 

Dr. Hyder: The Imperial Bank rate and the Imperial Bank hundi rate 
are always less than the other rates. Any man who reads these figures 
must come to the conclusion that the economic interests of the country 
must suffer. What is the reason for the high rates in the bazaar and the 
low rates in the central money market. 
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Dr. Trip: As I see it, in the central money market, they deal with better 
bills of larger amounts, and in the bazaar with small bills. In my opinion 
the Imperial Bank starts from its rate on loans against securities, and then, 
adapts the hundi rate to that of loans against securtiy. 

Dr. Hyder: So there are two commodities, not one. Small bills con¬ 
stitute one sort of commodity at a higher price, and the big central bazaar 
bills constitute another at a much cheaper price. That is the position. 

Dr. Trip: That is, in some respects, the position in other countries too. 
You have in England the fine bank bill rate and other rates which are 
higher. 

Mr. Currie : The size of the bill has nothing lo do with the price. It 
is the standing of the party that counts. 

Dr. Hyder: It seems to me, if we were to reproduce, conditions as they 
exist in England, it would be a good thing if our indigenous banker took a 
position in the money market which the London accepting house or mer¬ 
chant banker occupies. Some may be bill brokers. Some, who are small, 
may organise themselves into discount companies. 

Mr. Currie: There are bill brokers in this country. 

Dr. Hyder: Some may operate on their own account. You think it 
will be a good solution, if the race of' indigenous bankers should not go 
out of existence, that they should be organised on the lines I have indL 
oafced, namely, merchant hankers, discount houses and bill brokers. 

Dr. Trip: If it could be done, that would be very good. 

Dr. Hyder: How to make these small bills first class bills so that the 
wide variations in rates may disappear. Put the name of Girdhari Lai, 
a first class merchant banker, on a bill payable three months hence; no 
banker should show any hesitation in accepting such a bill. He should 
treat it as a first class bill and charge the bank r ate of discount. 

Dr. Trip: Yes. 

Dr. Hyder: Can you make any suggestions for bringing the central 
money market and bazaar standards on the same plane? 

Dr. Trip: If there was full knowledge of the financial standing and 
position of the signatories to the bill and if the Reserve Bank would give 
inducement to use good trade bills in preference to other ways of borrow¬ 
ing money from the Reserve Bank, then I think everything that could 
be done would be done. 

Dr. Hyder: I understand that, in Calcutta, some operate in the Burra 
Bazaar and some m Clive Street. There is this physical separation. If 
this could be lessened through telephone or by any other means it will 
be a better thing. 

Chairman : So far as T know, the contact is very close. 

Dr. Hyder: The rates do not show the contact 

Chairman: That is another matter. That is money making. 

Dr. Hyder: Do we come to this conclusion that the gentlemen operat¬ 
ing in the Burra Bazaar market operate with the'r own resources, charge 
their customers 9 and 10 nor cent, in order to make money, and go t$ the 
bank when they gel hard up. 

Mr. Lamond: That is the position. 
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Dr. Hyder: Money-making is a universal tendency. Why does it not 
happen in your country? Bill brokers, if they could, would like to make 
more money. But the fact is that there is only one price and there is no 
such rate as 10 per cent. 

Chairman: One reason is probably the absence of the indigenous 
banker. 

Dr. Hyder : In place of the indigenous banker, you have the merchant 
banker in England. 

Chairman: He may be a specialised banker, but so far as I know, his 
methods differ fundamentally, from the indigenous banker. 

Dr. Trip : I think the only way by which it could be done is bv bring¬ 
ing more money to the market; it is a question of supply and demand, 
and until more money goes into the hundi market, the rate will not 
come down. If the parties that now operate there have to pay a higher 
rate in the hundi bill market, they would liav6 a possibility of going to 
•other markets where the price is low. If you open the door to the com¬ 
mercial banks and the Reserve Bank, the rate would tend to decline. 

Dr. Hyder: The only question is how to attain the object. 

Dr. Trip: 1 have not the key to open the door; I thought the key 
could be the indigenous banker. 

Dr. Hyder: In the money market of your country I take it that the 
Stock Exchange plays a very great part and al 60 the foreign exchange 
market? 

Dr. Trip: Yes. 

Dr Hyder: There parties are brought together, here the parties are 
always distant. Have you found any connection between our money 
market and the operators of the Stock Exchange? 

Dr. Trip: No. 

Dr. Hyder: In other countries there is this connection ? 

Dr. Trip: Yes. 

Dr. Hyder: Take, for instance, your fortnightly rates, they either take 
the cash away or bring money and that is how the same level is main¬ 
tained, aud people are charged, more or less, about the same price. Here 
we have a multiplicity of people, multiplicity of markets and multiplicity 
of rates, with the result that trade and commerce and economic interests 
generally suffer. 

Dr. Trip: Do you not think that the general factors, at the bottom of 
the whole situation, are lack of confidence and lack of knowledge? 

Dr. Hyder: The only practical key for the solution of the problem is 
what you suggested, that, these people should make a full declaration of 
their position to the hanks? 

Dr. Trip: No doubt it would greatly improve the situation, but I 
cannot say whether that is the only way to follow. I think it is the first 
thing to be done. 

Mr. Mann Subedar: All the solutions which you have given here 
would solve the problem in so far as it would bring the bill rate to the 
bank rate. But I find that in your country the bill rate is 1} per cent, 
under the bank rate? 

Dr. Trip: At the moment, yes. 
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Mr. Manu Subedar: It is generally the case? 

Dt. Trip : The bill rate is generally lower than the bank rate. 

Mr. Manu Subedar : Would you kindly take your advice a little further 
than what you have done and tell us what situation we would have to 
create in India in order that the discount rates for first class commercial 
hills may be actually lower than the bank rate? 

I)r. Trip: It is very difficult to give an advice on that, because it 
depends on circumstances. As I told you, the whole question results 
from supply and demand and if there is a large supply of money in this 
country, then the rate for first class bills would go down, because the 
demand for first class liquid investment would increase. 

Mr. Manu Subedar: Except a proper organisation for credit broad based 
on sufficient security as well as liquidity and the supply of credit, there is 
no other factor in your country which gives you a lower rate for first class 
trade bills than the bankrate. 

Dr. Trip: Amsterdam is an international market to which a great deal 
of money flows. 

Mr. Manu Subedar: I suppose there is a large amount of foreign money 
locked up in these money centres which also helps your money markets, 
and to that extent induces a lower rate 

Dr. Trip: Yes. 

Mr. Manu Subedar: So far as London is concerned, there is also a 
very large amount of Indian money locked up, which goes to help the 
London money market. 

Mr. Currie : I doubt if there is a lot of Indian money in the London 
money market. 

Mr. Manu Subedar: I do not know how many millions of sterling our 
total resources in London would amount to, taking Government and private 
money. It certainly runs into a very large sum. 

Mr. Currie : That money is invested in London. 

Mr. Manu Subedar: It is the total amount of Indian resources in the 
London money market. 

Dr. Trip: Of course, Government have in London a large amount in 
Treasury bills or other English Government securities, but that is part 
of the cover of the circulation in this country. It is practically the same 
as gold. If you look at the figures of the Netherlands bank, you will see 
what a large amount they have in foreign countries. That is the result 
of the policy followed by them. 

Mr. Manu Subedar: But the total amount of Dutch money which is 
outside Holland would not be more than the total amount of foreign money 
in the Amsterdam money market? 

Dr. Trip: I do not think it is, of course, apart from our foreign long 
term investments. 

Dr. Hyder: I understand, from books I have read, that there is an 
intimate relationship between the difference in the rates charged. What 
is the relation in your country between the deposit rate and the bank 
rate? 

Dr. Trip : It depends on the time for which the deposit is made. 
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Dr. Hyder: I will take no more than 8 months' deposits. 

Dr. Trip: Here again the relation depends on the rate at which the 
banks are able to lend out their monies. Of course the present situation 
is abnormal as the banks are not in a position to lend out all the money 
they have. 

Dr. Hyder: I suppose it is correct to say that it is not any rule or 
regulation, but general convention, that, the rate allowed by oanks on. 
deposits is 2 per cent, below the bank rate? 

Mr. Currie : That is for ordinary deposits at 14 days’ notice. 

Dr. Hyder: Three months would be subject to the 14 days’ notice.. 

Mr. Currie: That would be higher. 

Dr. Hyder: Take the daily rate, the weekly rate, the 14 days’ rate or 
the monthly rate; you will find an intimate relationship and I was asking 
Dr. Trip whether he has detected any relationship or whether there is 09 
system or order. 

Dr. Trip : In normal circumstances there is a relationship. 

Dr. Hyder: The relationship between the official rate of discount and 
the market rate of discount is that the former rate is a little higher. 

Dr. Trip: Yes. 

Dr. Hyder: Here, it is the other way. 

Dr. Trip: Yes. 

Mr. Sarker: There is a provision in the constitution of the Netherlands 
bank that directors, appointed by the vote of shareholders, must be Nether- 
landers ? 

Dr. Trip: Yes. 

Mr. Sarker: I also find from a book written by an authority on the 
subject that in Japan, Italy, Greece, France, Czecho-Slavakia, Australia, 
and Belgium, similar provisions exist and it is also provided in the 
constitution of the Bank of England that members of the Court must 
be natural-bom or naturalised British subjects. 

Dr. Trip: Yes. 

Mr. 8arker'. On the lines of this I want to modify section 8 of the 
Reserve Bank Bill. Clause 8 (1) reads: 

“Save as expressly provided in this Act— 

(a) no person may be a Director who is not or has not at some 
time been.” 

After the word ‘Director’ I would like to put in the words ‘who is not a 
national of India.’ Would you kindly give us your opinion on this? 

Dr. Trip : It is not a question of banking interest for the foreign 
experts. It is a problem that docs not lie within our purview. 

Mr. Sarker: Such provisions have been made in the constitution of 
the Central banks of other countries; do you not think it necessary that 
some such provision should be made here? 

Dr. Trip : In those countries they have found it possible and desirable 
to make such a provision. If your Legislature thinks it possible and 
desirable to do the same thing, we can have no objection, but it is not 
a question of banking, and we have no opinion on this matter. 
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Mr. Sarkcr : You say that the proposed Central banking institution 
must be free from political influence. I presume you are referring to the 
freedom from interference in the day to day business of the bank. 

Dr. Trip: I refer to the policy of the bank. The management of the 
bank and the directors ought to decide about the policy of the bank and 
it must not be interfered with by any action of political parties or even 
cf the Government. 

Mr. Barker: But the larger issues should be settled by the Legislature. 
In the next sentence you say “the main tasks of :he Reserve Bank would 
be (a) to keep the currency of the country at par with gold.” Who will 
prescribe the par value? it must be prescribed )>v the Legislature. 

Dr. Trip: It is a question of the monetary system of the country and 
net one for decision by the Reserve Bank. After the Reserve bank has 
been established, its task would lie to keep ihc currency at par with gold 
or at a value between the upper and the lower gold points. 

Mr. Barksr: If at a subsequent stage, the Legislature found that in the 
interests of the country such parity should be modified, do you not think 
that the Legislature would have the power to do it? 

Dr. Trip : They would have the power, but I do not know if it would 
be desirable in the interests of the country to do it. 

Mr. Sarkcr: The monetary standard would also be fixed by the Legis¬ 
lature ? 

Dr. Trip: Yes 

Mr. Sarker: Section 17 of the Reserve Bank Bill prescribes the 
ordinary business of the Reserve bank. You know that the financing 
of the foreign trade of our country is now entirely in the hands of the 
foreign Exchange banks. We are anxious that a larger share of this trade 
should be taken up by Indian nationals and with that end in view* I will put 
before von for consideration two suggestions and I want your opinion on 
these two suggestions. In sub-elause (4) of clause 17 on page 10 of 
the Reserve Bank Bill, I would like to incorporate a clause that import 
bills of Indian joint stock banks could be discounted with the Reserve 
bank, or that tlie Reserve bank should be allowed to advance money on 
the security of the import bill endorsed by the Indian joint stock bank. 

Mr. Lamond: Bills drawn and payable in India are referred to. 

Dr. Trip: I would have no objection if you would only keep it in a 
general form. Section 17 (2) (c) shows that the Reserve bank is entitled 
to purchase, sell and rediscount, bills of exchange and promissory notes, 
drawn in or on any place 

Mr. Sarker: These are export bills. 

Dr. Trip: I think, they include import bills, drawn in or payable in 
India itself. 

Mr. Sarkcr: It is for a different purpose, i.e., for having funds in 
London, and therefore refers to export bills. 

Mr. Buckley: The note on clause 17 (8) on page 8 of the Statement 
of Objects and Reasons of the Bill makes the point clear. It refers to 
the Bank having full discretion to purchase and sell the currencies of any 
foreign country having a gold standard. Mr. Sarker referred to import, bills. 

Vol. iv. 2 G 
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Mr. Manu Subedar: If section 17 (2) (o) were altered so as to omit 
the word ‘drawn’, then would it be in order? 

Dr. Trip: The point requires further consideration. 

Mr. Barker: I want your opinion as to whether such a provision can be 
made without marring the efficiency of the Reserve Bank. 

Dr. Trip: Yes, I have no objection. 

Mr. Sarker: Can the Reserve bank confirm outside credits on behalf 
of the Indian joint stock banks? 

Dr. Trip: I do not think so, because that would practically be accept¬ 
ance business and acceptance business is prohibited under this Bill. 

Mr. Barker: Against definite securities of the Indian joint stock banks 
they will put securities with the Reserve bank for endorsing or confirming 
the credit. 

Dr. Trip: I do not think that could be within the tasks of the Reserve 
bank. The Reserve bank ought to keep its foreign balances and its foreign 
exchange free, in order to use them for strengthening, if necessary, the 
position of the rupee; they may not use such balances and exchange on 
behalf of commercial business. On principle, it would not be right and 
I do not think you would find any Reserve Bank doing such a thing. 

Mr. Sarker: In the present position of India, our joint stock banks 
cannot have any access to the foreign market, because exporters do not 
believe them. If they go there with a guarantee from the Reserve Bank, 
some facilities would be afforded. 

Dr. Trip: I fully see your point. The Reserve Bank can only do this 
in the form of giving information, after the Indian joint stock banks have 
gven full information about their position. 

Mr. Manu Subedar: Are they not free to do agency business? They 
are free to sell foreign currencies to joint stock banks, aren’t they? 

Dr. Trip: Yes. 

Mr. Manu Subedar: They are therefore free to sell even forward 
currency ? 

Mr. Trip: I think so. 

Mr. Manu Subedar: From this forward exchange sold by them, the 
joint stock bank can do acceptance business on its own. The Reserve bank 
does not do acceptance business and it they accept bills emanating from, say, 
Holland on India, on the strength of the finance made available by the 
Reserve tank. in Holland, would you have any objection? 

Dr. Trip: I cannot see how it would work in practice. 

Mr, Manu Subedar: Suppose I want to import from Holland goods 
worth, let us say, £20,000; I go to my joint stock banker and say I am 
importing from so and so, and so and so will draw' a bill on me and I 
have to make payment for it in Holland. I ask my joint stock bank to 
arrange all this for me. The joint stock bank will go to the Reserve bank 
and say that its client has to pay £20,000 in Holland on such and such a 
date and would ask the Reserve Bank to sell the remittance. Would not 
they sell the remittance? 
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Dr. Trip : It is not the business of the Beserve bank. The Beserve 
bank ought to buy or sell foreign exchange only as far as it is desirable or 
is necessary for the international position of the rupee. It ought not to do 
banking business with importers. 

Mr. Manu Subedar: I have all my business with an Indian joint stock 
bank. I want to import from Holland. I have made arrangements for the 
purchase price aud on the date of shipment which would be two months 
hence I want money to be paid in Holland. What do you expect me to 
do? 

Dr. Trip: The joint stock bank should make arrangements on your 
behalf and if they cannot do it by themselves, they ought to go to other 
agencies which are in a position to do it. 

Mr. Manu Subedar: Then even after a Beserve Eank is established the 
Indian joint stock banks will be still at the mercy of the foreign banks. 

Dr. Trip: I cannot say that it will be so. 

Mr. Manu Subedar: They will have no oiher method except to go 
through these institutions. 

Dr. Trip: Well, if the Indian joint stock banks are not*able to do the 
business themselves, yes. 

Mr. Sarker: In the Hilton Young Commission’s Beport, full discretion 
was given to the Beserve Bank for purchasing and selling the currency of 
gold standard countries. But here a restriction has been put that those 
countries should be specified by the Government or the Governor-General 
in Council. I fail to understand why such a restriction is put in. 

Dr. Trip: There are two kinds of gold standard countries. London and 
New York are the two markets which are called free gold markets, where 
currency or assets can always be turned into gold, irrespective of the fact 
that the rate of exchange has exceeded the upper gold point. Even if no 
restriction, as mentioned by you, were put in the Act, it would be advisable 
to keep their foreign balances mainly in these free gold markets. In Holland 
and the Dutch East Indies, it is left to the free decision of the banks. But 
in any case the section seems to be not unreasonable. 

Mr. Sarker: Sub-clause (4) of section 17 provides for the making of 
loans and advances, repayable on demand or on the expiry of fixed periods 
not exceeding 90 days against the security of stocks, funds and securities 
in which a trustee is authorised to invest trust money by any Act of Parlia r 
•ment or by any law for the time being in force in British India. There 
fore, if I take some Government paper to the Bank, under this clause they 
are bound to make an advance to me. 

Mr. Lamond: Not bound, but the Bank is only authorised to deal in 
such transactions. 

Dr. Trip: That is so. Looking into the circumstances and conditions 
prevailing in the country, the authorities of the 'Bank will have to decide 
whether they will do so on a large scale or on a small scale. Even the Bank 
of England is allowed to do so but they are free to restrict their operations 
in this regard. The question of competition is always a very difficult 
question. Of course one cannot sav that the Beserve Bunk should not 
in any way compete with commercial banks. They will ever have the duty 
to do so, whenever and in so far as it is necessary, in order to enforce their 
to do so, whenever and in so far as it is necessary, in order to enforce their 
policy. 


2*2 
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Mr. Barker: First, the ordinary business ot the bank has been enu¬ 
merated and under Section 17 special powers have been given in the 
interest of the Money Market. 1 should think that all these powers should 
be exercised as only special powers. 

Dr. Trip: If you want to make the "Reserve Bank an effective and in- 
fluencial body, you ought not to restrict its business unduly. 

Mr. Barber: Sub-clause 14 reads “Provided that the total amount of 
such borrowings shall not. at. any time exceed the amount of the share 
capital of the Hank.’’ “Provided, further, that no money shall be borrowed 
under this clause, from any person in British India other than a scheduled 
bank.’’ 1 cannot see how credit can be controlled by borrowing. The 
first two clauses of the same, sub-clause seem 1 o be. quilt; in order but I 
fail to understand why the. third clause is put- in. I think that Ibis ought 
to be done by an open market operation. 

Dr. Trip: As far as the Netherlands Hank is concerned it never borrows 
actively from banks or otherwise. What is your objection to that clause 
being put in? 

Mr. Bader: If that clause is to bo retained, borrowing must be made 
only by open'tender. My view is that preference should not be given to 
this or that hank. 1 shall, if you agree, read out to you the opinion of 
Mr. T. E. Gregory who says that this method should be discouraged. 

Dr. Trip: In my opinion it is not a vital part of the scheme. I would 
not have any objection to the omission of (hat clause. 

Mr. Barker: In your memorandum you sav “In the second place it 
ought to he emphasised that the position of the scheduled hanks under the 
Bill will he so strong that it. is not inconceivable that they will, much more 
than the Reserve Bank, decide upon the level of the interest rate”. I 
presume you are referring to the resources of the joint stock banks? 

Dr. Trip : T refer lo the scheduled banks If these hanks can get cheap 
accommodation from the Reserve Bank and they know that the “Reserve 
Bank” is not allowed hv the Act to give accommodation directly to the 
customers of the scheduled banks, then the latter will be in a position to 
charge unduly high rates. 

Mr. Barker: My point is that the exchange banks will not go to the 
Reserve Bank for their needs and this fact is strengthened by the evidence 
of Mr. Nicoll. General Manager, National Bank of India, which reads as 
follows: — 

“Sir Henry SIrakaecli: Lot us suppose you were to do local business 
and you had no possibility of recourse to the'Bank of England, would you 
regard your bank as being in as favourable a position without a central 
bank as with a central bank in Tndia?—You mean we might take refuge 
with the central bank in India in the same way as we wouP do with the 
discount market in London?— 

“Sir Henry: Exactly. 

“Mr. Nic.oll: Well. T do not see the necessity for it”. 

Dr. Trip: T cannot see any harm in that. If the foreign exchange banks 
would import money from abroad, they would not he doing any harm to 
the Reserve Bank. 

Mr. Barker: I will quote to you in this connection the opinion of a re¬ 
nowned eronomist. “Tt may veil he asked whether the Reserve Bank of 
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India or the South African Reserve Bank will find their operations hindered 
by the presence in the local banking system of very large and powerful 
institutions, whoso shareholders, direction and financial support, come 
from a centre altogether external to the Central Bank’s own sphere. To 
escape a Central Bank’s penal rate for rediscounts, all these banks would, 
go to the London Market or the Bank of England.” 

Dr. Trip: What would be the result of that? That foreign money 
flows into the country. National banks in other countries can always 
import money from abroad. Why do you want to restrict it here? If 
money is imported from England the position of the Rupee, will be 
strengthened. If the Bank of England raises its discount rate, one of their 
purposes in doing so is to stimulate a flow of money from abroad to the 
London market and the same would be tbe case here. If money is brought 
in here from England then the position of this country will be strengthened. 
I cannot- see why the Reserve Bank should control them in these respects. 

Mr. Mann Subedar: Mr. Barker’s point is that if the exchange banks 
do so, then the Eeserve Bank will have no direct control over them. That 
is the whole point. If the Indian joint stock banks tried to evade the 
control of the Reserve Bank, then they will be penalised. What methods 
would you suggest for peualising a foreign bank which tries to get out of the 
control of the Reserve Bank? 

Dr. Trip: There can he no question of difficulty in that respect. No 
Reserve Bank in any country can control the banks working in that country 
from borrowing abroad. I>o you think the banks in Germany could be pro¬ 
hibited from borrowing money from abroad? I cannot see there is any 
difference in position in this respect between the Gorman National Banks 
and the exchange banks in this country. 

Mr. Marker: If these exchange banks find that the Reserve Bank is 
working against their own vested interests, then they can have recourse 
to the London Money Market. 

Dr. Trip: They will then have to keep very large cash balances perma¬ 
nently in this country in order to cover all emergency needs, since they 
would have no opportunity to fall back upon the Reserve Bank. 

Mr. Marker : Do you know what the cash balance of these exchange 
banks at present is—it is only 8 tot) per cent. 

Mr. Buckley: That is because we have made large investments in Gov¬ 
ernment securities and treasury bills. 

Dr. Trip: Are not the exchange banks taking money from the Imperial 
Bank at present? 

Mr. Sarker: The Imperial Bank is another exchange bank so far as w* 
are concerned. 

Mr. Buckley: We do borrow from the Imperial Bank at present and 
I don’t see any reason why exchange banks should not continue doing so 
from the Reserve Bank when it comes into being. 

Mr. Sarker: You say that it is very difficult, to distinguish between 
trade bills and finance bills. How would you improve the situation? 

Dr. Trip: I do not think it will be enough if the signatures are proved 
to be genuine. 

Mr. Sarker: If these bills are supported by railways receipts? 

Dr. Trip: "Then that would improve matters. 
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Mr. Sarlter : Then with regard to the educational propaganda for the 
use of more bills, do you not think that it is the duty of the Reserve Bank 
to do so? 

Dr. Trip: Certainly. 

Mr. Sarker: You say that the “Reserve Bank and the commercial banks 
will then, in due course, have to decide whether a further step should be 
taken by raising the interest on cash credits in current account to a higher 
level than the rate for such credits for a fixed period of two months”. 
Would it not be more helpful if this provision is made at the outset? 

Dr. Trip: I am more in favour, in the first few years, to make the 
discount rate for first class bills lower than the cash credit rate. It would 
be premature to raise the interest on cash credits in current account from 
the beginning because the country is being financed to a great extent on 
the cash credit system and I do not think it would be in the interest of 
the country to raise in an artificial manner the present rate for these credits. 

Dr. Trip: I would keep the level of the cash credit rate and lower the 
rate for first-class bills. 

Mr. Manu Subedar.: In your country, you state, rediscounting for the 
banks with the central institution was not a normal thing. That would 
be the result of the plenitude of money reflected in the lower discount rates. 
The necessity seldom, if ever, arises except in a crisis. But what would 
be your advice in India? 

Dr. Trip : I should say that in the slack season the situation would 
probably be the same here as in my country nowadays, but in the busy 
season I think it probable and the proper way, that the Banks go to the 
Reserve Bank and rediscount the bills. 

Mr. Manu Subedar : Now we come to the rediscounting rate. . It has 
been suggested to us in the course of evidence that the rediscounting rate 
ought to be actually lower than the rate which the bank charges to its own 
constituents. This is not the practice in the large important money 
markets as London and Holland because the rediscount necessity does not 
arise except in a crisis. Have you any ideas on this subject, having regard 
to the peculiar situation in this country and the need of encouraging the bill 
habit which we have just mentioned? 

Mr. Currie: You want to start a bill broker. 

Mr. Manu Subedar: That is one method to increase that, but if you 
gave the approved banks and the approved indigenous bankers some induce¬ 
ment to earn a higher rate, by a cheaper discount from the Reserve Bank, 
you would have your bill market brought into existence much quickly. 

Dr. Trip: I see vour point quite well. I don't think it would be a 
wrong policy in this couutry in the beginning. I can tell you that it is 
done in Java not with bills but with what you would call here the cash 
credits. The banks generally get cheaper accommodation from the Java 
Bank than the ordinary customers. 

Mr. Manu Subedar: That should be the proper thing; until you go to 
the Reserve Bank the cost of the accommodation should be the lowest, 
that is in normal seasons. If there is a crisis and if it is a question of re¬ 
gulating the market then it is different, but normally it should be at a 
lower rate. 
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Dr. Trip : I would not be inclined to say it should be the normal thing. 
It may be the proper thing for a Reserve Bank, especially in the first years 
in order to stimulate and improve the bill habit. 

Chairman: In your main proposition, you say ‘ These conclusions bring 
us to the conclusion that the. Reserve Bank should be given the opportunity 
of making loans and advances on the security of movable goods, etc.” 
Then you use the words “besides the warehouse warrants or worehouse 
receipts representing the same”. Am I to understand that what you intend 
is that the security of movable goods, wares and merchandise, should be 
distinct from the security of the warrants and warehouse receipts? 

Dr. Trip: Yes. I want to include both. I want to give the bank 
opportunity to give credit against goods in warehouses, against goods them¬ 
selves apart from the .w arehouse receipts, and apart from that I want to 
give them the opportunity to give credit against ti e warehouse receipts. 

Chairman: But as I understand it, the goods would be kept in ware¬ 
houses in both eases. Later on you talk of warehouses. Will the goods in 
either case be kept at the warehouse? 

Dr. Trip: It may be different of course. Jn any ease it is done ini the 
Dutch East Indies; the warehouse of a trader is temporarily transferred 
to the Reserve Bank. One key is deposited with the Bank and one re¬ 
mains with the owner of the. goods so that the owner cannot dispose of the 
goods without the co-operation of the Bank. The owner of the goods gets 
his credit directly from the Bank, and the goods are pledged to the Bank. 

Chairman: Where are they kept? 

Dr. Trip: In the warehouses or godowns of the traders themselves, but 
we have a legal construction by which it is possible to transfer without any 
costs the warehouse temporarily to the Java Bank. 

Mr. Buckley: I think that Dr. Trip is differentiating between goods 
in the owner’s warehouse and goods in a public warehouse, which you have 
been advocating. 

Dr. Trip : According to the legal construction the warehouse which is 
transferred to the Bank, is temporarily in the possession of the Bank. It 
is transferred by the owner to the bank. 

Chairman: Later on Dr. Trip’s proposal simply talks of warehouses 
built by large companies and the receipts are the basis for additional credit. 

Dr. Trip: Yes, I prefer that system to the first. The first is a more 
crude form of giving credit but I do not see tha? there is any reason to 
exclude it. I think the best way to achieve the aim especially in this 
■country, would be to establish a large number of warehouses owned by 
strong warehouse companies. Since the Reserve Bank will only be re¬ 
presented in some places in the country, it will be an easier way to do 
it through the intermediary of warehouse receipts. These could first go 
to the commercial banks and the commercial banks, if they want money, 
could use them as collateral for their borrowing from the Reserve Bank. 

Chairman: In the course of various discussions, it has been suggested 
that the proposed clauses of that Reserve Bank Bill of 1928 might have 
been more elastic. At that stage you had overlooked section 18. to which 
attention has been drawn by Mr. Sarker. 

Dr. Trip: I did not overlook it. If you read t;his clause you will find 
“that its working is confined to bills or pronotes arising out of bona fide 
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commercial or trade transactions bearing two or more good signatures, etc. 
As a large amount of paper meeting these requirements is lacking in this 
country, the clause would not help us as much as I should like. 

Mr. Manu Subcdar: Section 18 only covers Section 2 (a) and (b) of 17. 

Dr. Trip: “Xo, there is “notwithstanding any limitations’’. But the 
application of the clause is always bound to the conditions that there must 
be some paper arising out of boim fide commercial or trade transactions 
and bearing two or more good signatures. I fear that for that reason the 
possibility of using this clause will be rather restricted. 
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14th February 193 L 


BANKING REGULATION. 

The existing banking regulations are embodied, in the Indian Joint Stock 
Companies Act which governs Indian joint stock companies in general and 
moreover, contains some special provisions with regard to banks. 

In the first place, therefore, the question a .ises whether this system, 
improved and amplified as far as necessary, should he maintained or a 
Special Bank Act should be created. We would prefer the first solution 
which is simpler and can, in our opinion, meet- a l requirements. It should 
be emphasised that too many legal restrictions will hamper the useful 
sphere of activities of banks and may thereby make them unpopular. 

In the second place, it. may be pointed out that in, banking regulations 
can prevent unsound management, losses and failures. The full responsi¬ 
bility ought, therefore, to be left with the Management and the Eoard of 
Directors and no measures should be taken which would weaken that res¬ 
ponsibility. 

The Articles of Association which form the constitution of a bank’s busi¬ 
ness ought to be framed with great care in trder to prevent as far as 
possible abuses and activities which are outside tiio scope <>f sound banking. 
It is suggested that the Registrar of Joint Stock Companies should scruti- 
niso these Articles of Association with great care. If'lie finds that they do 
not contain satisfactory safeguards or if they allow business other than 
banking, he should refuse registration until they have been properly 
amonded. The Registrar should be given the necessary powers to act 
accordingly. Shareholders of the existing corap mies also should examine 
their Articles of Association with a view to ensure that they are on a proper 
basis. 

The experts place great importance on the necessity of sound auditing 
but they do not consider that, any special form of Government inspection 
would serve a useful purpose or be any greater safeguard than the present 
system of auditing by authorised accountants. If it is felt that some of 
the existing firms of accountants are not sufficiently reliable to be entrusted 
with the work of auditing the accounts of a bank, then some form of regula¬ 
tion based on the Canadian System may be adopted (a paper on the 
Canadian System is appended). The experts ft el, however, that the 
strengthening of the Companies Act with regard to auditing so that the 
auditors must make a report and be responsible for its accuracy is all that 
is required. 

Finally, we feel that the Reserve Bank will be. able through its position 
and aided by a Bankers’ Association to so influence the policy of other banks 
that detailed legal restrictions will be unnecessary. 

Of the suggestions made to the Central Banking Enquiry Committee two 
appear to call for special comment:—• 

(i) the question of the exchange banks, and 

(ii) the definition of the word “bank” or “banker.” 

(i) The position of the exchange banks has already been fully discussed 
under Finance of Foreign trade. 
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(ii) The definition of the term “bank” or “banker” is well nigh im¬ 
possible in India. It could not be made without excluding many firms or 
individuals who are at present doing a considerable portion of the financing 
of the country. If such a definition were made by law, it might well damage 
the credit of these, cause public alarm and thereby impair the trade of the 
nation. Such definition, therefore, should not be attempted. It is pro¬ 
posed, however, that the term ‘Member of the Central Bankers’ Association' 
be invented. Every bank or indigenous banker whose bills the Reserve 
Bank decides to accept should have the right to use this title provided they 
undertake to abide by the rules of the Association. 

The objects of this proposal arc: — 

(i) To invent a new title, the prestige of which is well worth having 
without in any way damaging an existing institution. 

(ii) To encourage indigenous bankers to adopt modern methods. 

(iii) To enhance from the outset the power of the Reserve Bank and 

to make it impossible for business jealousy to prevent any 
eligible firm from attaining the right of joining in the Central 
Banking Association. 

The other proposals which have been placed before Central Banking 
Enquiry Committee may be divided into five separate groups: 

(i) Those which would hamper free competition and the development 

of banking and which ought not to be adopted. 

(ii) Those which should bo adopted and which necessitate amend¬ 

ments in the Indian -Joint Stock Companies Act. 

(iii) Those which are relative to the subjects that ought to be left to 

the control of the Board of Directors and the supervision of 
auditors. 

(iv) Those which ought to be met by the Articles of Association and 

the supervision of the Registrar of Joint Stock Companies 
before registration. 

(v) Those lying within the purview of the Reserve Bank. 

We deal hereafter only with the last four groups. 


Proposals which necessitate amendments in the Indian Joint Stock 

Companies Act. 

I 

i 

(a) The Act should give the powers to the Registrar to refuse the re¬ 
gistration of hanks whose Articles of Association are not. in accordance with 
the law. 

(b) These Articles must prohibit other activities Ilian banking. 

(c) The Articles of Association shall contain provisions in conformity 
with the respective proposals mentioned hereafter. (Flee proposals which 
ought to be mot by the Articles of Association.) 

(d) The authorised capital of a bank should not be more than double 
th subscribed capital; the paid-up capital should not be less than 50 per 
cent, of the subscribed capital. 
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(e) A provision should be inserted with regard to auditing on lines 
similar to clause 5 of section 55 of the Dominion of Canada Act of 1928. 
“No remuneration of auditors should be valid unless fixed at a general 
meeting of the share-holders”. 

(/) A provision should be made by which auditors and officers of the 
oank would be rendered liable for omission to state material facts in their 
reports and in the presentation of the accounts of the bank. 

(g) Protection of banks against frauds in connection with Trust receipts, 
any such fraud should be made a criminal offence. 

(ft) Articles of Association of all joint stock companies should be pub¬ 
lished in the official Gazette. 

(i) The law should permit a temporary moratorium on the recommenda¬ 
tion of the Reserve Bank to prevent compulsory and too rapid liquidation 
of a bank which is in difficulties. 

(j) Provision for the appointment of a committee of inspection on the 
lines of the English Companies Act, 1929, in the case of the liquidation of 
a bank. 

(fc) In the case of compulsory liquidation, safeguards should be given 
to the creditors on the lines of the English Companies Act. Compulsory 
liquidation should be under the supervision of the district court. The power 
to order transfer of winding up proceedings from one province to another 
should be given to l.be Governor-General in Council on the recommends-- 
tion of the Reserve Bank. The question of the costs of liquidation should 
be dealt with by the courts and delinquent directors or officers of the bank 
should ho prosecuted at public expense. 

(1) Directors and auditors shall be liable for negligence in discharge of 
their duties. 

Proposals relative to subjects that ought to be left, to the control of the 
Board of Directors and the supervision of Auditors. 

(a) Provision for adequate reserves. 

•(b) The form of the balance sheet and profit and loss account. 

(c) Loans to a limited company, the directors of which are also the 
■directors of the bank or to a limited company in which any of the bank's 
-directors are members of the managing agents’ firm. 

(d) Valuation of investments and doubtful or bad debts. 

Proposals which ought to be met by the Articles of Association. 

(a) Prohibition to advance any loan on the security of the bank’s own 
shares. 

(ft) Limitation of loans granted to managers, staff and directors. 

* (c) Proper regulation of the allocation of profits. 

(d) Provisions in order to enable shareholders to inspect the balance 
sheet and profit and loss account and to take effective action at the general 
meetings. 

(e) Time within which the annual general meeting must be held after 
•the close of the financial year. 
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(f) Voting power of managers or other officers of the bank, the period 
of validity of a proxy and the voting power of individual shareholders. 

(g) Decision on the validity of every vote tendered at the polls and 
time within which objections to the legality of a vote should be raised. 

(h) Restriction of the power of a bank's directors to refuse to register 
shares. 

(i) Provision with regard to voluntary liquidation of the bank and the 
appointment of liquidators. 

Proposals lying within the purview of the lie serve Bank’s task. 

(a) Monthly statements of liabilities and assets and the form of thest 
statements. 

(b) Advice and eo-cperation in cases of amalgamation or re-construction 

of banks which are in difficulties. 
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APPENDIX I. 

It is suggested that to begin with Indian Banking should be organised 
into three voluntary associations: — 

1. The Indian Joint: Stock Banks’ Association, 

2. The Exchange Banks’ Association, and 

3. The Indigenous Bankers’ Association. 

Each of these Associations should endeavour t j form rules for their res¬ 
pective members so as to make their practice more efficient and as far as 
possible identical within their own Association. 

As an apex of these there should be the Central Bankers’ Association, 
the members of this would be all the members o-' the other three who had 
developed sufficiently for the Deserve Bank to feel justified in discounting 
iheir bills. The Committee of t his Association would not only make rules 
for its own members but would also give advice to the subsidiary Associa¬ 
tions in every way it thought useful. It is to ba hoped that through this 
co-ordinating influence it may eventually be poss ble to merge all the Asso¬ 
ciations into the Central Banking Association. 


APPENDIX II. 


Audit Regulation in Canada. 

1. Those qualified to audit .-—The affairs of all Canadian banks must be 
audited by two persons residing in Canada, each one of whom must have 
been an accountant for at least- six years preceding the taking up of his 
appointment and he must also be a member in good standing of an insti¬ 
tute or association of accountants incorporated under authority of the legis¬ 
lature of any province of Canada. 

2. Lists of Auditors .—A list must be furnished to the Minister of Fin¬ 
ance and also to the Canadian Bankers’ Association by each such incor¬ 
porated institution of accountants of all members of their corporation in 
good standing whose names are entitled to be included therein as determin¬ 
ed by the provisions of the above section and such list must be certified 
under their corporate seals. 

3. Selection of Auditors .—The Minister of Finance may select from 
such list the persons, any one of whom shall be eligible to be appointed an 
auditor of a bank, but if the Minister does not, make a selection, all the 
persons on the list shall be eligible. 

4. Publication of List .—The Minister shall cause to be inserted in the 
Canada Gazette a public notice giving the names of persons so seleoted. . 
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5. Appointment of Auditors. —Shareholders shall at each annual general 
meeting appoint two persons not members of the same firm whose 
names are included in the last published list, to audit the affairs of the 
bank, but if the same two persons or members respectively of the same two 
firms have been appointed for two years in succession, one such person or 
one member of one such firm shall not be again appointed as auditor during 
the next two years. 

6. Remuneration of Auditors. —The remuneration of auditors is fixed by 
the shareholders at the time of their appointment and is paid by the bank. 

7. Power of Auditors. —Every auditor shall have a right of access to the 
books and accounts, cash, securities, documents, etc., and shall be entitled 
to acquire from the directors and officers of the bank such information and 
explanation as may be deemed necessary. 

8. Scope of audit. —The Minister may, from time to time, require the 
auditors of a bank to report to him upon the adequacy of the procedure 
adopted by the bank for the safety of its creditors and shareholders and as 
to the sufficiency of their own procedure in auditing the affairs of the bank, 
and the Minister at his discretion may enlarge or extend the scope of the 
audit. 

9. Duty with respect to Directors.—-It shall be the duty of the auditors 
to report individually or jointly to the genera] manager and to the direc¬ 
tors in writing, any transactions or conditions effecting the well being of 
the bank which may not be satisfactory to them. They shall report speci¬ 
fically to the general manager and directors upon any loans exceeding 
l per cent, of the paid-up capital which in their judgment are inadequately 
secured. This provision is not to be construed to relieve any director from 
the proper discharge of his duties. The report must be incorporated in 
the minutes of the directors next mooting. 

10. Report by Auditors. —The auditors shall make a report to the share¬ 
holders on the statement of the affairs of the bank to be submitted by 
the directors at the annual general meeting and this report shall state (a) 
whether they have obtained all the explanations they require, (b) whether 
in their opinion, the transactions of the bank have been within the powers 
of the bank, (c) whether in their opinion, the statement referred to in the 
report discloses the true condition of the bank, (d) whether the statement 
is as shown by the books of the bank. 

11. Auditors’ Report. —The auditors’ report must be attached to the 
statement submitted by the directors to the shareholders and must be 
read before the shareholders in tin: annual general meeting. 

12. Employment by Bank. —Any auditor of a bank during his term of 
service or the firm to which he belongs may not. undertake any employment 
for or at the instance of such bank. 

13. Eligibility. —No person shall be appointed an auditor of a bank 
if he or any member of his firm is a director or officer of such bank. 

14. Reports to Ministers. —A copy of all reports made by the auditors 
to the general manager and directors shall be transmitted to the Minister 
bv the auditors at the same time as transmitted to the general manager 
and directors. 
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The Canadian Bankers’ Association. 

(See Section 124 of Bank Act.) 

The principal functions of the Association include:— 

1. Supervision of Chartered Banks’ note circulation. 

2. Custody and management of Central Gold reserves. 

3. Establishment and control of Bankers’ Clearing Houses. 

4. Promotion generally of interests and efficiency of banks and bank 

officers. Education and training of officers. 

5. The appointment of a Cnrator to any bank that has failed pond¬ 

ing the nomination of a Liquidator. No by-law, rule or 
regulation of effect until approved of by Treasury Board. 
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Chairman: (Mr., Buckley). Gentlemen, before commencing this 
morning’s proceedings I would like to say that having attended all the 
meetings of this Central Committee I regret to say this is the first time 
that we have been without the guidance of either our Chairman or the 
Vice-Chairman. 

Mr. Sarkcr: Mr. Cassels, I find that it is your considered opinion that 
the present Companies Act dealing with workings of the banks should 
be improved and amplified as far as necessary and that there is no neces¬ 
sary for a special Bank Act. 

Mr. Cassels: If you would kindly address Mr. Currie Ibis morning, 
he has the answers. 

Mr. Sarker: In coming to that conclusion, Mr. Currie, have you con¬ 
sidered the difference between the position of ordinary joint stock com- 
panies and banks? If a joint stock company fails, it is a question of loss 
to the shareholders. But if a bank fails, depositors’ monies are lost. In 
the case of joint stock banks continued confidence of the general public 
is necessary even after starting tins bank, whereas in the case of ordinary 
industrial joint stock companies this continued confidence is not necessary 
to such an extent. After considering all these things you have come to 
the conclusion that a separate Banking Act is not necessary? 

Mr. Currie: I am still of the opinion that legal restrictions are not 
likely to help very much in that respect. I do not think it is possible to 
draw up a great many special legal restrictions for a bank which would 
prevent it from doing its proper work. I think the question of public 
confidence is much better met by sound management than by trying to 
bind a bank by legal restrictions which can never be framed so that they 
cannot be avoided and thereby bring the whole system of banking into 
disrepute. If you bring in an Act which lays down all sorts of restrictions 
on banks, then the public will say—this is splendid, now no bank will ever 
fail again. If on top of that the directors manage to get round the Act 
and the bank fails, then the public will lose confidence and say if this bank 
failed, any other bank can fail also. > 

Mr. Sarker: You know that there is an Insurance Act in the country. 
For the creation of public confidence this sort of Act is necessaiw. 

Mr. Currie : Insurance is perhaps rather different, but it is my opinion 
anyway that special Acts are not of very much use, anyhow as regards bank¬ 
ing. In Canada the position is rather different. You see, in Canada there 
are only 11 banks. All those banks have the right of issuing their own 
notes so that in that respect they are acting as 11 Reserve Banks for the 
country, and any bank which has that privilege must have certain regu¬ 
lations in order to maintain the position of the currency. Granted that 
they must have an Act. There arc only these 11 banks, all of them are 
doing very much the same business so that it has been possible to put into 
#n Act what would normally be the rules of their Banking Association. 
That may work all right in Canada but in India where you have a great 
many banks of an entirely different nature, private bankR, indigenous 
bankers, etc., you could not produce an Act which would cover the whole 

lnt. I. 
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Mr. Marker: I do not like tin' Act relating to Canada. I <lo not ap¬ 
prove of the lines of the Canadian Act because, in all respects there is 
too much detail—it lays down how to fill up a casual vacancy on the Eoard 
of Directors, how the voting should be done, cte. What we want is not 
on the lines of these details. These things could be left to the, companies, 
but there are certain restrictions which arc necessary, for instance, publi¬ 
cation of accounts, keeping proper reserves, etc. Until all these provisions 
are incorporated in un Act. whether it is a Companies Act or private bank¬ 
ing AH, how can these things be enforcedV 

Mr. Currie : Well, we have made certain provisions which, we think, 
would be useful if inserted in the Companict Act. Other provisions 
muBt vary according to the business which the bank is doing and it would 
he very harmful for some of them if an Act was drawn up which please 
some uf the banks in a particular case. Therefo-o. we think, it would be 
better if those particular cases were met by tie Articles of Association 
and we propose that legal powers should be given to the Registrar to see 
that provisions which he thinks are suitable arc made to cover those points. 
But drawing up a law would be a very difficult 'hing and probably would 
be very harmful (o some of the banks concerned so that we think it would 
be better to give powers to the Registrar to see that proper regulations are 
in the Articles of Association, without definitely stating them in law. 

Dr. Trip : The present Companies Act contains provisions with regard 
to banks. It is only an extension of the preset t situation. 

Mr. Sdikc.r. I cannui s.e how a measure, say for the purpose of audit 
of aceomiis. v. ill weaken me responsibility Ml directors. 

Mr. Currie : It refers to regulation of reserves and things like that. If 
you make a law that so much should he provided for bod debts, share¬ 
holders will say. ‘You have done what the law requires and now we want 
the rest for dividend.’ Thus regulation will tend to take the responsi- 
biliiv off (la' 'boulders of directors and auditors. 

Mr. Dih.-L lrii: Bm noi if you la v down that u minimum amount should 
be put to reserve. 

\fr. Cmrie : Tin- minimum lends to become be maximum if yon put 
that in law. 

Dr. Trip: In mv country for instance it is always in the Articles of 
Association. 

Mr. Marker : Articles must be framed wit h grant cure, but there must 
be a basis ou which they should be framed. If there is no basis under the 
law drafting them each company might do it according to its own choice. 
In order that the articles might be scientific them must be some basis. 

Dr. Trip: 1 cannot see how you can make provisions by law in regard 
to the amount fov instance to be put to reserve. You can pul a minimum 
but that bus mo importance, because il must be considered year by year 
bv the management and 11n- auditors. 

Mr. Marker: There must bi- some provision that auditors should look 
to, say. provision for bad d-bis. Rut. all legal provisions do not weaker 
responsibility. 

Tor,, iv. 2 ,T 
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Mr. Currie: All regulation does not, but regulation tends to stereotype. 

Mr. Sarker: Will you give absolute discretion to the Registrar of Joint 
Stock Companies to accept or refuse the Articles of Association of any 
banking firm or will you give him some basis 9 

Mr. Currie: We later on give some basis. 

Mr. Sarker: For that purpose special legislation is necessary. Bank¬ 
ing provisions will not be applicable to all joint stook companies. If I 
start an industrial company, I cannot provide in the articles of association 
that the company will not do any other trading. 

Mr. Currie : There may be a special article for that. 

Mr. Sarker: You will provide some basis according to which he will 
scrutinize the articles and accept or refuse them? 

Mr. Currie: Yes. 

Mr. Sarker: 1 do not understand the last sentence of paragraph 4, page 1. 

Mr. Currie: We consider that shareholders should read the articles of 
association as they are, and if they find that they do not cover a great 
many of these points, they should take steps at a general meeting to 
propose that they should be included in the articles. 

Mr. Sarker: If they do not care to do so, how can you compel them? 

Mr. Currie: 1 do not think you can in the case of an existing company. 

Mr. Sarker: If these requirements are provided for in a new modified 
Companies Act or Banking Act, the existing companies will be bound to 
carry them out? 

Mr. Currie: I think the very fact that a law has been passed is suffi¬ 
cient and directors will try to comply with it. 

Mr. Sarker: Will it induce shareholders? 

Mr. Buckley: Shareholders in this country do not take a great deal of 
interest in the articles of association. 

Mr. Lamond: You have got a Shareholders Association. 

Mr. Burl,ley: We have one in Calcutta. 

Mr. Sarker : There is also in Bombay a Shareholders Association. 

Mr. Buelrley: I do not think there would be any objection to putting 
a clause in the Act that existing companies must bring their articles of 
association into line. Otherwise the directors of the existing companies 
would do nothing. 

Mr. Sarker: How do you feel that the Reserve Bank or a bankers’ asso¬ 
ciation will he able to influence the policy of individual banks? 

Mr. Currie: The Reserve Bank will have the power to aeoept the paper 
or bill of a bank for rediscount, and if there is an association to make rules, 
these rules will bring about all the minor improvements which are wanted 
without making laws for them. 
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Mr. Sarlter : I do not know whether all the banks can be linked up 
with the Ileserve Bank. How will the Reserve Bank be able to improve 
business methods it there is no legal provisions? 

Mr. Oniric: In Appendix I, we suggest thre e bankers’ associations one 
jf which is the Indigenous Bankers Association, and we propose that the 
Ileserve Bank should work through this Association. 

Mr. Sarkcr, : Will that, be a voluntary association? 

Mr. Currie : To begin with it will be voluntary. 

Mr. Barker: If they do not form themselves into an association, how. 
can they be compelled to do it? 

Mr. Currie * Then you might have to bring some legal obligation in. 
But I think it would be better if a thing started voluntarily. An Asso¬ 
ciation formed under compulsion, becomes unpopular and will not, therefore, 
be of much use. If we start a voluntary association and the indigenous 
banker sees that he can get better facilities by joining it. I think you will 
find that he will join it. 

Dr. Trip: We are under the impression that compulsory measures in 
1 usiness do more harm than good. It is better to convince people that it 
is to their interest to improve matters than to compel them by law. It is 
our experience, that people are inclined from too beginning to go against 
compulsory measures. In the U. S. A., they have a good many legal 
provisions with regard to banking, but these have not prevented failures 
and difficulties in the banking position there. As Dr. Jeidelg said, there 
are some even in the U. S. A., who are of opinion that these failures and 
difficulties are the result to a certain extent of legal provisions. 

Mr. Sarkcr: Our experience here is this. We started an Insurance 
Companies Association A or 5 years ago. Since then there have been 
staided four associations. These are voluntas associations. If there 
was a law that there should be one association and it should have 
certain advantages, then matters would have been better than they are 
now. 

Dr. Trip: At the present moment indigenous bankers are not bankers 
in the strict sense of the word. How could you compel them to become 
•bankers and give up other business activities wh ; c.h they carry on now? 

Mr. Sarkcr: Tf there is a. provision that an Indigenous Bankers Associa¬ 
tion should be instituted in every province and that bankers who are 
members of this association will have certain facilities from the Reserve 
Bank, then the association will prosper, otherwise not. 

Dr. Trip: Do you intend that the Association should prohibit those 
indigenous bankers who are not members of it 1o do any banking business 
in the country? ■' 

Mr. Sarkcr: No. The indigenous banker who is not a member of the 
association will not get certain privileges from the Reserve Bank. 

Dr. Trip: Then why not leave it to the Reserve Bank to take action? 

Mr. Sarkcr: If there is no legal provision, there will be many associa¬ 
tions and there will be competition between themselves. 

Dr. Trip: You have an association for the indigenous bankers in Bom¬ 
bay. I got the impression from what I heard from Sir Purshotamdas 
that the indigenous bankers, as far as he knew them would be prepared 

2 h 2 
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to follow these lines. If yon read the provincial reports, you find the 
position ol the indigenous hankers is that with the competition of joint 
stock banks on the one hand and that of the co-operative movement on 
the other, they should be prepared to do likewise. Although on princi¬ 
ple we have no great objection against the institution by law of these 
associations wc are of opinion that you can, through the influence of the 
Besene Hank and propaganda, make the indigenous bankers see their own 
interest in becoming members of the Indigenous Bankers Association. 
Compulsory measures by law are always to a certain exfeul hateful things. 
This, in any case, is our experience in our country. 

Mr. Barker: In India the situation is quite different. Is ihe Canadian 
Association a voluntarily formed one? 

Mr. < VjxxWx : It was formed by all banks 

Mr. Barker: It has got statutory recognition. Even the starting of 
these associations must receive statutory recognition as in Canada. That 
is there should be an Act incorporating the Bankers Association. Tn 
Canada ilmy art not an entirely voluntary agency? 

Mr. Cassch: In Canada the reason for incorporation oi' the Associa¬ 
tion was that all banks wanted that it should have a legal status. 

Mr. /.’ iickh ji : In Canada there are only 11 bunks. It was quite easy 
for them to form themselves into an association. 

Mr. CaxscU: We suggest that different forms of banking should have 
their own associations. 

Mr. Sn'ki r: There also you will find ii difficult. Exchange banks 
not only do exchange business but also a lot of commercial business. 
Indian bankers may also have exchange business. 

Mr. Currie: Eventually they will all be merged into an association. 
’.The Indian Bankers Association may decide to issue monthly statements, 
balance sheets, and so on. It would not be possible for exchange banks to 
issue similar statements because they would nol be able to get their figure? 
from London or New York. There must he some differences which will 
have lu Lie met. and wc thought that lor the (inn 1 being it might be better 
to have separate associidions. 

Mr. Buckley: So far as exchange banks arc concerned the figures that 
they would have to supply are available in India, and no reference to 
London or New York would be necessary. My own bank in Calcutta oj 
in Bombay can eollecl and submit them within a fortnight for the whole 
of India. 

Mr. Currie: I do not see any objection to there being one association. 

Mr. Mann. Bubcdar: They will not supply their figures unless there is 
seme kind of obligation to do so. The Association must have foundation 
in law somewhere. Take flic British Medical Council. T? 1 am struck 
olT their rolls. T cannot practise as a doctor. 

Mr. Barker: What. T am driving at is this: assuming so many condi¬ 
tions will have to be provided for. whether it would not be better to hav* 
n new measure. 



Mr. Buckley: It need not bo as elaborate as the Canadian Bank Act. 

Mr. Manu Subedar: It may have a minimum amount of regulation, 
hut it will be a separate law, easy, intelligible. 

Mr. Buckley: Instead of simply revising thi Indian Companies Act-, 
the provisions in ihc Act relating in banks could be taken out of it, and 
other provisions considered necessary added to Ihent, mid the whole formed 
Ulo a Mank Act. 

Mr. ('.unit: Il you do not lliiuk that l lie rot uircmeiils will be met by 
a few additions to the Indian Companies Act, I do not think there con 
be very great objection on prineiplo to having them incorporated in a 
special Act. 

Mr. Bamda* Pniituln Can we. have a Rank Acr without defining a 
bank? I think, and the experts have also shown, that considerable diffi¬ 
culty will be experienced in preparing a definition of a bank. 

Mr. Surlier: The sumo difficulty will arise in the case of Indian Com¬ 
panies Act also. When you say that these provisions will apply to a 
bank, you will have to define a bank. 

Mr. Bamdas Pantulu: We know what banking business is. You can 
have a provision in the Indian Companies Act relating to companies doing 
banking business because any company can do banking business. But if 
you have a separate Bank Act, you will certainly have to define a bank. 

Dr. Trip : How are you going to define wha:- is now called the indige¬ 
nous banker? If you extend your provisions to indigenous bankers, you 
will be doing harm to the country. 

Mr. Sarker: My idea is regulation of joint stock banks and not indige¬ 
nous bankers. 

Dr. Trip : Then I think it is only a question of procedure. 

Mr. Manu Subedar: You are suggesting provisions in regard to regis¬ 
tration, working, audit, directors, liquidation, etc. These are all provi¬ 
sions which will not be applicable to other joint stock companies. What 
Mr. Sarker says is whether it would not be more convenient, simple, in¬ 
telligible to have the regulations in one Act. It need not be very elaborate. 
I understand you are against too many regulations. A bank manager or 
director will not then have to wade through sub-sections of (he Indian 
Companies Act. 

Dr. Trip: II is a question of procedure. You nmy have a chapter 
in the Indian Companies Act regarding banks. But whether you will 
prefer to have a chapter in flic A cl or ;v sc part to Act I Ihink we. have no 
objection. 

Mr. Surkrr: Y-m haw an Act for joint siock companies although the 
nusiin-s-- they i|i> i> being done b\ traders. Yon haw no regulations for 
ihc traders. 

Mr. Manu Subedar: Their regulations would more suitably come through 
heir t.wn Association and through the co-operation of the Reserve Bank. 
Tbev would }•»»><• to observe certain rules, but with regard to joint stock 
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companies particularly, I wonder if you recollect what Dr. Jeidels said 
about the advertisement of a bank. That sort of bank would not be a 
member of any Association, but to the public would still remain as a 
bank and go on doing its harmful business. There would be no method 
of preventing them unless there was a specific law which laid down certain 
requirements which such companies would have to observe. There may 
of course, be weak or bad business, but not this duping of tho public. 

Mr. Currie: You do not need a specific Bank Act in order to bring 
that about. 

Mr. Maim Subedar: You have suggested a good many points over 
which the feeling in this country is very definite. Some of us feel that 
it would be better if all these points, instead of being tacked on to the 
Indian Joint Stock Companies Act, were put in a simple and intelligent 
form. The duties are now laid on the Registrar who is a very over-worked 
official. In the U. F. he is doing not only company registration business, 
but has several other important functions. In Bombay he is the Official 
Trustee. Sometimes the Director of Industries is in that position as in 
Bihar. It is a matter the details of which are perhaps not known to 
you, but it would be better if the obligations to see that the Act is properly 
observed were laid on a specific authority. I myself should think that that 
authority should work in co-operation with the Board of the Reserve Bank, 
but whether that would not be a better system than merely leaving it 
loose in the Companies Act is a matter of procedure about which you have 
no objection? 

Dr. Trip: No. 

Mr. Ramdas Pantulu: I am not sure I followed Mr. Sarker about adding 
a chapter to the Indian Companies Act. You agree that a chapter can 
relate only to banks or companies registered in India under the Act as 
joint stock companies. Therefore, you exclude from the scope of that 
chapter both indigenous bankers who are not joint stock bankers as well 
as all bankers whose head offices are in foreign countries and who are not 
registered in India. If you have a Bank Act, it must cover not merely 
a. part of the Indian Companies Act as it i» called, but it must be an 
'Act which will relate to all banks in this country. I do not see how you 
can by regulations incorporated into a chapter of the Indian Companies 
Act regulate the conduct of banks whose head offices are not in India and 
who are not registered in India. 

Mr. Sarker.: The foreign banks can be brought in by making suitable 
Amendments in the Companies Act, so long as they do business in India, 
but I agree that the indigenous bankers cannot be brought in. 

Mr. Ramdas Pantulu: You think that the Indian Legislature can legis¬ 
late an Indian Companies Act for the conduct of banking companies whose 
head offices are elsewhere than in India and who are not registered in 
India? 

Mr. Sarker : So far as their business in India is concerned, they oan be 
controlled by provisions in the Indian Companies Act. 

Mr. Buckley: The English Companies Act, 1929, does apply to com¬ 
panies incorporated outside England. 

Mr. Ramdas Pantulu: That is with regard to certain returns. 
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Mr. Buckley : It seems to me that there is no reason why the Indian 
Companies Act or the Bank Act should not also apply to companies in¬ 
corporated outside India. We were just now talking about having a small 
Bank Act, but joint stock banks in this country are at present governed 
bv the Indian Companies Act in regard to various matters such as con¬ 
stitution uuu incorporation, articles of association, share capital, mainten¬ 
ance of registers of members, management and administration, meetings 
and proceedings, qualification, appointment and liability of directors, restric¬ 
tions on commencement of business, debentures and floating charges, 
maintenance of books and accounts, etc., etc. These provisions refer not 
only to joint stock companies, but also to banks. So that, if you are going 
to have a separate Act, all these would be removed from the Indian Com¬ 
panies Act and inserted in the Bank Act. Do you not think however 
your point would be met if we had a separate chapter in the Indian Com¬ 
panies Act? 

Dr. Trip: I think it would be the most practical procedure to make one 
chapter containing special provisions with regard to banks. 

Ch. Mukhtar Singh: It is a part and parcel of the same Act. I feel 
that when there is an Act. which consists of different chapters, a number 
of provisions not contained in one particular chapter will also apply to 
that chapter. 

Mr. Buckley: Could not that be overcame by reference to sections? 

Mr. Manu Subedar : Apart from what Mr. Mukhtar Singh says, the 
interpretation of all the sections would still remain except where they are 
over-ridden by supplementary instructions. Again the whole body of case 
law will remain. If there is a case decision on any ordinary joint stock 
company, in regard to the interpretation of certain sections, that case 
decision will apply to banks as well as to companies. We would probably 
come across one or two cases where the courts, for purposes of practical 
exigencies, have laid down certain rules for ordinary joint stock business, 
but for banks whose business is of a different class from the ordinary joint 
stock company, whose losses are to be borne in a larger measure by 
creditors than in the ease of an ordinary joint stock company, the case 
law may differ. From every point of view and as a matter of practical 
convenience. I think a separate Bank Act would be much more suitable. 

Mr. Sarker: Your difficulty can be got over by providing in the Bank 
Act, so far as constitution, capital, etc., are concerned, that it will be 
governed by the Indian Companies Act as in the case of the Indian In¬ 
surance Act. 

Mr. Ramdas Pantulu: As Mr. Currie has put it, it is a question of 
procedure. Whether you have a separate Act cr a separate chapter it 
would not matter, but many parts of the Act would be applicable, because 
the bank is also a joint stock company. Therefore, the general provisions 
of the Indian Companies Act ought to apply to Indian banks, but you 
ean say that certain specified sections would not apply to them. 

Mr. Devadhar: If we lake away the provisions out of the present Com¬ 
panies Act arid form a separate Bank Act, would it cause much confu¬ 
sion? 

Mr. Currie : I do not think so, it will mean cooying out nearly tti e whole 
of the Joint Stock Companies Act and it seems to me cumbrous procedure. 
It seems very much simpler to add a chapter with special provisions. 
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Mr. Deoadhar: Is this difficulty got over in other countries bv adding 
a chapter to the Companies Act? 

Mr. Currie : Yes. 

Mr. Mauu. Subedar: You have read the sub-committee's report on the 
Hegnlation ol' Hanking. There were many points raiser) in it which you 
have analysed into live sections. The first section, is referred to by you 
as “those which would hamper free competition and the de.velopme.nt of 
banking and which ought not to be. adopted.” With regard to flic points 
which you have adopted, there would not be much controversy, lint witli 
regard to those \on have omitted, could you give us the reason why in 
your opinion they would hamper free competition? Those views were 
placed before us b\ responsible witnesses from various quarters. 

Mr. (■ arrir : I took from the report- all those suggestions which T thought 
desirable or on which some action ought to be taken. 

Mr. Mann Subedar: We want to know a little more of ilie grounds on 
which yon have omitted those which yon have actually omitted. 

Mr. Currie: Can you suggest any point I have left out? 

Mr. Hue hie ij : Could you give IUr. Currie the main points of omission? 

Mr. Mann Subedar: T cannot run them over in my mind. I should 
like to have it from him whv he does not want the provisions which he 
has omitted. 

Dr. Trip: A very large number of proposals were made to the Com¬ 
mittee and we have read as carefully as possible the report of the sub¬ 
committee. We. tried to sift them into five groups. It would be very diffi¬ 
cult for us to deal with them point by point. 

Mr. Mann Subedar: If you prefer it, Secretary will make out a list 
of the points which you have omitted horn your recommendations and 
then you could say whether to all of them your clause (i) would apply, 
j'.r., those which would hamper free competition. 

Mr. Currie: I have no objection to the procedure you propose, but I 
thought the better way would be. for the members of the Committee to 
bring before us those points in which fTiey are interested and which we 
have omitted. 

Mr. Baehlcji: 1 suggest that the Secret ary be asked to draw up a list 
iif those points which come under heading (i) which have been omitted 
from the recommendations and then wo can take np the discussion. 

Mr. Maun Salmi,ir : It is a postulate that there should he live and full 
competition and free growth. On (he other hand, all regulation is an 
evil. I take it from you, and r also share that view, but it is a necessary 
evil and if they wore not necessary, various countries in the world would 
not have, made laws or regulation*. They arc itisfc as binding and effective. 
Some kind nf organisation is necessary. The only point 10 decide in India 
is to what extent wo should go. In India there have been a large number 
of weak banks which have run hadlx and failed and the reports of various 
liquidators indicate the directions and methods by which fraud or mis¬ 
management takes plane. I hope y.m have read some of these reports, 
ft is not possible to provide altogether against fraud and mismanagement. 
Human ingonuilx will eonee.ive' of various means of providing against 

Put publieitv, the rosponsibiliiv 1,1 the shareholders, proper fixing of 
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the responsibility of the directors, etc., arc some. For example, a director 
could be made personally liable for the losses incurred by the bank. He 
;s liable under 1-lie Companies Act at present, bvt whereas that provision 
may bo perfectly in order with regard to joint stock companies, it is rather 
loose with regard to banks. I know of bankin': companies which went 
into liquidation in which t-lio directors paid nothing to (he creditors. T 
am only indicating generally some of the methods by which we could 
reduce the amount of fraud or mismanagement a? much as possible. You 
would have no objection to these ideas? 

Dr. Trip: It strikes in. from a perusal of tie various cases of fraud 
iliat have 1 nlcen place in this roiintn that most of them are already 
provided for in the Act itself. Action is taken by the management, by 
•he Hoard of Directors, and oven by the auditors .•ontravy to the provisions 
m the Act, which proves that legislation cannot be effective. 

Mr. Mann Siibrdar: Yon know that- there is some difference between 
the certificate of the auditor in this country and the certificate which 
auditors are required to give in other countries? 

Dr. Trip: We have made proposals in regard to thi6 matt er and we 
have taken those, points which \v« consider n asonable and which we 
think would do some good to the country. 

Mr. Mann Subcdar: 1 am not arguing beyond the points you have 
mentioned. I am saying that every country must frame its own regula¬ 
tion according to the local situation of which, in India, you will agree, that 
you, gentlemen, have a somewhat limited acquaintance, whereas some 
of us have been through it. While granting the general principle that the 
smaller the regulation the better, if a regulation forces proper responsibi¬ 
lity on the directors, the managers and the auditors of a banking com¬ 
pany, but if the provisions of the joint stock bank are not clear on this 
point, you would have no objection to the regulation being devised with 
f-his purpose in view, even if you think that ultimately they would fail, 
because those who mismanage are cleverer than the Legislature? 

Dr. Trip : It js generally the ease not in this country alone, but practi¬ 
cally in all countries. 

Mr. Mann Kitbcdar: Still the Legislature should, whenever a flagrant 
position is disclosed, try and adjust its requirements and obligations as 
much as possible. That is the foundation of all law for all subjects. 
Would you disagree with this suggestion? 

Dr. Trip: No. this is one of the subjects wlicli is perhaps most diffi¬ 
cult for us lo give an opinion on, because as you rightly observed, we are 
not iu a position to know the whole situatioi with regard to banking 
regulations in this country. Wo can only speak from our experience: we 
have no confidence in the influence of legal piovisions. Our experience 
is fhiii such provisions gen oral )v do more harm than good. But we are 
quite prepared to discuss any suggestion yon want to make on anv of 
the points that we have omitted. 

Mr. Man,i Snbfihir • V' hi have yourself emphasized in various places 
that conditions in Tndia differ from conditions abroad. Amongst the con¬ 
ditions which differ arc the ignorance of the mass of Hie people, the 
joint stock oompnm nrg uiiz.alion itself which is foreign ineiliod and 
:hf iolnr stock bank iisi if which is foreign nstituiioi! planted on the 
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soil of India; and there may be, in more directions than one, loopholes 
devised by those who commit frauds which may be known to us but with 
which you may not be as familiar as some of us. I say this with all 
respect and I hope you will not take it amiss. 

Dr. Trip: I agree. 

Dr. Hyder: You say you cannot define a bank, but can you not 
lay down the business that a bank should transact? Even when this 
Banking Committee has been sitting, banks have been started under the 
articles of association of which they can do any business under the sun. 
Therefore, it appears to me that even if it is difficult to define a joint stock 
bank, an indigenous bank and other banks separately, it might on the 
whole be better to enumerate their different banking businesses. 

Dr. Trip: I do not see how you can ever specify the business of a 
bank. You may probably be able to say what business a bank should 
normally transact, but you cannot define all the business which a bank 
ought to do. Supposing a banker has made a large loan to, say. a cotton 
mill on the security of the cotton, if the mill fails, it will have to sell the 
cotton so you cannot specifically say that that banker would deal in 
cotton. 

Mr. Mamt Subedar: Is not that dealing with the assets which come 
into the bank’s hands? In the Imperial Bank Act there is a provision 
by which you may not deal in property, but you are entitled to deal in 
property which falls into your hands in due course. Some provision may 
therefore, be made and in doubtful cases there should be some form of 
interpretation. 

Dr. Trip: I think there would be difficulty even there. 

Mr. Buckley: In regard to the proposals which necessitate amend- 
ments in the Indian Joint Stock Companies Act, you say that “the Articles 
of Association must prohibit other activities than banking”. 

Dr. Trip: That is more or less a guidance to the Begistrar whether he 
should allow the company to be registered under the Articles of Associa¬ 
tion. 

Mr. Mann Subedar: The Registrar is a human being and you will have 
to provide him with something to which he will look when he is in doubt, 
so that some bind of provision would have to be necessary and the amount 
of discretion would have to be limited? 

Dr. Trip: Yes. 

Dr. Hyder : Coming to the Articles of Association, you say that these 
should be scrutinised with great care, etc. Later on you say that these 
Articles should be in accordance with law and the Articles of Association 
of such companies as are not in accordance with law should not be 
recognised by the Registrar. I suppose vou refer to the Indian Companies 
Act? 

Mr. Currie: Yes. 

Dr. Trip: Of course there may be provisions in other Acts which havs 
to be taken into consideration as well. In my country, for instance, if 
the Registrar finds a provision in the Articles of Association contrary to 
any provision in the Act or law, he refuses registration. 
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Or. Hyder: There is one difficulty here: many of these companies 
draw up their Articles of Association and reserve to themselves certain 
rights. They want to get out of the law, and the law, I think, is power¬ 
less in this regard. 

Dr. Trip: Such companies should never be registered. 

Mr. Manu Subedar: May I suggest that you gentlemen have made a 
mistake in not distinguishing between the Memorandum of Association and 
the Articles of Association ? The position is that the Memorandum of 
Association can never be changed without court’s sanction but the articles 
of association can be changed bv a majority decision of the shareholders, 
say. by a two-thirds majority or so, as stipulated. 

Dr. Trip: The position in my country is that the articles of association 
are a permanent thing and cannot be easily changed. 

Mr. Manu Subedar: In order to avoid all possible expenses, the 
trouble uud the delay, generally very wide powers are given in the 
Memorandum of Association. You do not really mean that these wide 
powers should not be there in the case of a banking company. 

Dr. Trip: That is true. 

Mr. Sarhrr: The articles of association must conform to the Indian 
Companies Act, but up-to-date no distinction has been made between- 
joint stock banks and other joint stock companies in this respect. 

Mr. Manu Subedar: There is nothing in the present law to prohibit 
a bookseller from setting up banking in this country. 

Dr. Hyder: Do you not think that for the guidance of the Registrar of 
Joint. Stock Companies, apart from other factors, the articles of association 
must be standardised? 

Dr. Trip: There may be danger in so doing. We cannot make it 
uniform. The articles of an Indian exchange bank cannot be the same 
as that of an Indian joint stock bank doing ordinary commercial business. 
I am very much afraid of making the legislation too strict in these matters. 

Dr. Hyder: My point is that money is withdrawn by people and it 
is squandered and then comes the liquidation. There ought to be certain 
standard proofs to guide the Registrar^ the shareholders and the company 
as a whole so that the company does not get better of the investor or 
vice-versa. 

Dr. Trip: I do not know the special circumstances of this country 
but my impression is that it would be better to follow general lines. 

Dr. Hyder : The difficulty to my mind is this that banks are started 
which combine banking with other activities. It is not the indigenous 
banker alone who is doing this and that is why we feel that something 
ought to be done in this respect to prevent such different activities. 

Dr. Trip: As I have already said it is not possible to have one standard 
form of articles of association for an ordinary commercial bank, an ex¬ 
change bank and an industrial corporation. 

Dr. Hyder: Supposing we got over that difficulty by dividing the 
banks into different classes as are required, such as exchange banks, 
ordinary joint stock banks, industrial banks, co-operative banks, indigen¬ 
ous banks and so on, do you think that would help in the development 
of sound banking in this country? 



Dr. Trip: I doubt whether such a. scheme would worn satisfactorily 
ana whether such specifications could be made at all. 

Dr. Hyder: You say that the shareholders of existing companies should 
examine the articles of association. Do shareholders in any paid of the 
world take an active interest in the work of banks of which they are 
shareholders? 

Dr. Trip: No. not ilinrilv. I oil tie- I’m medal press gcnernllv takes a 
good deal of interest in those matters and ilie shareholders get to know 
about the working through such journals. 

Dr. Hyder: Experience in our country is that t lie shareholders take 
little interest in the affairs of the haul; except i<. hear whether ii is 5 
per cent, or 10 per cent, dividend that they have to get. 

Dr. Trip: That is quite true. Shareholders begin to take interest in 
a concern only when ihe business lias gone wrong. That is the case 
in &11 countries, lint when a new company is started and when shares 
are' issued and if the articles of association were considered unfavourable 
by the financial press, tber. 1 lie issue of the shares would prove a failure. 

Dr. Hyder: We have in this country unfortunately no financial press 
—not ever* financial supplements to newspapers. 

Dr. Hyder: You say that the authorised capita] of a bank should not 
be more than double the subscribed capital and the paid-up capital should 
not be less than J>0 per cent of the subscribed captial. Supposing the 
paid-up capital of a bank is only Rs. 2,000. you would not advocate the 
starting of such banks in tlie country I want your opinion whether it 
would be advisable to have certain minimum limits fixed with a view to 
check the growth of mushroom banks. 

Mr. Currie: Ts it not difficult to have a limit placed like that? 

Dr. Hyder: I feel that the whole development of banking in this 
country is in the direction of formation of big banks. 

Mr. Currie: If for instance a village bania converts his business into 
a joint stock concern on modern lines with a small capital, would that 
capital not be large enough? 

Dr. Hyder: I have not quite fully considered that point whether the 
baiua would try to convert his business into a joint stock concern. 

Mr. Ranidas Punlnlu: The witnesses who appeared before. Ibis Com¬ 
mittee were almost unanimous in their demand that sonic limits should 
be placed. 

Mr. Currie : I have no particular objection 10 have some limit placed. 
Mv only point is that it- will also retard the development, of healthy 
banking to some extent if \\c made the iimii too high. 

• Hr. Deradhnr: Now that you have known a ynod deal ->l 'he hulk of 
the banking business in this country, what limit with a view •' poo cut 
frauds would von suggest that hanks should possess as initial paid-up 
capital to begin business? 

Mr. Currie: Perhaps a very small capita 1 would In- eiioweh for i bank 
to do- business in a small provincial town our d-al may not b? ' in 4 case 
in ». hi>r eitv like t'alemta. 
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Mr. Deradhar: Would you. therefore. specify any limits fur rural a tut 
urban areas separately or would you leave it- lo the members concerned 
to make t heir own decision in I lie mailer' 1 

Mr. Currie : I am very much in favour of (he latter suggestio.u. 

Mr. Buckley: There has been quite a large growth of mushroom 
banking organisations in this country. One is called the Midland Bank 
and there are others who call themselves by tig names. These banks 
start their business with attractive prospectuses uid go to allotment with 
a very small working capital. T have amongst my papers the details 
of a bank which opened in Clive street, in Calcutta, with the magnifi¬ 
cent. amount of Its. ."iod us paid-up capital ifter payment of initial 
floatnfion and other expenses. What I. iherefoie. suggest is that while 
it nun- be enough to have 10 per cent, of the si bscribed capital to begin 
business in a small mufti-sil town, it would be hopelessly inadequate in 
large cities. 

Mr. Sarker: From 10o7 to 1311 there was mushroom growth of Indian 
insurance companies. As a mailer of fact in Bengal and Madras almost 
every district town had its own insurance companies. Then as soon as 
the insurance Act was passed demanding a security of Us. 25,000 as tL 
minimum, these mushroom organisations died out and the Indian business 
in insurance lias now been put on sound lines. 

Mr. Mann Hubcdur: The Company Lruv at present requires that one- 
tenth of the subscribed capital i< to be paid-up. Do you not considei 
that inadequate at least s<> far as banking instate lions are concerned? 

Mr. Currie: Thai is so Sonic bigger proportion must be placed. 

Mr. Of rod liar: You have -mgidsiod the 50 pc- cent, limit. 

Dr. Trip: That is so. 

Dr. Hydei : You suv "In the second place, it may be pointed out that 
no banking regulations can prevent unsound management, losses and 
failures". Your point, ilteivfore. is that on sound management alone 
depends tin- success of a bank. 

Dr. Trip: Certainly. 

Dr. Ilydcr : May 1 know bow you in England pick up members for UK 
Boat’d of -Management of a concern. Though not to a large extent but to 
some extent. I understand, people in England show a partiality toward* 
some of our retired tlovernors and high officials with flowing titles behind 
them. Sound banking deiieiuls much on the (federal Manager. I do not 
know what you have to -suggest lo us so that we gel (lie proper type 
of men. 

Mr. Currie: When a ••ompaiiy is started in England. Ihe first, thing 
that people would k»>k at is whether it is a respectable concern. In this 
country f understand mosi business is done through the Managing Agency 
system. 

I)r. 11 :id 11 : Of coin's. . ila |»-ople know that ii is a respectable 
firm bui ihe complaint which I was coming to was this, they say that 
on the boards of management, specially in Bombay and Calcutta, they 
get. as directors either retired politicians or very old gentlemen and they 
tlii not give younger fellows a chance. 

Mr. Currie: T think the experience of old men is probably very useful. 
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Dr. Hyder: That is so. They have a wide knowledge of affairs and men 
of the world. That is why they are there. But here I do not know how 
we are going to secure an efficient Board of Directors because it seems 
-fco me that it is a matter of getting the man and of not making too many 
rules and regulations. 

Mr. Caseels: A good name which everyone knows gives confidence. 
But they try to get many of their directors from what they call business 
men, men high in the commercial world who will attract business, who 
have wide affiliations and will bring the bank business. That is a very 
important point. 

Mr. Manu Subedar: Do you want managing agents as directors for 
banks? 

Mr. Currie: No. 

Mr. Currie : Then you must look at the name of the Chairman and of 
the broker who is going to make the issue. 

Mr. Caseels: You should also see the name of the auditors. 

Mr. Manu Subedar: You see the whole position. But there are defects 
in our investment market. We do not have institutions parallel to what 
you have. 

Mr. Currie: Yes, of course, we realise that. 

Dr. Hyder: You say on page 8, proposal (h), Articles of Association 
of all joint stock companies should be published in the official Gazette. 
That is to say after approval? 

Mr. Currie: Yes. 

Dr. Hyder: You think these should be published in the press also? 

Mr. Currie: I think so, but I would not like to lay it down that in 
this country new banks must go to the expense of publishing in the 
press. 

Dr. Hyder: On page 4 you say directors and auditors shall be liable 
for De<digency in discharge of their duties. Of course, if the duties are 
definitely 0 clear, they will be liable for failing to discharge them, but when 
there is no clear cut scheme of duties laid down, I am afraid this negli- 
gency would not come in. 

Mr. Currie: That is a question for a court to decide. 

Dr. Hyder: Further on you say loans to a limited company, the 
directors of which are also the directors of the bank. 

Mr. Currie: That should be "A director of which is also a director of 
the bank”. 

Dr. Hyder: Take the case of a- man who is a director of a limited 
company and the same man is a director of a bank. Now it all comes 
down to what type of man you have. 

Mr. Currie: I do not see how you can provide for that by law or even 
bv regulations in the Articles of Association. 

Dr. Hyder: To come back to my pornt. the success or failure really 
depends on the kind of man you have. 
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Mr. Currie : It does in every country I think. 

Dr. Hyder: That is the difficulty. 

Dr. Trip: We think the only thing to do is to leave it to sound manage¬ 
ment and sound auditing. But you can never prevent wrong practice 
by law. 

Mr. Currie: In the case of a director of a oank who is a director of 
another company, \ou say, if you are going to make a full disclosure, that 
any bank you like has lent 50 lakhs of rupees to such and such industrial 
company, well that at once affects the industrial company as well. 

Mr. Sarker: But we can improve the provision like this. When so 
much money lias boon lent lo a company, our company has some interest. 

Mr. Currie: You want to put that in the balance sheet? 

Mr. Sarker : Yes, it is in the balance sheet. 

Mr. Currie: I am rather of the opinion that that may give a very mis¬ 
leading view of the balance sheet. Supposing for instance a bank were 
to lend a erore of rupees to a firm like Tatas Lt may be quite legitimate 
and proper to lend anything up to a erore of rupees to Tatas but if they 
happend lo have a Director on their Board who :s also a. Director of Tatas, 
it would give an entirely misleading idea of the business .>f the bank. 

Mr. Lamond: That has actually happend. What happens in a case 
like that? If a director is director of a joint stock company and a pro¬ 
posal of that joint stock company goes up to the bank that director does 
not. sit. 

Mr. Buckley: He withdraws. 

Mr. Lamond: I do not sea that you can do anything more than that. 

Mr. Mann Subedar: Ts it conventional or is it provided in the rules? 

Mr. Lamond : It is in the Imperial Bank Act. 

Dr. Hyder: With regard to the last paragraph of your memorandum, 
Mr. Currie, T take it that your intention really here is to enforce publicity 
in banking, is that so? 

Mr. Currie : Yes. 

Dr. Hyder : That is that the mam proposition for a sound banking 
system is good management and publicity? These are the only two 
specific proposals that you make, have you any other proposals which 
may strengthen publicity in anything relating tc affairs of banks? 

Mr. Currie: Of course, the monthly statements which are made by a 
bank are made very largely for the purpose of statistics and the Beserve 
Bank would be the best authority to know what statistics are really useful. 

Dr. Hyder: We may make monthly statements of liabilities and assets 
without showing how the business really stands from month to month. 
We would like to have a detailed statement from these banks in order 
to acquaint the central authority, the Beserve Bank, with the business 
which these bauks are transacting. 

Mr. Currie : We feel rather that the Beserve Bank is the best, authority 
to say what statistics it wants. 

Chairman : Tn the 1928 Act it lays down the parti- r<*q med. 
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Dr. Hyder: I have not got the provisions in mv mind but I understand 
that in ail the countries in Europe the central authority wants more 
detailed information so that no man can go astray in reading’ these figures, 
so that every man can form a just appreciation of the banking that is 
done and the risks and the liabilities as regards losses that may eventually 
arise, to sec that their position is sound as regards the reserves in relation 
to liabilities, and such like. 

Mr. Currie: Well, of course, the Bank of England is rather u grand¬ 
mother to all the banks in England and if she has any idea that any 
bank is doing business which it should not. it asks for information on 
the subject. 

Dr. Hyder: Well, of course, we cannot have anything of that kind 
here. 

Mr. Currie : We feel that it. is not good u> lay down too many things 
that, the Reserve Rank inav call for. 1 cannot conceive that any bauk 
would refuse to give the Reserve Rank any information that is wanted. 
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16th February, 1931. 


Chairman (Sir Purshotamdas Thakurdas): I think we might begin 
now. I understand that we are discussing the banking regulations. 

Mr. Ramdas Pantulu: With regard to No. 1 of the statement in the 
supplement to this, may I know whether there is any such regulation in 
any other country? It has been suggested to us in this Committee that 
some such regulation would be useful. 

Mr. Currie: I think our opinion is that any regulation of that sort 
would really hamper the proper business of she bank, because although 
it sounds quite proper that they should not advance money on clean 
advances on immovable, property it is quite proper to make very large 
commercial loans with a collateral security of immovable property and if 
you lay down, a hard and fast law that you may not do this, you are 
going to hamper the business of the bank. 

Mr. Ramdas Pantulu: Do you consider it a good suggestion, whether 
it is sound principle to adopt in practice? 

Mr. Currie: If you define the advances against immovable property as 
merely advances made for the purchase of property and do include loans 
made in which immovable property is collateral security, then I think it 
is as well to adopt a policy whereby you do not advance too much, but 
I do not think it iq the proper thing to male legal stipulations on that 
point. 

Mr. Ramdas Pantulu: So on merits you would not support the sugges¬ 
tion? 

Mr. Currie: As a policy of directors I think it is right, but as a policy 
to be laid down I think it would be wrong. 

Mr. Ramdas Pantulu: Supposing the directors lay down this policy, 
do you think they would be right or wrong' 1 

Mr. Currie : Well, then I think there would be no harm in it. It would 
mean that in their particular case there was ro need to make such loans. 

Mr. Ramdas Pantulu: The second point I want to know is whether 
such regulation exists in any other country to your knowledge. 

Mr. Currie: I am under the impression that in Canada banks are not 
allowed to lend against immovable property, 

Mr. Cassels: That is so. The way they express it is they are not 
allowed to make loans against real estate. 

Sir Purshotamdas Thakurdas: Not at alb no question of proportion? 
They are prohibited from it? 

Mr. Cassels: Yes. 

Sir Purshotamdas Thakurdas: Is the prohibition in Canada in any way 
connected with your power to issue notes, las that any connection with 
it? 

Mr. Cassels: Well, it may have some connection, some indirect con¬ 
nection, but the main reason is that they do not think that banks carrying 
public money should tie up in long term loans. They are nearly always. 

Vol. rv. 2 i 
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long term loans on real estate. Canada has also experienced many n 
land boom which has brought disaster in its train and they do not want to 
encourage that; so they prohibit it. 

Sir Purshotamdas Thakurdas: All banks? 

Mr. Cassels : Yes. 

Sir Purshotamdas Thakurdas : Then when people who own land want 
to borrow, what do they have recourse to? 

Mr. Ca88eU: Special companies make a business of it. 

Mr. Ramdas Pantulu: Item 82 of the same statement, prohibition 
against the Director of a bank acting as a Director of another bank. jYou 
do not want regulations, but do you think it a sound rule to observe in 
practice generally? 

Mr. Currie: No. I do not think I do. If you said “prohibition of a 
Director of a bank acting as Director of a bank doing exactly the same 
business”, then I can see some point in it, but even then I am not sure 
that it is necessary. 

Mr. Ramdas Pantulu: Do not commercial banks, joint-stock banks, do 
the same kind of business? 

Mr. Currie.: In England we have a great many banks who specialise in 
business in some particular foreign country and they do not in the same 
way do a very large business actually in England. I consider that it is 
very desirable that a Director of one of the clearing banks in England 
might be also a Director of one of these banks which has interest in say 
trade between England and France. 

Mr. Ramdas Pantulu: Does such a regulation exist in any other 
country, that a manager of one bank should not be Director of another 
bank? 

Mr. Currie: I do not know of any regulation. That is a matter of 
articles of association. 

Dr. Trip: Do you not think it is a question that should be left to com¬ 
petition? I cannot see the possibility of the director of one bank being 
c-ieeted as director of another on account of competition. 

Dr. Hyder: Perhaps this suggestion is based on a single instance. X 
think the Sub-Committee had at the back of their mind the isolated 
instance of the Bank of England which had no distinct purpose. No 
canker can be a director of the Bank of England. 

Lala Harldshen Lai: Is that a practice or the result of a legislative 
measure or convention? 

Dr. Hyder: It is a convention in the Bank of England. 

Mr. Currie: Yes. 

Dr. Hyder: But 10 or 12 years ago they departed from that practice. 

Mr. Cassels: Merchant bankers can be directors of the Bank of 
England. 

Dr. Hyder: The thing is this. They do not want a member of a joint 
stock bank to gain knowledge of other joint stock banks and apply it in 
the case of his own bank. 
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Mr. Casseh: The Director of the Hongkong-Shanghai Bunking Cor¬ 
poration is not a joint stock banker in the English sense. The Shanghai 
Banking Corporation has its headquarters at Honkong. It has only a 
. London office. 

Mr. Ramdu8 Pantulu: Buie 59. May I know why you consider that 
•suggestion unacceptable for adoption? 

Mr. Currie : I think we have already covered that point by our sugges¬ 
tion that powers should be given to the Registrar. 

Mr. Ramdas Pantulu: What about existing banks opening new 
'branches? 

Mr. Currie: I can see no objection to an existing bank opening a branch 
anywhere in India. 

Mr. Ramdas Pantulu: There may already be other banks doing busi¬ 
ness in a place, and unhealthy competition might result if a new bank 
opens a branch there. Do you not think that somt authority is required 
to look into the matter so as to prevent unhealthy competition? 

Mr. Currie: If a new bank comes into a town where there are already 
2 or 3 banks it is because it hopes it can try and get business and make 
profit there. It must be that the existing banking facilities must be very 
expensive: otherwise it could not open a new branch and make profit. 

Mr. Ramdas Pantulu: But certain banks may be particularly .in an 
advantageous position to underquote and enter into a competition which 
will prejudicially affect the existing banks or branches of banks. The Im¬ 
perial Rank, for instance, can certainly offer facilities which an ordinary 
joint bank cannot. Do you think, simply because money is made cheap 
for borrowers, it is in the interests of the country, to allow the Bank to 
open a branch where joint stock banks are working properly? I do not 
say that the Imperial Bank will do it. I am only putting it hypothetically. 
The Imperial Bank with its large resources and Government balances can 
lend money at cheaper rates, and on account of its nrestige attract money 
at cheaper rates. Therefore joint stock banks actually doing business in a 
particular town, although thev give all banking facilities and are flourish¬ 
ing, will in such a case be subjected to competit ; on. Will not the idea 
that a bank like the Imperial Bank should be allowed freely to open 
branches conflict with the idea that joint stock banks should be. encouraged 
in this conntrv to open branches and extend banking facilities. I dare 
say the Imperial Bank ought to have the power to open branches but in 
consultation with some authority like the central bank or Government. 

Mr. Currie : I cannot see any objection to its competing. There may 
at the moment be an objection because the Imperial Bank Holds. Govern¬ 
ment balances. But when the Reserve Bank is started that position will 
disappear, and the Imperial Bank will then be in the same position as 
any other joint stock bank. 

Mr. Ramdas Pantulu: Suppose we have a bank'which, has facilities 
like the Imperial Bank. Shall we be right or wrong in telling that bank 
that if it wants to open a branch at n certain place where there are already 
other banks or branches of other banks, it should obtain the previous 
0 a notion of Government. 

Mr. Currie: From the point of view of the public it will really not be 
desirable to put nnv check on opening of branches. 

2 1 2 
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Dr. Trip : Do you not think it will be rather a dangerous principle to 
adopt. The Eeserve Bank might, later on, think it in the interests of the 
country to open branches, and if your suggestion that there should be no 
unfair competition were adopted, you would have to prohibit the Reserve 
Bank from opening branches. 

Mr. Ram dan Pantulu : I thought you told us the other day that the 
Reserve Bank would only enter the market in order to make its influence 
felt and that it would not compete. It is a quite different thing. 

Dr. Trip : I only said that it should not do so in order to make large 
profits. If it is advisable in the interests of the country, even a part of 
the country—the interest prevailing may be very high—I should bo very 
much in favour of the Reserve Bank opening a branch in order to bring 
the interest rate down. 

Mr. Ramdas Pantulu: Government could certainly give permission if 
it is in the interests of the country. I want somebody to go into that 
factor. If the Eeserve Bank is given the power to judge, with regard to 
other banks, or the Government is given the power, I am quite content. 

Dr. Trip: I do not think it is advisable to place Government in all 
these eases in difficulties. There will be great pressure brought to bear on 
Government not to allow the Reserve Bank to open branches. It is not 
agreeable to banks if another bank comes and opens a branch. But if it 
is in the interests of the country it ought to be done, and I would advise 
you to leave it to the Reserve Bank. 

Ghoudhri Mukhtar Singh: If I remember right in the paper on com¬ 
mercial banking we were told unhappy competition between two banks 
ought to be avoided. 

Dr. Trip : I do not think it is right. Dr. Jeidels took the point of view 
that there might be cases of overcompetition in certain places, but never¬ 
theless he was in favour of absolutely free competition between banks. 

Ch. Mukhtar Singh: Is it not a fact in Japan that no bank is allowed 
to open a new branch unless sanctioned by an authortiy ? 

Mr. Ramdas Pantulu: My recollection is that in various countries the 
right to open branches is regulated by some authority. I have read in 
the book on “Foreign Banking Systems” by Parker Willis that in more 
than one place in order to open branches they have to obtain the permis¬ 
sion of some kind of authority. 

Mr. Currie: Nowhere can I see that there is any restriction at all in 
regard to branches. 

Dr. Friederich: No restriction in Germany. 

Mr. Devadhar: Supposing there are no restrictions as in other count¬ 
ries, taking into account the need for developing along certain lines the 
indigenous banking in this country, would it not be advisable to Have such 
a system? 

Mr. Currie : I do not think so. To start with, the only business a new 
branch will get is that which the. existing banks themselves will not take, 
and a branch will not be opened if it is not worth while. 

Mr. Devadhar: The existing business will be disturbed. 

Mr. Currie : No, it will at the start be in a very much stronger position. 

Ch. Mukhtar Singh.: Does not such a rule exist in Germany? 
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Dr. Friederich : No. In Germany a branch of a bank must be register* 
ed by a court, but the court has no right to refuse registration. 'A bank 
is free to open a branch anywhere. 

Dr. Trip: It is only a formality. 

Sir Purahotamdas Thakurdas: Anybody opening a branch in a wayside 
place has to get it registered in a court which has jurisdiction in the place. 

Dr. Friederich: According to our law the branches and the head¬ 
quarters of a joint stock company, which may be a bank must be re¬ 
gistered. The court can refuse registration only if the address is not 
right, or if the address is that of another firm. 

Sir Purshotamdas Thakurdas: That is the only reason for refusal. It 
is to avoid confusion. Are joint stock companies registered by courts of 
law in Germany? 

Dr. Friederich: Yes'. 

Dr. Hyder : What is that court of which you are thinking? 

Dr. Friederich: (Gireich?) in districts, courts of the lowest instance, 
local courts. They have a special department for registration of companies 
and co-operative societies. 

Sir PuT8hotamda8 Thakurdas: A registrar of companies is attached to 
a court of law. 

Gh. Mukhtar Singh: In connection with commercial banking the 
suggestion was made that there must be a regulation to avoid unhealthy 
competition. 

Dr. Trip: I do not remember it. I cannot conceive that Dr. Jeidels 
would have made such a remark because he was absolutely for free com¬ 
petition. 

Ch. Mukhtar Singh: Overbanking should be avoided. 

Dr. Trip: Although perhaps overbanking is an evil in itself it should 
be accepted in order to improve the banking facilities of the country, and 
free competition between banks should net be hampered. 

Mr. Ramdas Pantulu: Proposal 68. I wish to know, first of aU, whe¬ 
ther in other countries any foreign firm can acquire a controlling interest 
in indigenous banking institutions without some kind of authority being 
invoked on that behalf. Can any English bant acquire a controlling 
interest in a German bank, or a German bank in an English bank? 

Mr. Currie : Certainly a German bank will be able to acquire a 
controlling interest in an English bank. 

Mr. Ramdas Pantulu : I want to know whether there is any restriction. 

Mr. Currie: There are one or two companies who made provisions in 
the articles of association to prevent control passing out of English hands. 
It was only a case of provision in the articles of association, and it has 
not so far been very largely adopted. 

Mr. Ramdas Pantulu: Can you give any instance of a foreign bank 
which has acquired a controlling interest in an English bank. 
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Mr. Currie: Will you consider a Scotch bank a foreign bank. Scotch 
banks have acquired a controlling interest in English banks. 

Dr. Hyder: It is perhaps the other way about. Scotch banks, 4 out 
of 8, are under the control of the big five. 

Mr. Bamdaa Pantulu: I was thinking of Great Britain as a whole. 
Can a German, or a Spanish institution acquire a controlling interest in. 
your banks? 

Dr. Trip: I think so. In my country if there is any fear that a 
foreign corporation will get a controlling interest in a corporation of the 
country itself, the articles of association are changed; preferential capital 
is created, and the preferential shares remain in the hands of people that 
are the nationals of the country and are known to the management and 
the board of directors. But there is nothing legal about it. 

Dr. Hyder: You disfranchise foreign shareholders in order to increase 
the voting power of the people of the country. 

Mr. Ramdas Pantulu: Am I to understand that it is the view of the 
experts that in no country is there any prohibition against foreign banking 
institutions acquiring a controlling interest in the banking institutions of 
the country. 

Dr. Trip: Do you think it is possible to prevent that ? Shares which 
are bearer shares can easily be transferred. 

Sir Purshotamdas Thakurdas: We have no bearer shares. 

Dr. Trip: Apart from the Beserve Bank all the shares of Dutch banks 
are bearer shares. 

Sir Purshotamdas Thakurdas: You mean shares transferable by merely- 
handing over the scrip. Is that so in any other country? 

Mr. Currie: Certainly not in England. 

Sir Purshotamdas Thakurdas: What about Germany? 

Dr. Friederich: We have bearer shares and also shares issued with the 
name of a person, but in our country the latter are not usual. 

Dr. Trip: There are of course exceptions. A part of the share capital 
is in registered shares, but these can be changed into bearer shares. 

Sir Purshotamdas Thakurdas: Then it would appear from your replies 
to Mr. Bamdas Pantulu that every country does manage to prevent foreign 
institutions getting control of its own banking institutions. You manage 
it by amending your articles of association in time to prevent it. If in 
India there was an apprehension—this is of course a matter to be enquired 
into locally—that it is not possible to prevent it, would you object to some 
such provision in the statute? You agree in principle that foreign concerns 
should not be allowed to get a controlling interest in any Indian bank, 
and if what you are relying upon in the west is not possible in India owing; 
to various reasons, would you object, at least- until the advance here is 
on a par with what it is in your country, to some provision in the statute? 

Mr. Currie: I think it is more a question of the articles of association 
because any such limitation by statute would prevent the shareholders of 
existing banks from being able to sell their own property. 
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Sir Purshotamdas Thakurdas : It would practically narrow the market, 
but we do not want the market left so broad that what is considered to 
be in the ultimate interest of the community at large is sacrificed to it. 
If it is considered advisable not to allow a Japanese bank to have a 
controlling interest in a good Indian bank, is it not right that its share¬ 
holders should be exposed to that risk? 

Mr. Currie-. Is not that a matter for the shareholders to decide? The 
bank is after all their property. 

Sir Purshotamdas Thakurdas: Then you feel that there should be no 
prohibition to such a stipulation in the articles itself. 

Mr. CiLrrie : If there is a stipulation in the articles, then at least the 
shareholders know where they are. 

Sir Purshotamdas Thakurdas : You won’t disapprove of that. 

Mr. Currie : No. 

Sir Purshotamdas Thakurdas : There is a good Indian institution which 
has existed for 50 years, and it now attracts the attention of some non- 
Indian investors. What would you say to that? You would say that the 
shareholders are wrong in arranging to check it? 

Mr. Currie: If shareholders decide for themselves I should approve 
of it. 

Sir Purshotamdas Thakurdas : All that you say is that it should not be 
embodied in a statute. 

Mr. Currie: Because I feel that shareholders should have the right 
to decide it for themselves. 

Sir Purshotamdas Thakurdas : You had similar restrictions put on some 
companies in London lately. Did their shares suffer on the stock-exchange 
as a result of those restrictions ? 

Mr. Currie : It is very hard to tell that. 

Sir Purshotamdas Thakurdas: I am only asking it for information. 

Mr. Currie : These restrictions were mostly introduced at the time when 
Americans were trying to buy stocks of every company in the. world. 
Shareholders immediately called meetings and changed their articles of 
association to prevent Americans getting control over their firms. 

Sir Purshotamdas Thakurdas : Did it affect the price of their stocks? 

Mr. Currie : It is really very hard to say. Shares were already very 
much appreciated by the new demand. 

Sir Purshotamdas Thakurdas : I want to know whether they were allow¬ 
ed to be quoted on the stock-exchange owing to this restriction. On the 
London stock exchange the usual rule is—may be a rule or a convention— 
that shares must be freely transferable to anybody. Were not those shares 
struck off the list? 

Mr. Currie : No. 

Sir Purshotamdas Thakurdas : Do you not say that you should not 
transfer a share to a foreigner? 

Mr. Currie : It was more a question of altering the articles of associa¬ 
tion in regard to voting power than of preventing others holding shares. 

Sir Purshotamdas Thakurdas : They did not say that you cannot transfer 
shares beyond a certain point to non-Britishers? 
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Sir Purshotamdas Thakurdas : How do they manage to alter the voting 
power? Do they create a few shares of small denominations and give 
them to those in whom they have confidence? 

Dr. Friederich : From 1920 to 1923 the share capital of many German 
companies came into the hands of foreign capitalists and to prevent this, 
listed preference shares were issued and given especially to the members 
of the Directorate of the Supervising Board. These preference shares 
always have a majority of votes. The ordinary shares could of course come 
into the hands of foreigners, because they could get a majority in a general 
meeting. 

Sir Purshotamdas Thakurdas : I suppose these listed preference shares, 
which are issued for this purpose, carry a nominal rate of interest? 

Dr. Friederich: In the general meeting some companies always criticise 
the issue of preference shares, but the German people decided at a general 
meeting that preference shares, with a majority of votes, should be issued. 
Sometimes they deeidei that preference shares should get a preference 
dividend, but in most eases preference shares were considered the same 
as ordinary shares. For instance, we had an interest in shares of German 
companies which were acquired by foreign capitalists; to avoid the business 
of these companies stopping, preference shares were issued. 

Mr. Ramdas Pantulu: The experts’ view is that while the banks? might 
take necessary steps to prevent their interest passing through foreign hands, 
they do not want any statutory provision. 

Mr. Currie : Yes. 

Mr. Ramdas Panlulu: I think there ougfcc to be some means by which 
the shareholders of a bank should know how many shares are held by 
non-nationals and how many by nationals. What objection would you 
have to n provision requiring banking businesses in India to own a separate 
register of shares? 

Mr. Currie : I do not see any objection on principle if it is considered 
necessary. 

Mr. Ramdas Pantulu: Therefore you were not right in saying in the 
memorandum that it should not be adopted. Would you modify your 
group (i) ‘‘those which would hamper free competition and the develop¬ 
ment of banking and which ought not to be adopted" to include item (64) 
of the Statement prepared by Secretary? 

Sir Purshotamdas Thakurdas : Mr. Currie has already said that be sees 
no objection if it is considered necessary. This is subscribed to by all five 
experts? 

Mr. Currie : Yes. 

Mr. Ramdas Pantulu : You say that "the experts place great import¬ 
ance on the necessity of sound auditing but they do not consider that any 
special form of Government inspection would serve a useful purpose or 
be any greater safeguard than the present system of auditing by autho¬ 
rised accountants.” In the last sentence of the same paragraph you say 
"the experts feel, however, that the strengthening of the Companies Act 
with regard to auditing s 0 that the Auditors must make a report and tie 
responsible for its accuracy is all that is required.” In connection with 
this I would place before you the present position of the Companies Act. 
Section 145 of the Indian Companies Act says that "the auditors shall 
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make a report to the members on the accounts examined, by them and 
certify that the balance sheet is drawn up in conformity with the law 
and that it exhibits a true and correct view of the state of the company’s 
affairs according to the best of their information and the explanations 
given to them and as shown by the books of the company.” Section 282 
of the Act lays down the penalties for a bad certificate. It says: — 

‘‘Whoever in any return, report, certificate balance-sheet or other 
document, required by or for the purooses of any of the pro¬ 
visions of this Act, wilfully makes a statement false in any 
material particular, knowing it to be false, shall be punish¬ 
able, etc.” 

Therefore in order to make an auditor liable for in inaccurate or untrue 
statement, you have got to show under section 282 of the Act that he 
wilfully makes a statement false in any material particular, knowing it to 
be false. I want to know the position of the law in other countries and 
whether it is necessary to prove in a court of law that the auditor wilfully 
makes a statement false in any material particular knowing it to be false. 
It is almost impossible? 

Mr. Currie : In England the auditor is responsible for the statement 
he makes and he has also to make a report to the general meeting and 
it is up to him to report on any matter on which he is in doubt. 

Mr. Ramdas Pantulu : What I want to know is whether he is made 
responsible for omissions due to gross negligence on his part or only for 
wilfully making a false statement knowing it to be false. 

Mr. Currie: I think he is responsible for both. 

Dr. Hyder: The experts refer to it in (/) of their proposals which neces¬ 
sitate amendments in the Indian Joint Stock Companies Act. 

Mr. Ramdas Pantulu: You suggest that your proposal (/) may be put 
into law? 

Mr. Currie : Yes. 

Mr. Ramdas Pantulu: In Appendix 1 of your note you refer to Associa¬ 
tions of Indian Joint Stock Banks, Exchange Banks and Indigenous 
Bankers and say that each of these Associations should endeavour to form 
rules for their respective members so as to make their practice more 
efficient and as far as possible identical within their own Association. 
Would you have any objection to include in your list the Association of 
Provincial Co-operative Banks, because they also can rediscount their 
paper with the Reserve bank? 

Mr. Currie : I contemplated doing that originally, but I was under the 
impression that they would be members of the Ind an Joint Stock Bankers' 
Association. 

Mr. Ramdas Pantulu : ‘l'bey would not be, because a separate Act 
governs them. 

Mr. Currie : Then I would have no objection to have a separate Associa¬ 
tion for them. 

Mr. Ramdas Pantulu: There is already an Association and they are 
working under the Co-operative Societies Act. You have no objection 
to include it? 
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Mr. Currie: No. 

Sir Purshotamdas Thakurdas : Tliere is just one omission in the list 
circulated yesterday. It is a point which was put up to us. I may refer 
you to para. 142 of the note on “Regulation of Banking” which runs 
as follows:— 

“Liquidation of non-Indian banks .—It is suggested that some special 
safeguards should be provided for protecting the interests of 
Indian depositors and of other Indian creditors in the event 
of the winding up of non-Indian banks.” 

Members will remember how this came up in the course of the examina¬ 
tion of certain witnesses, and I felt I might complete the list before we 
passed on. 

Lola Harkishen Lai : That would be “(65) Special safeguards for depo¬ 
sitors and other creditors in India in case of liquidation of non-Indian 
banks”. Under your proposals which necessitate amendments in the 
Indian Joint Stock Companies Act, you say:— 

“(a) The Act should give powers to the Registrar to refuse the 
registration of banks whose Articles of Association are not 
in accordance with the law.” 

Does that mean that you would make ail the provisions where the Articles 
of Association should not be registered in the Act itself and that the 
Registrar will simply scrutinise whether the Articles of Association comply 
with the requirements of the law or not ? 

Mr. Currie: I would give the Registrar more discretion. These are not 
specified in detail, because I feel that different banks might have different 
requirements. 

Lala Harkishen Lai : You will leave some discretionary power with the 
Registrar and you will have certain requirements enacted in the law itself?, 

Mr. Currie: The requirements to be enacted in the law are given on 
page 4. Our intention was that the Registrar should be responsible for 
seeing that the provisions for all these banks were in the Articles of 
Association. 

Lala Harkishen Lai: If there are certain provisions in the law' and the 
Registrar is asked to see that they are complied with, the matter is simple. 
But the difficulty comes in where, in addition to the provisions in the 
law, the Registrar is given discretion to rule that a certain provision should 
be made in the Articles of Association. Is that your idea? 

Mr. Currie : Yes. 

Lala Harkishen Lai: You will havo two means of controlling this 
part of banking; one is the Act itself and the other W'ould be the Registrar's 
discretion ? 

Mr. Currie: Yes. 

Lala Harkishen Lai: From what class would you recruit such a 
Registrar whose discretion in banking matters and in the future develop¬ 
ment of banking in the country would be binding on banks? 

Mr. Currie: The Registrar is the Registrar of Joint Stock Companies. 
He is responsible for looking into the various provisions in the Articles of 
Association and if he thinks that any of them are not right or binding 
enough, he would refer the matter to the Reserve bank. 
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Lala Harkishen Lai: But that is not provided for here. You said that- 
in addition to the limitations laid down by the Act the Registrar should 
have further discretionary power to limit the company's activities. 

Mr. Currie : Yes. 

Lala Harkishen Lai: But where would you recruit such a man from? 
He would be recruited from all sorts of people and very likely he would 
not know anything about banking matters and would not be specially 
trained in banking. 

Mr. Currie : 1 refer to the ordinary Registrars of existing Joint Stock 
Companies. 

Lala Harkishen Lai : They are at presert recruited from the Civil 
Service, sometimes they are lawyers, but never a banker. 

Mr. MacDougall: Would a lawyer not be h sound man to hold a posi¬ 
tion of that kind? 

Lala Harkishen Lai: He would be a sound man, but he will not have 
any knowledge of banking. The difficulty wiuld be that if a Registrar 
were to use his discretion, he would use it cne day in one wav and on 
another day in a different way; the result would be that a curious system 
of banking would develop in the country. Besides, the Registrars are 
provincial. The Registrars might use their discretion in a way that a 
bank which is intended to be more than oi.e province bank ought not 
to do. If there was a bank at Lahore which was dealt with by a certain 
Registrar and it goes to Allahabad, the Registrar at the latter place will 
have a different conception of his duty in regard to his discretion. Therefore 
it seems to me that there should he no discret on left to the Registrar who 
ought merely to see that the Articles of Association fulfil all the require¬ 
ments of the law as laid down for the time being. 

Dr. Trip : I see your point quite well. We felt difficulty for putting 
everything in the Act, because there are various types of banks and one 
cannot put into law all cases that may arise. Therefore we thought that 
certain discretion ought to be left to the Registrar. In our country, the 
Registrar before taking his final decision would ask the advice of the 
Ministry' of Finance or the Reserve bank. I would like to know if your 
point would be met if the Registrar’s decision was subject to the advice 
of the Reserve bank. 

Lala Harkishen Lai: I would say that if the Articles of Association, 
have to be looked at from the point of view of what is absolutely neces¬ 
sary for banking at any' particular time, I would leave that part of it 
to the Reserve bank, not in the Act nor tc the Registrar, because the 
Reserve bank will have the experience. Other legal matters may be left 
to the Registrar. So far as the stipulation of safeguards are concerned, 
I should leave it only to the Reserve bank, i i it is necessary to be left. 

Dr. Trip : We doubt whether it is possible to take it away from the 
Registrar and give it to the Reserve bank. The latter can co-operate 
and the advice of the Reserve bank on points on which the Registrar is 
not an expert would in practice be followed. If you have any doubts 
in the matter, we have no objection to giving it to the Reserve bank. 

Lala Harkishen Lai: The situation in this country is that the Registrar 
is not a permanent functionary'. He is recruited from various places and 
he goes on long leave at no notice. The Articles of Association may 
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have been submitted to the Registrar and he may have only looked at 
half of it and put down his notes. Then a new Registrar comes who has 
never done such work before and he looks at the other half from another 
point of view. 

Mr. Sarker: So far as insurance is concerned, the Registrar acts in 
co-operation with the Government. 

Lala Harkishen Lai: I do not think they are bound to. In some cases 
the Registrar may be inclined to take advice, in many cases he would not. 
Some Registrars may and some may not. I have had very long experience 
with Registrars and I feel that they are not competent to deal with 
these matters. 

Sir Purshotamdas Thakurdas: In view of such a state of affairs, the 
experts would be quite prepared to modify their views so as to give the 
power to the Reserve bank. 

Lala Harkishen Lai : It would be much better for the Committee to 
leave a recommendation that such matters should be left to the Reserve 
bank rather than to people not competent to do them. Coming to your 
proposal (b): “these Articles must prohibit other activities than banking”, 
this may stand provided you define what is meant by banking. “Other than 
banking” may mean other than anything in some cases. 

Dr. Trip: Should not that be left to the Reserve bank ? 

Lala Harkishen Lai : Of course the Reserve bank will understand what 
is meant by banking. Would you not add the words ‘at the time’ after 
clause (6)? There are many classes of banking, e.g., co-operative banking, 
commercial banking, industrial banking, agricultural banking, and banking 
would also include foreign banking. One foreign bank might have a pro¬ 
vision which does not appeal to the authorities here, and still it may 
carry on that business ns a part of banking while the indigenous bank 
cannot do it. 

Mr. Lamond : All banks operating will come under these rules. 

Dr. Trip : With the exception of foreign exchange banks established 
in other countries. 

Mr. Buckley: There are provisions in the English Companies Act 
relating to foreign companies incorporated outside England and therefore, 
I see no reason why there should not be provisions in the Indian Companies 
Act relating to banks which are incorporated outside India and are 
working in this country. 

Lala Harkishen Lai: The provision is there that companies registered 
outside British India can be recognised. The Baroda bank, for example, 
is not registered in British India, but under the Companies Act of Baroda, 
but it is recognised here as a company. That is a different provision 
forming what is called “corporate person”. It is only to the extent that 
business can be done by a corporation in British India, but beyond that 
the provisions do not go. 

Dr. Trip: Banking is a conception that is quite general. 

Lala Harkishen Lai: In certain countries it is provided that certain 
securities are valued, and in certain others they are not valued and these 
are mentioned in the banking laws. The scope of banking is also un* 
defined. For example, there is a difference of opinion in this country 
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whether the remittance business is a proper function of co-operative banks. 
Some consider that it is not a legitimate aspiration for the co-operative 
banks to do remittance work. Co-operative banks are banks and they 
may be permitted to do remittance work. Without expressing an opinion, 

I am simply explaining that even in this country with different classes 
of banks some functions are considered proper and some not proper. 
Supposing there is some kind of combination of these different functions, 
would the Registrar confine his activities to the co-operative bank or to 
the commercial bank? It is rather a large question. 

Dr. Trip: If you have a co-operative bank which is under a special 
Co-operative Act. 

Lola Harkishen Lai: Co-operative Act is also an enabling Act and 
not a restrictive Act. 1 

Dr. Trip: But you have the Registrar all the same. 

Lala Harkishen Lai: Co-operative Banks have distinct Registrars of 
their own and everything is different from joint stock business. 

Dr. Trip: Then the question with regard to co-operative banks would 
not arise. 

Lala Harkishen Lai : Banking neither in India nor elsewhere is de¬ 
finite so far as the scope is concerned. Unless therefore the scope i* 
defined nothing can be done 

Dr. Trip: It is quite true but we have borne in mind that banking 
will not include the possibility of mining, sh:pping and such other things 
that are quite different. 

Lala Harkishen Lai: A bank might not do mining but might take 
■hares in a mining concern and assist it in other ways. When the Reserve 
Bank comes into being it might give advice to the bank that at a parti¬ 
cular time of the season coal mining is very risky and the bank should 
not advance its funds. But the Registrar cf Joint stock companies can¬ 
not do that. 

Dr. Trip: In any case it can only be an advice. Nobody can prevent 
banks from doing this or that thing. As a matter of fact I know of in¬ 
stances of banks which had to run mining concerns because the concern 
was placed as security with the bank. 

Lala Harkishen Lai: How would you saj- that the particular activities 
of the bank ought to he provided for in the articles of association. 

Dr. Trip: You are quite right. You cannot prevent a bank in prac¬ 
tice from doing a business. Therefore all legislation in that respect will 
have only a limited importance. 

Leila Harkishen Lai: Therefore neither i;he activity nor banking can 
be defined legally. 

Dr. Trip: That is true no doubt technically. 

Lala Harkishen Lai: In your country are the articles of Association 
distinct from the Memorandum of Association? 

Dr. Trip: We have no memorandum of association in our country. 
We have only the articles of association. 
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Lala Harkishen Lai: But in England (hey are both separate ag they 
are here. The point is that there may be a provision in the memo¬ 
randum about doing certain kinds of. business but there may be no such 
provision in the articles of association. As the business grows in volume 
the company might decide to change its articles and then the Registrar 
would be powerless. I think development does not really depend on 
strict regulations. That may be. but you are thinking of the articles of 
association and not the memorandum. 

Dr. Trip: Yes. 

Lala Harkishen Lai: You say that the authorised capital must not 
be more than double of the subscribed capital and the paid-up capital 
should not be less than 50 per cent, of the subscribed capital. You hav* 
not said at what stage it is that you want to reach this proportion. 

Dr. Trip: Before they start business, i.e., before registration of the 
concern. 

Lala Harkishen Lai: The subscribed capital does not come in this 
country all at once. People will generally say, let us see how the busi¬ 
ness is getting on and then if we find that it flourishes we shall take shares. 

Dr. Trip: For that purpose then you can fix your authorised capital 
at a lower level and then proceed with the business. 

Lala Harkishen Lai: In our country the general practice is for 7 or 
more respectable persons to join together and issue the memorandum 
ox association promising to take up so many shares in the company. It 
is only after registration that the public is asked to subscribe to the 
capital. It is in this way that most limited concerns have been started 
in this country and they have also flourished. That being the ease, I 
do not think this limit which you are trying to place will prove, work¬ 
able at present. 

Mr. Currie: Do you mean to say that in this country any company 
which is started will commence to do business instantly? 

Lala Harkishen Lai: Much depends on what class of company it is. 
If it is a manufacturing company then it would not order machinery un¬ 
less a sufficient amount of capital has been subscribed. 

Dr. Trip: When we made this suggestion, we wanted to ensure that 
there was a provision that no registration- takes place before the original 
founders of the Company have taken at least one-fifth of the authorised 
capital. That is the case in Holland. 

Lala Harkishen Lai: But here you do not mention that the amount 
rhould be subscribed before registration. 

Dr. Trip: Yes, we would like the words “'before registration” added 
to item (iZ) at the end under proposals with regard to the. amending of 
the Indian Joint Stock Companies Act. 

Lala Harkishen Lai: Promoters of bankin" in this country will never 
start a concern with a small authorised capital. Therefore, banking 
will necessarily be in the bands of smnll people. Big and respectable 
people will never start banks with small capital. 

Sir Purshotamdas Thakurdas: You say the limit in your country is 
one-fifth before registration but I cannot see why you insist upon one- 
half in this country. 



527 


Dr. Trip: We were under the impression that many small joint stock 
banks were started and even these small banks showed huge authorised 
•capital. 

Lain. Harlcishen Lai: There are two classes of joint stock banks. One 
set is the so-called mushroom banks. These classes of banks with small 
paid-up capital sometimes live up to 50 years. Secondly, there are the 
big joint stock banks. Instead of preventing the growth of such mush¬ 
room banks you would by your 50 per cent, provision be encouraging their 
growth and discouraging the growth of really good banks. 

Dr. Trip: They can raise the capital later on. Can’t they? 

Lala Harlcishen Lai: The difficulty is that big people with a view to 
starting big concerns would not start business on a small scale. 

Dr. Trip : Do you think that a bank with an authorised capital of 
Es. 1 crore can commence business with only 10 shares of Rs. 100 each 
subscribed,? I consider that it would be very wrong to do so although it 
is started by big men. ! 

Lala Harlcishen Lai: The first bank that we started was with an 
authorised capital of Rs. 2 lakhs of which we proceeded to allotment with 
Rs. 43,000 subscribed. Gradually the capital was increased and now iti 
"authorised capital is Rs. 50 lakhs and paid up capital is Rs. 30 lakhs. 
At present it fulfils the condition which you want to lay down but the 
present state of affairs has come about in the course of 50 years or so. 
The other bank which I, along with some of my friends started, the 
Peeples’ Bank of Northern India, was started with a capita] of Rs. 50 
lakhs of which Rs. 5 lakhs was subscribed when business was started. 
Then later on we raised the. capital to a crore of rupees. Today its 
subscribed capital is Rs. 9fi lakhs. We decided that 5 per cent, of the 
■hare amount should be paid on application and afterwards one rupee per 
share per month for 50 months and in this way we had absolutely no diffi¬ 
culty in collecting the money required. By doing so we encouraged poor 
people to take up shares in the Bank. The other Hen. of doing so was to 
fix up a certain proportion of the paid up capital with the amounts taken 
Vi as deposits with a view to get a fairly decent dividend. 

Dr. Trip: But what is your objection to start business with an autho¬ 
rised capital of Rs. 1 lakh? 

Lala Harlcishen Lai: T would not put my signature to the. prospectus 
? such a bank for the simple reason that the public will consider me a 
x>l for trying to start banking with such a poor capital. This I say as 
result of my 33 years’ experience in Banking. The first bank that I 
.ontemplated was in 1893 and the other bank was started in April 1925. 

Dr. Trip : But we have the conception that something should be done 
to prevent the starting of institutions with huge authorised capital and 
very poor paid up capital. So we thought the only way to get over that 
state of affairs is to ensure a certain proportion. 

Lala Harlcishen Lai: People will start banks wi*;h a nominal capital of 
Es. 5.000 and a paid up capital of Rs. 1,250 which satisfied your recom¬ 
mendation. Assuming for argument’s sake, that these small banks are 
an evil—though I would not commit myself to any statement either for 

against—do you mean to say that this will conduce healthy growth of 
banking in this country? 
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Dt. Trip : We are of opinion that for the needs of a small up-country 
town a small bank would suffice and it will do a great deal of good. Henca 
the difficulty in fixing up a limit for nominal capital. 

Lala Harkishen Lai : If that is so, if you will permit me to suggest, 
you ought to work it the other way. Under the Companies Act so much 
has to be provided—take that as A. That A should be subscribed, 
doubled, that A should be authorised four times. Start from there because 
there is provision in the Companies Act that a minimum capital sub¬ 
scribed, of course that is subscribed, not paid up. You say instead of 
the word “subscribed” let us put in the words "paid up”. 

Mr. Currie: What difference does your proposal make? 

Lala Harkishen Lai: This really only helps the small banks, which 
you do not want to advocate. 

Mr. Currie : You seem to imply that the size of a bank is increased 
by its authorised capital. It depends on its paid up capital. 

Lala Harkishen I.al: If that is the case people would not put in 
much subscribed capital. Therefore if you want to provide against that 
it has to be provided under law. If the people did not see that should, 
we have to pay a fair amount of money on registration? We do that 
because we think there is some advantage. As a matter of fact from my 
experience the country itself does not know the difference between the 
words authorised, paid up and subscribed. Sometimes they leave out 
the word authorised. Then the law laid down that the word, authorised 
should be mentioned in all the prospectuses and the advertisements. 
To me it is a very small matter hut it is not workable the way that it 
is worded. If you word it differently one might understand it. 

Dr. Friederich: In my country our Companies law prescribes that the 
whole share capital must he subscribed before the registration. You do 
not have this difference between authorised capital and subscribed capital, 
but the whole share capital must be subscribed before a company can be 
registered. With regard to the paid-up capital at least one-fourth of the 
subscribed capital must be paid up before registration, and the registrar 
or the law court has to examine whether these conditions are fulfilled or 
not, and in case they are not fulfilled then registration cannot be done. 

Sir Purshotamdas Thakurdas : There is nothing like authorised capita 
in Germany? 

Dr. Friederich : No. 

Lala Harkishen Ldl: According to these recommendations a bank can 
Be started with Es. 4 authorised capital, Rs. 2 subscribed capital and 
Re. 1 paid up. 

Dr. Trip: If you paid up Rs. 4 you con make an authorised capital 
of 1 crore, then perhaps you could get some deposits. 

Lala Harkishen Lai: That is all right. This Act went further and 
said in the advertisement you ought to mention authorised capital, sub¬ 
scribed capital. 

Dr. Trip : That is in the wrong direction, I think. 



Lala Hatkhhen Lai : My own view » that it ban helped a great deal. 
But the public does not even now understand the difference between 
authorised, subscribed and paid up. 

Dr. Trip: Therefore for that reason we want to avoid those general 
figures of authorised capital to be put in advertisements because people 
don’t understand what the real meaning of authorised capital is, and if 
you make this provision, then I do not see there is possibility of putting 
in the advertisement those words ‘authorised capital’ with regard to the 
paid up and the subscribed capital. 

Lola Harkishen Lai: “No allotment shall be made of any share 
capital of a company offered to the public for subscription unleBs the 
following conditions have been complied with, namely, first the amount 
having been fixed by the memorandum or articles of association and 
named in the prospectus as minimum subscriptions upon which the 
Directors can proceed to allot”. That is the only provision. It may be 
anything. At present it is this and this is an improvement on the old 
law. Thus as it is to my mind the very small banks are no good as very 
large banks would perhaps be no good, and the minimum capital so far 
ag banking is concerned, should be a very low minimum, but a minimum 
fixed. The rest, authorised and subscribed, should come in relation to 
that. I personally would like paid up, then all this trouble about what 
may be called fraudulent banks would disappear. My own experience 
of the Punjab is this, that up to 1913 when the banking plague came the 
banks were very good, started by serious people and worked by serious 
eople aud the results not only of the People’s Bank of Northern India 
other banks also, were very satisfactory in liquidation. Hardly any 
s down below 12 annas or 13 annas in the rupee to pay. Liquidation 
up to 1919. Then began the starting of banks which were not honest 
its. The desire of banking in the Punjab was intense so that as soon as 
snk started people began to borrow. The Registrars of joint-stock com¬ 
es and others did not know what to do. Then I thought of the 
Ople’s Bank of Northern India. Since then the Punjab has not 
gistered one single bank of that description because we met the need of 
ie people. My own view so far as banking is concerned, is that we ought 
have a minimum capital. 

Sir Purshotamdas Thakurdas: And the authorised capital may be any- 
; ng? 

Lala Harkishen Lai : No, this is alright. 

Sir Purshotamdas Thakurdas : If you come to that ratio you could not 
tve a bank with an authorised capital of a crore and paid up capital of 
i. one lakh. 

Lala Harkishen Lai: No. For example a laldi of rupees minimum 
iaid up. Then of course the rest may follow. 

Dr. Trip: But we were of opinion, Mr. Chairman, that one lakh capital 
vould be far too much. 

Lala Harkishen Lai: Very well, let us say 51,000. My point is to 
provide against the evil we have felt. In the Punjab we have felt that 

evil. 
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Sir Purshotamdas Thakurdas : Then you agree with them but all you 
want to do ia to go up from the bottom? 

Lola Harkishen Lai: Yes. I am not saying it is really necessary, but 
without that it may b 9 only Rs. 5,000. Until that is done it is not 
effective because the language is not understood. 

Sir Purshotamdas Thakurdas : I suppose we have discussed this point. 
I do not think there is any great difference of opinion. 

Lola Harkishen Lai. You have referred further to (el clause 5 of sec¬ 
tion 55 of Dominion of Canada Act of 1923. I simply want to draw 
your attention to the fact that our Act is based on the English Act and 
you recommend that the provisions of the English Act are not apod 
enough but the provisions of the Canadian Act are. 

Mr, Currie : It is only this provision here—“No remuneration of 
auditors should be valid unless fixed at a general meeting of the share¬ 
holders”. 

Lala Harkishen Lai: That is done every day. In the first year the 
auditors may be appointed by the Directors and remuneration also fixed 
by them. In the second year the auditors always have to be appointed 
by shareholders and also the remuneration is to be fixed by them. 

Sir Purshotamdas Thakurda »: The witnesses that Mr. Currie refers 
to had something else in mind. Some witnesses before us complained 
that other payments are made to auditors for doing other odd jobs. 

Lala Harkishen Lai : That ought to be provided as such then. 

Sir Purshotamdas Thakurdaa: Exactly. Under the Indian Act a 
present the remuneration for audit is fixed bv the shareholders. Supf 
it is Rs. 1,000, that is all that is paid. The grievance of the witr 

was that over and above this Rs. 1,000 they pay the auditors say Rs. 
more for looking at some branch and that makes it worth the whi 
the auditors to connive at certain things. I don't think as a rule aud 
draw more than what is sanctioned by the shareholders. 

Lola Harkishen Lai: That is in the Act itself. Also the Act ss 
that the auditor shall not be interested in any other manner in the 
pany which he audits, excepting as an auditor and a shareholder, 
may be a shareholder. 

Sir Purahotamdas Thakurdaa : But you know those witnesses at Po 
said that some banks give substantial advances to the auditors. 

Lala Harkishen Lai : That is against the Law. But if you are provii' 
against that you ought to say so. It is already there in general ter 

that they should not be interested in the company by salesmanship, 
purchase, or borrower or lender. Out of that an evil has arisen win 
ought to be provided against rather than this. Is not that your view? 

Mr. Currie : Yes. 

Lala Harkishen Lai: And if you want to guard against what tt 
evidence was that baksheesh is given. 

Mr. Currie We were rather under the impression that the law allowe 
for a remuneration for services apart from the bank. 

Lala Harkishen Lai: It does not? 



531 


Sir Purshotamdas Thakurdas : Mr. Masani says that there is nothing 
•in the Indian Act to prevent the auditors being paid for any extra work 
in a joint-stock company. 

Lala Harkishen Lai : It that is the ease that also is to be considered. 

Chairman: I think that is what they suggest should be discouraged. 

Mr. Cassels : Mr. Chairman, in the beginning we mentioned the Cana¬ 
dian system of auditing. In clause 12 it shows that an auditor may not 
undertake any other duties. It bars him from doing anything except 
auditing for remuneration as agreed to. 

Sir Purshotamda8 Thakurdas : We should tighten up the Indian pro¬ 
vision. 

Mr. Buckley: “(e) A provision should be inserted with regard to audit¬ 
ing on lines similar to clause 5 of section 55 of the Dominion of Canada Act 
of 1923.” Clause 5 of section 55 reads: (Read clause). Well, I have heard 
objections to that, on the ground that a man who is doing the audit of 
a bank’s books gets so acquainted with them that the next time he 
does them he is able to do them so much quicker. 

Mr. Cassel8: As a matter of practice that auditor when his two years 
is up will probably be an auditor of another bank. They are constantly 
changing banks. 

Mr. Buckley : What I wanted to say is this. It is not a question of 
an auditor being thrown out of work. Take for example an inspector of 
say an Exchange Bank. If he has already done an inspection the year 
before he is absolutely au fait with everything. If you are going to 
change him every two years I don’t think it is entirely satisfactory. 

Mr. Cassela : A new man will come along who has been auditing 
another bank. He knows just as much about one bank as he does about 
another. 

Mr. Buckley : One bank may have doubtful debts. They are totally 
different from another bank’s. The man, for example, who is auditing 
bank A knows in V particular year that the doubtful debts are so and 
so. If he carries l the following year he knows exactly what doubtful 
debts to look for V see how they are getting on. If after two years a 
new man comes along you lose the continuity. I do not think this is 
an advantage to prevent collusion. 

Mr. Cassels: But you have a new broom. He is probably just as able 
an auditor as the man who has left. 

Mr. Buckley: I was just wondering whether the advantages might 
be outweighed by the disadvantages. 

Dr. Trip: We read the papers about the difficulties which have been 
experienced in this country and we did not get the conviction that all 
the auditors were first-clasB auditors, so we thought it would perhaps be 
wise to change the auditors. That is the point, if you have all first-class 
auditors then I would be in favour of keeping the same auditor all the 
time, but if you have auditors who do not audit in a correct way or do 
worse things, then I think it would be a good ffiing to change them. 

2 k 2 
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Mr. Buckley: tJnfortunately Calcutta had a bitter experience of art 
auditor who was considered to be first-class and that was no guarantee 
at all in the end. 

Dr. Trip : If you change the auditors then you have the possibility that 
after two years a real good auditor comes in. 

Mr. Buckley: My point is that the actual cases where the auditor 
turns out to be a rogue are very rare and this provision is inserted to 
prevent that sort of thing happening, but it seems to me that there are- 
disadvantages which would outweigh that advantage. 

Lola Harkishen Lai: A bitter experience of my own is that the auditors 
are as honest as any other people in the surroundings. But the actual 
difficulty in this country, so far as Indian concerns are concerned, is that 
they aire not paid adequately. When we put the matter before a general 
meeting and say our work has doubled and therefore we ought to double 
the auditor’s pay every shareholder objects. Then a bargain is made. 
The result is that the auditor takes too much work on his Hands and 
cannot do it efficiently. That is really what is the chief complaint, 
because in a bank if a man has to form some opinion about the outstandings 
he must have some time. 

Sir Purshotamdas Thakurdas: Have vou the same restriction in 
Holland, Dr. Trip? 

Dr. Trip: In Holland auditors are selected and remunerated by the 
management. They are paid very well. 

Chairman: The Directors fix their remuneration ? 

Dr. Trip: The Managing Directors even; the Board of Directors do 
not concern themselves with it. 

Mr. Lamond: They are not changed every two years? 

Dr. Trip: No. 

Mr. Currie: In England the shareholders on the advice of the directors 
normally appoint their auditors and fix their remuneration. 

Dr. Friederich: In Germany these auditors have special associations- 
and these associations prescribe that every member of the association 
iB to charge a certain amount of money, for his “ u - rk and it is not a 
matter for the companies to fix a fee for these 1 iditors, but it is a 
matter for these special associations. They prescribe that every member 
of the association has to take at least such an amount for activity of so 
many hours a day. 

Sir Purshotamdas Thakurdas : Are the auditors changed every two 
years as in Canada? 

Dr. Friederich: That is at the will of the company. We have no 
special prescription. 

Sir Purshotamdas Thakurdas : Who elects the auditors, shareholders or 
management ? 

Dr. Friederich: It is a matter of the management. They are not 
appointed by the shareholders, but they can urge a general meeting in 
order to appoint a special auditor if they desire. 

Sir Purshotamdas Thakurdas: At present Canada has the strictest 
rules. 



. .. Lala Harkishen Lai : In Canada there are special banking auditors. 
In our case they are general auditors. 

Mr. Cassels ' In Canada they are not special bank auditors, they are 
■chosen out of a list of chartered accountants association, since it is those 
members of the association who are eligible under the Act for bank audit, 
that is they have been in business for 6 consecutive years. That list is 
sent up to the Minister of Finance and he has the right which he never 
■uses of declaring anybody ineligible and out cf that list the selection is 
made. 

Lala Harkishen Lai : Can you give any idea of how these auditors are 
paid so as to be out of temptation and have sufficient time to do the audit? 

Sir Pur8hotamda8 Thakurdas : In an impoi-tant country auditors are 
paid between £2,000 and £3,000, which includes the cost of the staff em¬ 
ployed to audit head offices and branches within the country and over¬ 
seas. Out of pocket expenses such as travelling expenses, hotel expenses, 
of the staff are paid by the banks. 

Lala 1 Harkishen Lai: Please make it clear whether the programme of 
-audit of branches is fixed by the Directors or by the shareholders. 

Sir Pur8hotamda8 Thakurdas : The programme is fixed by the manag¬ 
ing board. It would be so in India too. 

Mr. Cassels : No. Auditors are men of high standing and they have 
•their reputation to protect. It is left to their judgment as to what they 
should examine in consultation with the Board of Directors. They will 
not go to a small place, but will take up the audit of a place where there 
are large deposits, investments, loans. It is at their discretion. 

Lala Harkishen Lai : So the Directors ami the auditors consult to¬ 
gether. The idea that I got was that auditors were free to fix their own 
programme of audit. 

Sir Pursh6tamda8 Thakurdas : That finishes the Auditors section. 

Lala Harkishen Lai: Page 3 of Banking Eegulation ( g). The words 
'trust receipt’ and ‘fraud’ are not explained. So far as I am aware there 
is no such thing as trust receipt in Indian law. This is a name banks 
have invented. Whether it is at all a trust receipt at any stage is quite 
a different matter. My attention has been drawn by Mr. Buckley to 
Schedule C of the Canadian Act: that also is not a trust receipt. I do 
not know what name they give it in the Act itself, but here it is not called 
a trust receipt. Unless a trust receipt is defined. 

Sir Purshotamdas Thakurdas: We know what is meant by a trust 

-receipt when we use it. .... 

Lala Harkishen Lai: But what I say is that trust receipt is not a 
legal name, it is a name given by banks. If a trust receipt becomes a 
•trust receipt under any law, the consequences of a breach of that law 

will follow. „ ,. , „ 

Sir Purshotamdas Thakurdas : You tbmk there will be any difficulty 

in defining trust receipt. 

Lala Harkishen Lai : I think there will be very great difficulty. The 
•first thing is whether a trust can be created. Banks lend money. The 
borrower draws the money by cheque and gives a receipt. The secu¬ 
rity against the receipt is to-day one set or one class of articles and to¬ 
morrow another, and these all vary in quality, quantity, price and so on. 
93ie question is whether a trust can be created in suph circumstances. 
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Then the receipt itself is neither a negotiable instrument, nor is it a bond. 
We should, first of all, make clear the nomenclature before we go further. 
Have you seen in India what banks call a trust receipt? 

Dr. Trip : I have seen it in Dutch East Indies. They also call it a- 
trust receipt. Just as you say, is the case here, there also it is not in: 
the law. 

Lala Harkishen Lai : To my mind it is no document. It is simply 
trust. 

Sir Purshotamdas Thakurdas: Moral trust. 

Lala Harkishen Lai : The first thing is whether under our law a trust 
can be created verbally. If it cannot be created verbally then we have 
to see whether the document is such that we can call it a trust document. 
Supposing it cannot be created, what is that document, it is worthless. 
Money has been advanced on trust—that is the correct word—and unless 
you define trust receipt under law, a breach of which will be treated, 
not as a civil, but as a criminal offence, we cannot go any further. 

Sir Purshotamdas Thakurdas: Is there anything like that in Canada? 

Mr. Cassels: Trust receipts are used very largely, and any breach of 
the trust is a criminal offence. 

Lala Harkishen Lai : You are referring to Schedule C of the Act. 

Mr. Cassels : I do not know what section it is. But what I say » a 
fact. 

Lala Harkishen Lai: It looks like what we call hypothecation in this 
country. 

Mr. Cassels: It is not hypothecation because the borrower keeps the 
goods in his own possession. The bank has no control. In a case of 
hypothecation we make a loan to a man against the security of stocks, 
bonds and debentures. We have these in our own possession. He signs 
a letter of hypothecation which gives us the right to sell the stocks or the 
goods, if we like, in payment of the loan. 

Lala Harkishen Lai: A document to facilitate advance in that shape 
should be recognised by law—you may call it by any name—and breaches 
of that must be treated under the law. 

Mr. Bamdas Pantulu : The bank lias a lien on the goods and only lets- 
the borrower hold them in trust for it, and if he disposes of them in 
violation of the trust does it not come under the criminal law of the 
country ? 

Lala Harkishen Lai : Both the things should be on all fours—the law 
and the document. They are not so at present. Neither is the docu* 
ment a legal document, nor are the obligations definitely laid down as 
trustee obligations. 

Mr. Ramdas Pantulu: If a man takes delivery of the goods on a trust 
receipt, agreeing that he will hold them in trust for the bank, and dis¬ 
poses of them, he commits a breach of the Indian Penal Code, and he 
can be prosecuted. 
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Lola Harkithen Lai: There are so matay 'its’ there that it does not 
come within the purview of the definition. Therefore, to facilitate bank¬ 
ing, a document should be created, call it by any name, which should 
enable banks to lend money in a certain fashion and a breach of that 
should be punished under some law. 

Mr. Buckley: A document drawn up on lines similar to what banks 
call trust receipts and bearing the same stamp. 

Lala Harkishcn Lai: With regard to stamp duties, the whole question 
bus to be considered because certain documents are stamped illegally. If 
the words ‘trust receipt’ do not appear in the Stamp Act, the document 
it no good; moreover, we have to consider the stamp on pronotes, on 
knndis and bonds, on mortgages, on debentures and so on. Another 
question which doe* not arise oul of your note or the evidence, but one 
which sometimes gives trouble to bankers, is about making advances 
against one's own fixed deposits. If A deposits Rs. 5,000 for six months, 
and lie cranes after a month and says lie wants money on the security of 
nis deposit, some banks do advance money. Two points of view are 
made in this connection. One point- of view is that of the bank itself 
and at certain stages. If the banks generally recognise this practice of 
giving advance on deposits, then the deposits cease to be fixed deposits. 
The other point of view is that 60 far as the law goes, deposits are a 
debt to the bank from the depositor. A debt to the bank meanB that in 
case of liquidation or winding up, all debts have to be considered equally. 
If a man gets money in advance against his deposits, the courts would 
not allow it, but the authorities of the bank give preference at- the time 
when liquidation is in sight. Supposing deposits are being withdrawn and 
some people who have fixed deposits wanted advances against those de¬ 
posits. a banker would be given preference, but preference is not allowed. 
It is a criminal offence. I should like to know what the practice iB in 
Europe and the parts of the world you represent how far are deposits 
made and in what form? I tell the people whe approach me that I can¬ 
not give advance on these deposits. Thev say that other people give ad¬ 
vances. It is quite a common practice here. 

Mr. Currie : When a man has a large amount of money on deposit, ha 
makes arrangements to withdraw his long-term deposit on the. understand¬ 
ing that he docs not get the rate of interest- that he would get on his three- 
months’ deposit. 

Lala Harkishcn Lai: Is that a common practice? 

Mr. Currie: Yes. 

Lala Harkishcn Lai : If a deposit is made say, for six months or 
e : ght months and the man comes along in a month and wants to with¬ 
draw his deposit, you would let that deposit be considered ns if it was on 
uolice and give him the notice rate and not the fixed rate. Is that a 
bargain ? 

Mr. Currie : That is done. 

Lala Harkishcn Lai: Supposing a bank is really on the verge of 
liquidation and such a tiling is done, would that be allowed by law or in 
practice? 

Mr. Currie: I do not know of such cases having arisen. 
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Lala Harkiihen Lai : In liquidations in India it has bean held that 
deposits are debts due from the bank and if the bank cannot pay more 
than 6, 7, or 8 annas in the rupee, the deposits are valued at that rate. 
Meanwhile the notice rate, which may amount to, say, 2 annas, should 
not be given, knowing that the bank is under liquidation. If it is done 
it would amount to breach of trust. If a bank does it, everybody would 
come and demand his fixed deposit, though it was not due then. 

Mr. Currie: There is an option to the bank. 

La la Harkishen Lai: Therefore, I want conditions laid down, because 
in some cases depositors do come and say that at the time of deposit 
the bank agreed to let them withdraw whenever they wanted and then 
practically the whole deposit is due on demand. 

Mr. Cunie : The bank does not have to do it. 

Lala Harkishen Lai: I am asking this question because this practice of 
making loans against deposits is becoming a little too common. I want 
to know what the practice in other countries is and whether you, as an 
eminent banker, think it is the right thing to do. 

Mr. Currie: All I can tell you is that it is done. 

Lata Harkishen Lai: To what extent? Is it a common practice and 
do many people do such a thing? 

Mr. Cunie: It is not a very common practice. 

Lala Harkishen Lai: And from the banking point of view, would you 
not deprecate that practice? You will not encourage it? 

Mr. Currie: I should not encourage it, but I should look upon the 
deposits as practically a security. 

Lala Harkiehen Lai: As good security within the value of the deposit 
in the bank? 

Mr. Currie: Yes. 

Lala Harkishen Lai: If you told the depositor that the value of his 
deposit was 10 in the pound ? 

Mr. Currie : I do not think such a case will arise. 

Lala Harkishen Lai: Such cases have arisen at the time of liquida¬ 
tion. 

Mr. Currie: That is a different thing. Until a bank actually closes its 
doors, it has authority to carry on. 

Lala Harkishen Lai: My idea is that if the directors or managers are 
conscious that the bank cannot go on for a long time they should not take 
deposits? 

Dr. Trip: That is right. 

Lala Harkishen Lai: If they do, they really cheat the public. 

Dr. Trip: In my country I have the impression that it is not much 
done. It is an exception. It is mostly done this way: The customer 
goes to the bank and discusses the question and then he is allowed to get 
the money back, so that the character of the deposit is changed. 

Lala Harkishen Lai: That is quite common. 

Dr. Trip: It also occurs that a deposit is made to another bank, to 
Shat it is not the depositor in the bank who gets the money, but the de¬ 
positor in the other bank. 



Lala 1 Harkishen Lai: That is quite legitimate. ‘If one bank owes 
•another, on the security of that debt, you may or may not advance. It 
does not run the risk to which I am referring. I was referring to oases 
where depositors insist upon withdrawing their deposits on the ground that 
the arrangement was agreed to at the time of deposit. 

Dr. Trip: I am not absolutely sure, but I daresay it is not practically 
done in my country and it is not allowed by the banks. 

Lola Harkishen Lai: That is practically my experience; Mr. Currie 
eays that it is done, but rarely. May I ask Mr. Cassels what his experi¬ 
ence about loans on fixed deposits is? 

Mr. Cassels: I have never known the case of a loan against fixed 
deposits. The main deposits are for three months and if a man comes 
along after one or two months, it is done by agreement. 

Dr. Friederich: In our country it is done, but it is an exception. 
Where it is done, the auditor has to consent and to see that the depo¬ 
sitor is paying out of the deposit his dues. 

Lola Harkishen Lai: Under your “proposals which ought to be met 
by the Articles of Association”, you refer in ( d) “provisions in order to 
enable shareholders to inspect the balance sheet and profit and loss 
account and to take effective action at the general meetings”. I do not 
understand this. Are these not provided for? 

Dr. Trip: Enough time is not given to this shareholders with a view 
fo discuss the points at the general meeting. 

Lola Harkishen Lai: Then the point ought to be made clear. 

'Sir Furahotamdas Thakurdas: Has it been brought to your notice that 
under the present Act enough time ts not allowed to the shareholders to 
enable them to inspect the balance-sheet and profit and loss account-? 

Dr. Trip: I gathered so. 

Lala Harkishen Lai: Generally shareholders are not keen to look at 
the books, etc., but if they do, sometimes objection is raised. 

Sir Purshoiamdas Thakurdas: We have no trouble about it in 
Bombay. I have never heard that shareholders who wanted to inspect 
books were not allowed to do so. 

Lala Harkishen Lai: They are allowed to look at certain books, but not 
at all books. 

Sir Pur8hotamda8 Thakurdas: Is it the experts’ recommendation that 
.all books should be left open for inspection? 

Lala Harkishen Lai: So far as the people’s accounts are concerned. 
On the other hand, the convention is all the world over that these are 
confidential and should not be shown to anybody except under the law 
and the Articles of Association. 

Sir PuT8hotamda8 Thakurdas: I want to know actually the nature of 
ihe complaint which has necessitated this recommendation. 



Lola Harkishen Lai : This is simply a recommendation to the effect 
that shareholders should be entitled to see the books and accounts of n 
bank. 

Sir Purshotamdaa Thakurdos : But that is already the practice in 
vogue as it is to-day. What is it that has been brought to your notice- 
which has made you say that this is a proposal which ought to be met 
by the Articles of Association? 

Dr. Trip : Our impression was that in some Articles of Association the 
time limit was so short that, having regard to the distances in this 
country, the shareholders were not in a position to look at the balance 
sheet and the profit and loss account, and be prepared to argue at meet¬ 
ings of shareholders. 

Sir Purshotamda?i Thakurdas: To that I will say that no genuine 
shareholder who, from the point of view of the bank’s advance, wanted to 
do it had any difficulty: but there have been people in this country,, 
cantankerous fellows who get up and say things more for the sake of 
harrassing the authorities of a bank than for anything else. 

Dr. Trip: Especially with the object of getting to the Board of 
Management. 

Sir Pur8hotamda8 Thakurdas: All I am concerned with is that it would 1 
be difficult for us to make a recommendation in the terms of your proposal 
(d). The Bombay Shareholders’ Association in paragraph 14 (8) of their 
memorandum said: 

“The present practice of giving seven days’ notice of general meet¬ 
ings makes it impossible for shareholders to inspect the share 
register, to obtain proxies and otherwise take effective action 
at meetings. The share register being generally closed 
during the interval between the balance sheet and the meet¬ 
ing, its inspection is not possible under the law. No doubt 
the bank will give a list of shareholders, but that means 
delay which in the case of big banks is very great. . . ." 

It all refers to the share register and not to account books. 

Dr. Trip: Reference is made to it in paragraph 100 of the sub-com¬ 
mittee’s report on the Regulation of Banking. 

Sir Pur8hotamda8 Thakurdas: That again refers to share registers, 
and not to inspection of books and accounts or checking the balance 
sneet. I have not heard any general grievance about the examination of 
the balance sheet. I do not know if any shareholder goes to a bank with 
the intention of examining the balance sheet. The audited balance sheet, 
together with the profit and loss account and the Directors’ report, is 
circulated within a certain period before the date of the general meeting 
in accordance with, not the Articles of Association, but the Companies. 
Act. 

Lola Harki8hen Lai: There is another proposal under (7i), “restriction 
of the power of a bank’s directors to refuse to register shares’’. This is 
very rarely acted up to, but it is one of the articles that appears in Table A 
of the Companies Act. 

Dr. Trip: I understand that this power is abused by the directors. 
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Lola Ilarkishen Lai : We have not had any case in oourt, so far as I 
know, that this power hag been abused in India. 

Sir Purshotamdas Thakurdat: I suppose Dr. Trip is referring to what 
lime before us in evidence in connection with the Bombay Shareholders' 
Association. 

Lala Ilarkishen Lai: They wanted facilities for transactions. 

Sir Purshotamdas Thakurdas: They also war.ted that the right vested 
in the directors of refusing to register the share; of certain people should 
he modified. 

Lala Ilarkishen Lai: Brokers want to have the power to transact busi¬ 
ness. In some cases the directors claim discretion and say that they 
have to look at things from the management ard administration points of 
view. Therefore, I feel that the Articles of Association should either 
specify the discretion to the directors in a certain way or leave in general. 

Dr. Trip: The proposal of the Shareholders’ Association was that the 
power even to refuse registration in the case of fully paid shares should 
be abolished. 

Lala Ilarkishen Lai: Whether fully paid shares or not, brokers will 
look at it from their point of view and directors from their point of view. 
If a man applies to my bank for transfer of shares, it is true that there 
may be some who say "let him not be a shareholder”, but generally it 
is in the interests of the directors to have as large a clientele as possible. 
Leaving that aside, what would you do in the case of cornering? Suppos¬ 
ing 75 per cent, want the shares to be transferred, what are the directors 
to do? Are they simply to transfer them, because the brokers want it to' 
be done? 

Dr. Trip: To a certain extent this is mixing up two things. If they 
are deposited beforehand, they mu6t be deposited with the company before 
a certain time. 

Lala Ilarkishen Lai: If they are deposited, then the shares may stand 
in another name and the shares are not transferred by bearer deposit. 
It comes to the same thing. 

Dr. Trip : That is a question of the closing of books. 

Lala Ilarkishen Lai: Unless the bearer deposits, it is no good: he 
does not require now registration and therefore the broker's object is 
gained. It is quite a different matter. 

Dr. Trip: It is not merely a question of proxy. The man is entitled 
to sell or buy his share. 

Lala Hrkishcn Lai: This reservation in favour of the directors is made 
to avoid the shares passing out into the hands of opponents and competi¬ 
tors. Either it ought to be left as it is, or if it is to be more restricted,, 
the conditions under which the restriction has to act ought to be specified.. 



Mj. Rushforth : The point made by the .Calcutta Stock Exchange in 
♦fcis connection was: 

“There have been instances of refusal to transfer shares out of the 
name of a person indebted to a company on the ground that 
the company had a lien on the shares. That, however, is 
not exactly an abuse of the power of the directors, unless it 
is exercised against a third party who is the bona fide pur¬ 
chaser against value.” 

Lala Harkishen Lai: If the lien has been created already and the 
-seller knows that the lien is there and he is indebted, he goes to sell 
why should he be prevented? 

Sir Purehotamdas Thakurdas : I do not think it can be got over. 

Lala 'Harkishen Lai: Unless there are certain specific conditions laid 
-down. . The authority to refuse transfer”, these are the words. Some 
people interpret it in the way that monopoly should not be created. 

Dr. Trip: I gathered during our conversations for the last few days 
•that you, Lalaji, are against discrimination. 

Lala Harkishen Lai: That is so, but if I am asked To accept a bribe 
I should certainly make a discrimination. 

You want that three associations should be provided and the apex 
association should be brought about by convention and not by law. 

Mr. Currie: That is so. 

Mr. Lamond: You have suggested that the indigenous bankers 
should become members of the Central banking assoc ; at ; on. Have you 
any suggestion to make with regard to the rules on the point? 

Mr. Currie: I think it is a matter more for the Association to decide 
and how far an agreement could be arrived upon. 

Dr. Trip: Indigenous bankers in the first instance should make their 
own association, should give up their trading functions and restrict their 
business to banking and should lay down rules in their association with 
regard to the publication of balance sheets and profit and loss accounts. 
All these things should be decided upon by the Indigenous bankers’ 
association. 

Mr. Lamond: You mean so long as these rules are agreeable to the 
Beserve Bank? 

Dr. Trip: Certainly. 

Mr. Lamond : You say that the form of the balance sheet and profit 
and loss account of the Joint Stock Banks should be left to the control 
of the Board of Directors and the supervision of the auditors. I am 
afraid specific rules must be laid down in regard to this matter. 

Mr. Currie: This was put down in order to raise the argument that it 
is sometimes more dangerous to deal too specifically with balance sheets. 

Mr. Lamond: I quite agree but the general public feel that the balance 
sheets do not always show the true position and they want a balance sheet 
which they can understand. I feel I cannot agree with your suggestion. 

Dr. Trip: We can very well leave it to the directors and the auditors 
tio deal with the matter. 




m 

Mr. Lamond: People generally cohtend that the present form ir 
faulty. I agree that you must not legislate too much but at the same 
time you must show a balance sheet which will command the confidence- 
of the public. 

Mr. Currie : When you in the balance sheet show bad and doubtful 
debts on the side and show a corresponding reserve on the other then it 
may create a wrong impression in the minds of the public, I think. 

Mr. Lamond. : I am certainly with you in that respect. I am against 
showing the bad and doubtful debts and the corresponding reserve in the- 
balance sheet. 

Lola Harkishen Lai: I have read in banking journals that such and 
such demands of the public have been met by the bonk concerned and so 
on. 

Sir Pursliotaindas Thakurdas: But is the investing public in this 
country so well educated to understand these technicalities as they are 
in England or other countries? 

Dr. Hyder : I think even in England there was a demand for the pro¬ 
ductions of uniform balance sheets giving more information. 

Lala Harkishen Lai : But you do not look at it from the banking point 
of view and what other people have felt in other countries. The balance 
sheets published by the Imperial Bank of India and the Bank of England 
give absolutely the minimum details which are necessary for public 
edification. The general practice is for the Chairman of these Banks to 
make a speech in presenting the bnlunuc sheets which will give further 
information required by the public at large interested in the bank. 

Dr. Hyder: I understand that there was a demand in Germany fbr 
more information being made available in the balance sheet so as to show 
the true position of commercial banking. 

Mr. MacDougall : Is it to the advantage of business that balance 
sheets are literally followed as given in the Indian Companies Act. I do 
fairly detailed balance sheets. In some cases you will simply be giving 
extremely valuablo information which will help your opponent’s trade. 

Dr. Hyder: If the balance sheets aro prescribed to be drawn up in a 
particular form then your difficulty could be goo over and there would be 
no objection. 

Mr. Lamond: Without going into the question of detnil, we are now 
only on the question of uniformity. 

Lala Harkishen Lai: So far as India is concerned, there is more 
uniformity than in other countries, provided the form of the balance 
sheets arc literally followed as given in the Indian Companies Act. I do 
not know exactly what change you are advocating in the balance sheet. 

Mr. Ramdas Pantuln: The following appears in the Memorandum 
approved by the sub-committee on “Banking Regulation” in para. 76 
which reads:—“There appears to bo a general demand tbat balance 
sheets should contain more information than what is embodied therein 
at present. Form F of the balance sheet prescribed fcv the Indian Com¬ 
panies Act is not considered comprehensive enough and it is suggested 
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that the manner in which accounts are drawn up at present leaves much 
to be desired because even those who are conversant with account-keeping 
are unable in many cases to gauge from the balance sheets the actual 
position of a bank concerning assets and liabilities. This, it is urged, is 
one of the reasons why many people hesitate to rely upon balance sheets 
of banking institutions”. May I know whether the experts are agreed 
with the view that more information should be given in the balance 
sheets ? 

Mr. Currie: We do not think that any further information need be 
given in the balance sheets. 

Mr. Lamond: One of the chief functions under the Canadian Hank 
Act is the establishment and control of Bankers' Clearing Houses. I 
admit this is a very useful function. Ab for this country Clearing Houses 
are of recent growth and their rules have been more or less drawn on the 
lines of Clearing Houses that are in existence in Liverpool, Birmingham 
and other places in Britain. Do you not agree that the rules of these 
Clearing Associations in thi '3 country should be based more or less uniform¬ 
ly and one Clearing Association formed for the whole of India' 

Mr. Cassela : I agree that it will be better to have one Clearing Asso¬ 
ciation for all India. 

Mr. Buckley: The question of advancing against shares under blank 
transfers was taken up by Government some time ago and was referred 
to the various Chambers of Commerce for opinion on the ground that 
■Government were under an impression that banks did a very large 
business in this particular line. As far as the Exchange Banks are con¬ 
cerned at least the larger and the older ones do not as a nde advance 
against shares under blank transfer, in the first place for the reason that 
the shares with blank transfers attached are practically bearer scrip 
and therefore it is a question of safeguard and secondly, we do not en¬ 
courage overdrafts against speculation in shares. I want to raise a dis¬ 
cussion on this point with a view to making a recommendation that it 
is illegal to carry shares on blank transfers. 

Lala Harkishen Lai: Why don’t you say that the stamp duty should 
be reduced? Then this difficulty could be got over. 

Sir Purahotamdaa Thakurdas : So far as the experts are concerned, 
■they sav that the practice in their countries is to have bearer scrip which 
is not the case in this country. We have got, therefore, to decide among 
ourselves the point after looking into the practice in this country. I do 
not think we need discuss this point with the experts. 

Mr. Currie : It refers to all joint stock companies and not only banks. 

Mr. Buckley : I would like to raise another point which is not before 
us. I understand, Dr. Friederich, in Germany about a year ago you 
passed a law that post dated cheques could be paid on presentation without 
any penalty. 

Dr. Friederich: That is so. It was really a custom with many people 
in our country to issue cheques post dated. To make the banker's respon¬ 
sibility shorter and to make it easier we passed a law that post dated 
cheques should be paid at the counter on presentation. 
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Mr, Buckley : We consider it not quite honourable to issue post-dated 
cheques. The reason for issuing them is not far to seek. viz., on the day 
the cheque is issued the drawer has no cover at the bank but expects 
some money to be put to his credit on a future date. In this country the 
position is that if a bank pays by oversight a post dated cheque it is held 
liable. 

Mr. Casaels: The position in other countries is exactly as Mr. Buckley 
has just said that the bank is liable if it pays before the due date marked 
on a cheque. We, however, consider it quite honourable to issue post 
dated cheques. As a matter of fact, I myself have done so. 

Mr. MacDougall: In commercial circles it is the general practice to 
release the goods only on receipt of a cheque from the customer and that 
being so post-dated cheques are commonly in vogue. 

Mr. Buckley : Why should a bank be penalised for cashing a cheque by 
oversight when presented before the due date? 

Mr. MacDougall: If the bank commits a mistake then it must accept 
responsibility. 

Dr. Friedcrich: Such post-dated cheques if issued without cover at 
the bonk will be considered a fraud in our country. And so the real effect 
of the law which was recently passed is really for the good of the people. 

Mr. Caasels: Supposing you had some one who owes you money and 
he gives you a post-dated cheque. You have ihat document on which to 
sue him in case of accident. It is useful in ihat respect. 

Mr. Buckley: The man may have the money in the bank but the bank 
in the ordinary course of business may pay through an oversight. 

Mr. Devadhar : The percentage of such post-dated cheques is quite 
small. Why do you want to deprive the people of this great facility? 

Mr. Buckley: I do not wish to deprive people of that facility at all. 
I do not wish to prohibit people giving post-dated cheques. What I say 
is: if a bank by oversight pays a post-dated cheque before the date of the 
cheque it should not be liable. 

Mr. Ruahforth: Mr. Currie, you were discussing with Mr. Pantulu 
the question of the Imperial Bank opening branches. We have asked 
most of the banking witnesses who have been before us if there have been 
■any cases where they have had to close down branches because of this 
competition and I think that the reply has been in the negative. I should 
rather like to have your opinion on these statements which have been 
made by the Allahabad Bank. The first one is regarding the effect of 
the opening of branches by the Imperial Bank on Indian joint-stock 
branches. They say it has been detrimental to the existing branches in 
the various centres where the Imperial Bank opened branches. They 
further state that it is easier to build up a business by attracting customers 
away from an established bank by the offer of lower rates than by pioneer 
banking in an entirely undeveloped district, and that the risk of such in¬ 
trusions of which they have had experience must act as a deterrent against 
a policy cf branch development on the part of the indigenous banks. Do 
you think that anything calls for consideration ; n either of those statements? 

Mr. Currie: As regards the Imperial Bank or the Reserve Bank. 

Mr. Rushforth: The branch activities of the Imperial Bank. I gather 
that you are in favour of unrestricted competition and you do not consider 
the fact that the Imperial Bank might go to places and take away 
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Accounts which belong to other branches by virtue of its being a Govern¬ 
ment bank? 

Mr. Currie : Well in future we do not consider that the Imperial Bank 
■tvill have all those Government funds because it will not be the Keserve 
Baiik. 

Dr. Trip,: Do you think that one of these deposits would not have been 
transferred to the Imperial Bank if they had not had these Government 
balances ? 

Mr. Rushforth: That is evidently the suggestion here. 

Dr. Trip: I do not believe that. I think it is due to the good name 1 
of the Imperial Bank. 

Mr. Rushforth: I do not read it like that at all. I just wanted to bring 
that point to your notice. The only other thing that I wanted to mention 
was another point on the protection of banks. Suggestions have been 
made on the lines of the Leeman’s Act in England that in the transfer 
of shares on the Stock Exchange the number should be given. Banks 
have suffered in India through these bear raids on bank shares. Another 
suggestion was that transaction on bank shares should be for cash delivery 
only and forward transactions should not be allowed. 

Mr. Currie : Are there a great many forward transactions being trans¬ 
acted ? 

Mr. Rushforth-. I could not tell you at the moment. From time to. 
time there have been and there is nothing to prevent them. 

Mr. Lamond: The Bombay Stock-Exchange have stopped them tem¬ 
porarily. 

Mr. Rushforth: It is a question whether you think anything should be 
done to prevent these bear transactions on the Stock Exchange in respect, 
of bank shares in the Indian banks? 

Mr. Cassels: The matter is covered if the seller has to give the num¬ 
ber of the shares. 

Mr. Rushforth: Would you he in favour of a regulation somewhat on 
these lines? 

Mr. Currie: Yes. 

Dr Trip: What is the harm that is experienced in the banks. If you 
have bearer shares as we have in Holland, what is the difference between 
the bearer shares and these suggested shares? 

Mr. Cassels : The reason is if the seller has to give the number of the 
shares he is selling he cannot sell a bear. 

Mr. Lamond : He need not give the numbers until the date of delivery. 

Mr. Cassels: He is supposed to give the numbers when he makes the 
sale. 

Mr. Currie: That does not cover your forward dealing. 

Mr. Cassels: It covers shortage. If the stockbroker goes into the 
market and sells bank shares he must know what shares he is going to 
deliver and if he does not have the shares he cannot give the numbers, 
which shows that he has not got the shares. 

Mr. Rushforth : Dr. Trip does not seem to be in favour of any such 
restriction. 

Dr. Trip: I am not in favour. 
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Mr. Currie: I do not see that the restriction is going to be very much 
■needed. I think that the selling of a large quantity of bear shareB of a 
bank would be a very dangerous proceeding. 

Mr. Casseh: It would not be a dangerous proceeding, it would be a 
very deplorable one for the standing of the bank. 

Mr. Rushforth: It was very noticeable on two occasions in India. It 
was really those occasions which brought the question up, and something 
ought to be done to stop it. 

Dr. Trip : Do you not have that with regard to all kinds of shares? I 
am not much in favour of stopping even speculation. Speculation can 
have a very useful effect. 

Mr. Currie : The point is that speculation affects the credit of a bank 
very much more than any other concern. I can see no objection to 
demanding the numbers of the shares. 

Mr. Rushforth: I think the less restrictions, fhe better, but if in special 
Indian circumstances they are going to be advantageous I think we ought 
to be prepared to introduce them. 

Dr. Trip : We have never experienced such u case in Holland. 

Mr. Rushforth : At any rate you would have no definite objection to 
it? 

Mr. Cassels: Do you foresee any hardship cn the point of preventing 
■a man from selling bank shares? 

Mr. Rushforth: I see none myself except from the point of view of 
the bank. 

Mr. Cassels: The fact that the bank is a quasi-public body is sufficient 
to safeguard attack in the stock market which would not only depreciate 
the value of those shares but would have a very serious effect on the entire 
market and on the standing of the bank. 

Mr. Rushforth : For instance only about 3 days ago the “Statesman’* 
had a leaderette on the bear raid on the Imperial Bank shares. I do not 
know if it was inspired or not but at any rate the fact called for comment 
in one of the leading newspapers. 

Mr. Cassels : The inference being that somebody was selling the shares 
who did not own them. That happens with every stock. It is all right 
with ordinary stock, it is only a question of whether the bank should not 
be protected. Therefore I would be rather in favour. 

Mr. Devadhar: On page 2 you have 5 divisions, the various proposals 
for consideration. Under No. (i) "Those which would hamper free com¬ 
petition and the development of banking and which ought not to be 
adopted’’. Are we to understand that you would certainly not be in 
favour of restriction with regard to 10 and 11? 

Mr. Currie : The first is rather a special subject and we do not deal 
with that very much here. 

Mr. Devadhar: You have simply grouped 5 divisions and I should 
like to know whether the first group also applies to Nos. 10 and 11. 

Mr. Currie: No. 10 is already more or less covered by the operations 
of this business of Co-operative banks by special legislation. 

Vol. rv. 2 L 
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Mr. Devadhar : We are to take it that you would not be in favour of 
restricting the business of Co-operative Banks too? 

Mr. Currie : No. 

Dr. Friederich : It is not clear what is meant by Co-operative banking.. 
Of course Co-operative Banks may have co-operative banking because the 
Co-operative Banks art! always for the members with regard to credits. 
Of course I should be against any restriction in case it is meant that the 
Co-operative Societies should not be allowed to take deposits from non¬ 
members. 

Dr. Trip: The question of Co-operative banking is a special question, 
so when we came in this memorandum to banking legislation we thought 
it wise to leave the co-operative banking outside our purview. 

Mr. Sarkcr: Can you give us an idea of the note issues and other liabi¬ 
lities of the principal banks in Canada? I just want a rough idea. 

Mr. Cassels : I think I could get it for you. I could tell you pretty 
well that the total note; issue in Canada up to 30th September last was 163 
million dollars. All the other liabilities are on other sections. 

Mr. Surlier : Item 43, you say if that provision is made then there 
will be competition in the development of banking. In Canadian Banks 
have the Managing Directors to be Canadians? 

Mr. Causeh: The majority. I think the Act reads “the majority of 
Directors must be : naturalised subjects of His Majesty domiciled in. 
Canada”. 

Mr. Surlier: if we make a provision like that would that hamper the 
growth of our banking? 

Mr. Cussels : It might. When this provision was made in Canada all 
the Directors of the banks at that time came under this category. There 
was nobody left out, so that there were no distinctions to be made. It 
was perfectly easy for the few banks to get together and lay that down 
as law. But any new bank coming into the country has to abide by these 
regulations. 

Mr. Sarkcr: If a similar provision is made here would that. .... 

Mr. Casscis : What can you do about the foreign exchange banks? 

Mr. Sarkcr: You say the new banks must conform to these regulations. 
Do you think that for the development of our country more foreign banks 
are necessary? 

Dr. Trip : I do not say that. I do not think it would be wise to : nter 
fere with the present- conditions of the country, and the present conditions 
of the country are very well served with regard to foreign trade by the 
existing foreign exchange banks. As a consequence of that opinion we 
left out this provision because we think it would do harm to the banking 
position of the country. 

Mr. Sarkcr: I am talking of the future. 

Dr. Trip : T cannot see that there would he much harm if you wanted 
such u provision for new hanks being established in this country. We 
took it that this provision would also apply to the present state of affairs. 
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Mr. Barker: On page 4 of your memorandum you say the form of the 
balance sheet and profit and loss accouut should be left to the discretion 
of the Board of Directors and the Auditors. 

Mr. Currie: That we have already discussed with Mr. Lamond. 

Sir Purshotamdan Thakurda*: I have two yr three questions on which 
I would like some information. 

Sir Purshotawda* Thakurda*: Paragraph 142 of office note on Banking 
Regulation. The suggestion is made here that depositors of non-Indian 
banks working here with their head offices outside India should be pro¬ 
tected. Is unv such protection given in any of the countries represented 
here? 

Mr. Currie: It. is not so iu "England. 

Dr. Friederich: Not in Germany. 

Mr. Ca**eh: Canada Iras no foreign banks. 

Dr. Trip: There is a big German bank in Holland which has not been 
formed under Dutch law. We make such provisions with regard ' to 
insurance business, not with regard to banks. 

Sir Purxhotanulu* Thakurda*: Bearing in m:nd your recommendation 
that, foreign banks should not be disturbed, and the fact that the affairs 
of foreign banks are not known in India as accurately as they would be if 
they had their head offices in India, do you not think that the demand 
that in case of liquidation their Indian assets should be reserved for Indian 
creditors is a reasonable one? Or would you consider such a provision by- 
statute unreasonable? 

Dr. Trip: I must say we did nor discuss the point, but my personal 
view is that although on principle it would not tie unreasonable, it would 
not be wise to do it. For, if every country where a foreign bank is work¬ 
ing did the same, il would have to split up its assets against its liabilities 
in several countries, and the position of the whole institution, and perhaps 
of all the creditors would be weakened. 

Sir Pur*lwtamda* Thakurda*: T have been seeking information as to 
whether there is any other country in which foreim hanks work with local 
deposits to the extent they do in India, and T still have not got anybody to- 
tell me that there is another such country. 

Dr. Trip : Apart from Duteh East Indies. 

Sir Purahotamdas Thakurda*: What is the proportion of indigenous 
deposits in foreign hanks in Dutch East Indies? 

Dr. Trip: T could not give you at the momen*. T wall try to get you 
the information. 

Sir Pumhotainda* Thakurda »: In India the position is roughly: foreign 
bonks, 70 crores; indigenous banks. 70 crores; and the Imperial Bonk. 
70 crores. 

Lala Hark!shrn Lai: Indigenous banks, only 62 crores. Tt is less than 
cne-third. 

Sir Purshotamdas Thakurda*: It is roughly one-third. The whole point 
is that foreign hanks have more than one-third. I know your opinion that 
they should not. be disturbed. Surely the Indian tf x-paver must have some 
statutory protection in case of any of them going down. We had one case- 
two years hack. 

I 2 r, 2 



548 


Mr. Lamond: Tnere was no loss in that ease. 

Sir Purshotamdas Thakurdas : India is the only country where foreign 
bants work with capital obtained locally. There is no other country 
approaching it. I wonder whether you are disposed to see the demand 
for protection from the Indian point of view. If you must allow these 
banks to work with local deposits, in case of a failure, the Indian assets 
should be reserved for Indian creditors. Whether it is feasible or not or 
to what extent it is feasible is a different thing, I cannot see, as Dr. Trip 
does, it would be unwise: it would be only fair to the Indian taxpayer that 
Government should ensure this to the extent* they can. 

Dr. Trip: Banks in a country are of such great importance to the 
whole economic structure of the country. The experience of Europe has 
been that if a bank gets into difficulties Government has to step in to help 
it. I am absolutely convinced that in the case you referred to, if Gov¬ 
ernment had not stepped in, there would have been losses. Even if you 
had a provision in the legislation in this country reserving the assets, what 
are these assets? Especially those of foreign exchange banks are only bills 
that travel from here to all parts of the world. 

Sir Purshotamdas Thakurdas: Whatever they may be—they may be 
local inland bills in the portfolio, cash on hand. I know of one casg 
where the manager did not know the previous evening that he would have 
to close down his branch the following morning. The position of the local 
branch was quite solvent. Would you consider it unfair on the part of the 
Indian legislature to secure the position of the local depositors? 

Dr. Trip: I feel that it would raise very great practical difficulties. In 
the case of insurance companies it is done by compelling them to give 
securities. The operations of foreign exchange banks involve very large 
amounts and I think such a provision would hamper possibilities. Some 
foreign exchange banks may even say that they would prefer not to work 
in this country, and I do not know whether it would be to the good of the 
country. 

Sir Purshotamdas Thakurdas : Witnesses before the Committee have 
stated that foreign exchange banks should be required to deposit, with 
provincial Governments, securities of the market value of Rs. 5 lakhs in 
respect of every office in each province on the parallel of insurance com¬ 
panies. There is very strong feeling, and I personally feel after having 
heard the witnesses and your own view that you cannot indicate any form 
of protection even in case of liquidation, that it is a little hard that the 
Indian investor cannot have any such protection to the extent possible. 
Foreign banks may have no assets here in which case of course heaven will 
have to help the depositors. But if they have assets in India why should 
the Indian Government allow them to go into the common pool out of 
which probably they will get only one penny? 

Mr. Currie: If you are to attach the Indian assets of an existing bank 
you will have to give up your claim on other assets. 

Sir Purshotamdas Thakurdas: That is true. After all the law of the 
land rules supreme. 

Mr. Currie : In England a creditor would not have any claim on the 
other assets of the company or the surplus if he attached the assets pledged 
to him. 
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Mr. Sarker: To the extent of security you get the full value, and for 
the portion unsecured you get a share along with other creditors. 

Mr. Currie : I do not think he can get it. 

Mr. Sarker: In India it is the case. 

Mr. Cassels: The practice in England is that if a bank has securities 
for advances made to an insolvent, it has the option either to hand over 
the securities to the liquidator and take its chance with the general body 
of creditors or use them to liquidate the advances. 

Lala Harkishe 71 Lai: English law about secu rities is not the same as 
the Indian law. In England they have to make a choice, but here we say 
in our agreements that if the money is not realised out of the security, the 
balance will come for its share in the general assets. The form of agree¬ 
ment is different. 

Mr. Cassels: In case of liquidation of a company all the creditors 
receive a circular letter from the liquidator giving them the option of re¬ 
taining the securities they have with them or handing them over for ft 
share in the general pool. 

Sir Purshotamdas Thakurdas : If any such legislation was passed, do I 
understand that it is your opinion that it would make the Indian market 
less attractive for these banks to work here, or would it hit the clientele 
of these banks here? 

Mr. Cassels : I think it would be disadvantageous to the country as a 
whole. It might induce foreign banks not to ccme here in future and to 
arrange to withdraw support to foreign trade at the present time. They 
might say in the face of these provisions our only protection will be to form 
an Indian company with a small capital and lower our liability. The 
effect would be a bad one so far as security for depositors is concerned. 

Mr. Currie: In any case you might assume that it would tend to make 
foreign exchange hanks keep as much money out of the country as they 
could. 

Sir Purshotamdas Thakurdas: Protection of banks from unjust attacks, 
para. 148. As you might have noticed there are two distinct views. Some 
joint stock banks think that law should give them protection from suoh 
attacks. One share-holders’ association feels that no such protection 
should be granted. The accentuated form in which this difference has 
developed in the last few' years, I believe, must be considered as somewhat 
exceptional to India and perhaps to Bombay. I wonder if you have 
acquainted yourself with this somewhat novel trouble of ours and if you 
have any views regarding para. 148. 

Dr. Trip: That point w r as dealt with in Mr. MacDonald’s evidence. Me 
w'as absolutely right in his position that in the interests of the banks them¬ 
selves it would be more dangerous to do that thm to leave things as they 
are now. 

Sir Purshotamdas Thakurdas: In connection with that I thought; I 
would tell you the other side of the position. Share-holders who do not 
get adequate credit put questions at the general body meeting, challenge 
the balance sheets, and so on and so forth. Ir. the ease of Police Court 
prosecutions auditors are put in the witness bo:-, and examined days after 
davs. Simultaneously an attempt is made to narrow down the shares in 
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the stock exchange. On the whole they succeed in creating want of con¬ 
fidence. The Indian investor is sensitive and any vague rumour set afloat 
upsets him. It has been suggested that some organisation should be avail¬ 
able against such truculent shareholders and such efforts. Is there any¬ 
thing like that in any of the countries? 

Mr. Currie: I have not heard. 

Dr. Trip: My impression is we had similar cases. I am convinced you 
'C.an never prevent such things by legislation. The only thing that was 
done was a declaration by the Reserve Bank that the Bank was quite 
sound. 

Mr. i'uhkiIx: i remember only one case. It started really as a matter 
•of blackmail, which was refused. Xo legal restrictions could have any 
■ effect. 

Dr. Frkdnich : No legal restrictions in Germany. 

Dr. Trip: Tf you hnv- a reserve bank in the country they can make a 
statement about the real stat<- of affairs. That is the only useful thing 
I can think of. 

Mr. Hamden Pantulu : There are two concrete instances from other 
countries. Legislation to prevent vexatious complaints on the lines of the 
English Vexatious Indictment Act and of the Costs in Criminal Cases Act 
has been recommended. That is really a protection. 

Sir Pur shot a in dan Tlmkurdes: Bara. 158 refers more to defamation. 

Mr. Ramdan Pautulu: We can proceed criminally in case of vexatious 
•complaints. 

Sir Purshotamdas Thitkurdas: It does not refer to banks alone. Before 
the suit was heard and the various details gone into the bank might pro¬ 
bably be. finished. I wish to ask a question regarding Appendix I of your 
memorandum. There you suggest that Indian banking should be orga¬ 
nised into 8 voluntary associations, and on Mr. Ramdas Pantuhi’s sug¬ 
gestion you added a fourth, provincial co-operative banks. It strikes me 
very much, if 1 may say so, as a case of difference without distinction. 
Instead of dividing these four limbs of Indian banking into four compart¬ 
ments, why not have one association and let it work as one body where 
main questions are concerned and in sub-committees according to the re¬ 
quirements of various members. What is the difference you make between 
exchange hanks and Indian joint stock banks? 

Mr. Currie: I think that there’ will be no objection if both are in 
the same association. 

Sir Puntholantdaa That;urdux: What is the distinction you make 
‘between indigenous bankers and these two classes of banks which you are 
prepared to amalgamate into one? 

Mr. Currie: Indigenous bankers are partially bankers and partially 
traders. We thought, to begin with, a great many of the rules relating 
to joint stock banks would not lie applicable to indigenous bankers, that if 
we started with one bankers’ association it would exclude a great many of 
the indigenous bankers, and that therefore it would he better to have a 
separate indigenous bankers’ association which could improve and modernise 
the practices of the indigenous banker and which would at the same time 
be in touch with the central bankers’ association and through it with the 
•other bankers’ associations. 
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Sir Purg/totaindas Thakurdas : Suppose we put down the qualifications 
of the indigenous banks fairly strictly, would you then object to their being 
amalgamated with the other two and made one association? We have 
not decided the details of it. Why I ask this question at tho moment is 
the Indian financial world seems to be divided irto two groups, one banks 
and the other bazaars. It is an uphill effort to bring them together, and 
even if you put them together now it will be 10 years or more before you 
will have a healthy unit in which they will all think and work. But if 
we bring them together this result will be achieved earlier than otherwise, 
and some of those annoying things which one hears may disappear. Do 
you see any objection in principle to all of them occupying the, same ussocia- 
tion building, and having access to the committee room ? They can of 
course divide themselves into various sub-comrrittees and work out their 
own difficulties and secure facilities. 

Mr. Currie: In principle T see no objection. My fear however was 
that by having only one association to start with great many people might 
be left out of it. I therefore wanted something between the Central 
Association and the more specialised ones in order to bring them all together 
eventually. 

Dr. Trip: If the Central Association should only include as members 
those, who are admitted by the Reserve Bank for grant of discount facili¬ 
ties, that would be a stimulus for all the members of all these associations 
to try and be admitted by die Reserve Bank. Now they can all be members 
of one association, but some will be members of the apex association. 

Dr. Trip: In order to give an inducement o them to come into the 
apex association. 

Sir Pvrshotumdax Thakurduu: My point was that you lay down certain 
ruling for membership ol the apex association and leave it open without 
distinction, whether a man is an indigenous banker, a joint stock banker 
or an exchange banker. These distinctions must disappear, particularly 
because sentimentally they are very unwise. There is an inferiority com¬ 
plex brought on, whether it is intended or not. I am not concerned 
whether it is justified or not. It ought to go and everybody who works 
in the field of Indian finance and has some qualification as a chartered 
bank or national bank ought to have access to that particular institution. 
I fear therefore that the apex bank membership will have to be left open, 
irrespective of whether an exchange banker, indigenous banker or joint 
stock banker seeks admission. 

Dr. Trip: That is our intention: the only doubt is whether lie would 
have discount facilities with the Reserve Bank 

Sir Piirshotamdas Thakvrdas: If the indigenous banker has that faci¬ 
lity. he shall be a member of the apex associnticn. Why then do you want 
various special associations? 

Dr. Trip: We think that these associations could do very useful work 
in laying down rules lor their members to adopt and these rules should be 
specially adaptable by indigenous bankers, but as soon as an indigenous 
banker is admitted by the Reserve bank, then he becomes a member of 
the apex association. 
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Mr. Currie : On page 2 of our note, sub-section (iii) of the objects of 
certain proposals, we have made it clear that the power of the Reserve 
bank should be enhanced with the specific idea that no superiority complex 
should prevent any eligible bank from attaining the right of joining in 
the Central Banking Association. 

Sir Purghotamdag Thakurdas: Your scheme therefore does not neces¬ 
sarily contemplate keeping the various members interested in these groups 
separate? 

Mr. Currie: No. 

Dr. Trip : Our ideal would be that all the members of the separate 
associations would be members of the apex association too. 

Sir Purshotamdae Thakurdag: Or, the apex association may have all 
these associations and they may work as sub-committees according to 
requirements. The less you have big associations the better. If you 
have a number of Banking Associations, you will have the grievance that 
they are not getting adequate facilities, so that the whole can be made 
into one group. 

Dr. Trip : That would not be practicable especially in the beginning. 

Sir Purghotamdag Thakurdag : What is it that you think would not 
be practicable? 

Mr. Currie : Some of the indigenous bankers are now very small and 
they are doing business which is outside the scope of banking. 

Sir Purghotamdag Thakurdag: Assuming that there are a number of 
small banks, there would be at least 25 or 50 big enough for any purpose. 
Would you not let those come into that common group? 

Mr. Currie : Certainly. 

Sir Purghotamdag Thakurdag: If you begin with them instead of think¬ 
ing about the small banks, I think it would help the matter. 

Mr. Currie: But there would be some bankers who would be left out 
in the cold. 

Sir Purghotamdag Thakurdag : They will look after themselves and form 
into an association and make themselves heard. But if you keep them in 
separate groups and then say that they can come into the apex bank once 
or twice a year and put forward their grievances, that would not be 
satisfactory. 

Mr. Currie : That was not our idea. 

Sir Purshotamdae Thakurdag: That is how it struck me. I shall read 1 
out to you the marginal note which I made as I read your memorandum: 
"one body with sub-committees to deal with details of the special diffi¬ 
culties and facilities. Why have three?” 

Dr. Trip: Because we think that there may be indigenous bankers, 
especially in the beginning, who would restrict their business to banking 
and who may be prepared to follow the regulations of their Association; 
but they are too small to be admitted by the Reserve bank for re¬ 
discounting facilities. It would be advisable to bring them together, but 
still they should be given inducement to become a member of the apex 
association by being admitted by the Reserve bank. 
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Sir Purshotamdas Thakurdas: If the indigenous bank and the Indian 
joint stock bank prefer it, the Central bank would be open to them, 
so that the various interests could work together in a common association. 
You see no objection to it? 

Dr. Trip: Does that mean that you will have the condition that the 
discounting facilities from the Deserve bank would lapse? 

Sir Purshotamdas Thakurdas: Why should :t lapse? 

Dr. Trip: 1 do not see how you conclude from wlwi wo have said that 
the apex association would be closed to certain groups of banks. 

Sir Purshotamdas Thakurdas: That is the impression I gut. 1 inaj 

be wrong. 

Dr. Trip : I only asked to make the point clear. W e never had that 
impression. 

Sir Purshotamdas Thakurdas : All I can say is that I do not understand 
it in the sense that you meant it. 

Dr. Trip: It may be my fault. 

Dr. Hyder: There is one point about which I am not quite dear. 
Supposing there were not many associations, but only one simple body, 
that would mean that everybody who is a member of the Central Asso¬ 
ciation would have the right to have their bills re-discounted. I do not 
know if you would give some discretion to the Deserve bank to pick and 
choose or say that every member as a member of the Association should 
have that right. 

Mr. Currie: We would give the determining voice to the Deserve bank. 

Dr. Hyder: In my opinion you must leave the discretion as to whose • 
bills they are going to re-discount with the Deserve bank. If any sugges¬ 
tion relating to a particular bank came up for discussion and if it was 
a member of the Central Association, the Dese we bank would say that 
the bank was a member of the Association and that their bills would be 
re-discounted. 

Sir Purshotamdas Thakurdas: I looked at the question this way: 
The Deserve bank would lay down certain minimum qualifications for 
those whose bills it would re-discount. I do not think the bank can be 
allowed to pick and choose. A certain limit will be fixed, Ds. 50 , 000 , 
one lakh, 5 lakhs or 10 lakhs. Banks having a certain capital and 
acting up to certain requirements of the Deserve bank will have their 
bills re-discounted. 

Mr. Currie: It is usually the case with Central banks which have been 
working for some years. 

Sir Purshotamdas Thakurdas : There will be known qualifications which 
would be known to everybody and banks and persons who want to aspire 
to it would work up to it. Having done that, all those whose bills are 
re-discounted would ipso facto he eligible to become members of the apex 
association, whether indigenous bankers, or joint stock bankers or Exchange 
banns. Then the distinction goes. 
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Dr. Trip : I quite agree with your explanation of the question. My 
experience has been that the Reserve bunk has always to keep its decisios 
free, whether it is prepared to take the paper of a bank or not, and 
I do not think it even possible for a Reserve bank to lay down the rules 
to which they should be bound, and on the basis of which they may say, 
“we prefer not to take so much paper of that man and so much from 
another man who has the same capital.” 

Sir Pnrshotanulus Thahurdas : What you mean is this: after having 
taken A to M as persons whose paper they will discount, J may have 
incurred a loss or his position may have deteriorated that his credit may 
be reduced from 5 lakhs to one lakh for re-discount purposes. Even 
then the Reserve hank would not disable him by not re-diseonnting his 
paper to the extent of at least a lakh? 


Mr. Currie : Mo. 

Sir Piirsholamdas Thal;u iJiis : iUy credit- may be five lakhs, I may 
have lost my money and'reduced lm credit to half a lakh, but 1 am 
still on the Imperial Rank list, and as long as 1 am on it, 1 am ipso facto 
eligible for membership. What- I want to make clear is that there would 
be ft common point where all, irrespective of their race or their avocation, 
would be eligible for membership. Is lhat your idea? 

Mr. Currie: Yes. 

Sir Piirxliotanula* Thai;aulus : Does that meet your point, Dr. Ilyder? 

Dr. Hijdcr: It: comes to the same thing whether you begin from the 
top or from the bottom, and it centres round the limit of the extent of re¬ 
discount facilities available. If a man is a member of the Central Bankers’ 
Association, he must give to the Central Bank the right to determine thc- 
nmount. 

Sir Ptaxhoiannhis Tlwkurdas: That does not matter. We are both 
members of the apex and we should he eligible t<* become members. 

Dr. Ilyder: Suppose, of the members of (lie Central Association, 45 
are indigenous bankers; onf of these 45, the Reserve bank will say that 
the paper of about fit) is good; regarding t-lie others the limit may be from 
5 to 1. They are still members of the Central Bankers’ Association. 


Sir Pur shot aw da* Thalturdas: How can they he? 

Dr. Trip: They can only i.ecoiiiu members «>l the Association alter 
they have been admitted by the Reserve bank. 

Dr. Ilyder: If v.r stalled from ihe other end, there would only be 
■one Central Bankers’ Association which would lay down standards and 
rules and there would bo no doubt in the mind of the Reserve, bank regaid- 
ing the remaining 15. in spite of their being members of the Central 
Association. The remaining would say: “We are small people but we 
must have an Association of our own. That is how it appears to me. 
Let us bring omselve- the level of the standards set by the Reserve 
Bank. We shall then be entitled to the privileges granted by the Reserve 
Bank regarding re-discount facilities.” 
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Sir Purshotantuua Thahurdas : You look at it from one point of view, 
it struck me from the other point of view. I feel that what would either 
appeal to, or if T may use the word, annoy the indigenous banker or the 
local joint stock banker, is these water-tight compartments and I personally 
feel that it would bo unfortunate to perpetuate them if we can avoid it. 

Mr. Buckley : I agree with you. Inasmuch us the Chambers of Com¬ 
merce have various interests and these interests are all regulated and 
looked after by sub-committees, it seems to me that the banks may have 
one Association and a sub-committee of indigenous bankers, and a sub¬ 
committee of joint stock bankers, etc. Up to now, there has not been 
any contact between the various bankers in the country and T feel that 
if we had separate associations vve would not progress very much further. 
I think therefore that we should have one Associ ition and sub-committees 
to run each section. Because a bank is a member of the Central 
Bankers’ Association, T do not see that it should expect the Reserve 
bank to take its paper. 

Dr. Trip : It can only be a member after it has been admitted by the 
Reserve bank. 

Mr. Buckle a : Suppose a banker becomes a member after his paper has 
been taken and then something happens and his paper is no longer taken, 
has ho to resign bis membership? 

Dr. Trip: Yes. 

Sir Purshofunidus Thahurdas : There are various ways in which it can 
be. Full members of the Central Banking Association and Associate 
members. A cautious banker would not care to bo a full member seeing 
that the Reserve bank does not discount his paper after five years and 
he would suffer prestige; therefore he would content himself with being 
an associate member and taking part in ihe Association without the 
right of voting. I want them all to be brought together and let them 
see eacli other in close quarters and you may find that, it would keep 
things steady sooner. 

Dr. Trip : In order lo fulfil wliat you have in mind with regard to 
indigenous banking, do you not think that they ought to have separate 
Associations to make, rules and to make their members comply with those 
rules'? Even if you have a general Association you ought to have a 
separate Association of the indigenous bankers. 

Sir Purshofanidas Thakurdas: I think that if a few of them, the top 
lights, were in the main body, they would perhans build up the Associa¬ 
tion much sooner. That is what T am expecting - , I may be wrong. All 
I wanted to get at from you was whether you really want to perpetuate 
separate Assoeialions. Tf it. is feasible to put them in a common form, 
would you welcome it? 

Dr. Trip: Yes. 

Dr. Hydcr: As regards the superiority complex point of view, I think 
that can be got over if you come within the Cent al Bankers’ Association. 
"Secondly, you must give full discretion to the Reserve bank to discount 
the papers of individual banks. 

Dr. Trip : Absolutely I agree. 
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Mr. Ramdas Pantulu : Under your “proposals relative to subjects that 
ought to be left to the control of the Board of Directors and the supervision 
of Auditors’’, you have (a) provision for adequate cash reserves. No 
question was asked on this matter, but a good deal of the time of the 
Banking Enquiry Committee was taken up on the subject and some of 
the witnesses said that some kind of standard should be fixed. I only 
want to know whether in other countries any regulations of & binding 
character exist or whether these are left to Idle Directors in each case. 
In paragraphs 73 and 74 of the office note, certain suggestions have been 
made in this regard. Have they any parallel in the banking system of 
any other country by way of regulations? 

Dr. Trip: In my country there are proper regulations for the allocation 
of profits in the Articles of Association. In all cases the shareholders 
' have the right to reserve more than is provided. 

Mr. Ramdas Pantulu : I was thinking of the cash reserves to meet the 
depositors' and the creditors’ claims. It has been suggested that 15 or 
20 per cent, of free cash or Government securities must be always reserved 
as a matter of safety to the investing public and there has been varying 
opinion in the matter. Apart from what you keep with the lieserve 
bank, do you consider it necessary for joint stock banks to keep certain 
reserves either as cash or liquid? 

Dr. Trip: In my country cash reserves are left entirely to the bank 
itself. Banks are not compelled to keep even cash balances with the 
Beserre bank. They are absolutely free. I should not be in favour of 
keepiug cash balances in Government security. 

Mr. Ramdas Pantulu: With regard to co-operative banks? 

Dr. Frederick: I have no information with regard to cash balance*, 
but with regard to reserve funds. 
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25th February 1931. 


The Committee discussed this morning with Dr. L. J. A. Trip the 
question of the Reserve Bank having two rates for bills, one for re¬ 
discounting for member banks and one for discounting for the public. 


Chairman : The tirst point on which we want to consult you is this: 
You remember that at one stage there were some discussions between you 
and Mr. Manu Subedar as to whether, in order to develop the bill habit 
in India, the Reserve Bank should not offer special facilities in a parti¬ 
cular direction, namely, the rediscounting of bills of member banks at a 
lower rate of interest than the bank rate. We were trying to examine 
that point yesterday. It appears from the Kernmerer Committee report 
that the same remedy was put forward before them in South Africa and 
apparently they did not think it fit to make any recommendation in that 
direction; on the contrary, the Managing Governor of the South African 
Bank said that he was taking the opposite course, namely, that he was 
giving a lower rate of interest to bills bought by him in the open market, 
i.e., from the public. 

Dr. Trip : Perhaps it may clear up this point if I say that I have the 
opposite impression. I discussed the question with Mr. Manu Subedar 
and have looked it up again. I find that actually at the moment when 
the evidence was being taken, they did it in South Africa. I have before 
me the evidence of Mr. William Henry Clegg and Mr. Hendrik Christiaan 
Jorissen before the Kernmerer Committee. Professor Kernmerer asked: — 

"You have in the Reserve Bank a rate that, you quote for re¬ 
discounting to the other banks, and you also have a rate 
which you quote to the public?" 

The answer was ‘yes’. Then there were the following questions and 
answers: — 

"Your present rate to the banks is what?—4 per cent. 

And your rate to the public?—5|. 

When a bank rediscounts with you at 4 per cent., what does it 
normally get from the public on the same grade paper?—I 
think you had better ask the banks that question.” 

Mr. Jorissen added the following reply: — 

"The banks also agreed two years ago to a 6 per cent, fine rate 
for discount. They quote that; at least they published that 
at the time. When the bank rate was first fixed, we met 
the banks, and we agreed on 6 per cent, for fine trade paper, 
and 61- per cent, for fine agricultural paper." 

So they had three rates: the Reserve Bank rediscount rate at 4 per cent., 
the discount rate of the Reserve Bank for the public at 5f per cent., 
and the rate at wRich commercial banks discount the paper from the 
public, viz., 6 per cent. 
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Lala Harkishen Lai: Mutually agreed? 

Dr. Trip: Yes. 

Mr. Devadhar: You said there was a separate rate for agricultural 
paper? 

Dr. Trip: Yes, it was \ per cent, higher. 

Chairman : I want to draw your attention to questions Xos. 3247 and 
3248: from my reading of these answers, it seems to me that they tried 
to do it, but found it had no effect and they took the opposite course? 

Dr. Trip: It cannot have any effect if there are no bills, as was 
obviously the ousc in South Africa. If they tried to do the same thing 
in Java, it would have no success either, because there is no basis for 
a bill market there. I understand that in this country there is the possi¬ 
bility of a bill market. There is a custom of bills in any case and because 
there is a very great, difference in the seasons, there is a strong induce¬ 
ment to create bills. In this country you have not only to build up the 
bill habit, but you have to build up also the acceptance habit. In order 
to build up the bill habit, the Reserve Hank has to give a lower rate 
for bills, but in order to build up the acceptance habit, it could consider 
the possibility of giving a lower rate to member banks and bankers who 
are the peopie who should develop themselves in the direction of accept¬ 
ance business. You will remember that in answering Mr. Subcdar I said 
that I did not think that I would advocate, it, as a standing rule for all 
time, but that in the beginning, after the Reserve Bank had started 
working, if it. was of that opinion, an inducement could he given in that 
way in order to develop the habit of hills acceptances. T still think that 
it would be of some use. 

Chairman: But it. is not for the development of the bill habit.? 

Dr. Trip: The development of the bill habit would be aimed at bv 
making the rate for bills to tlic banks and to the public a little lower than 
the normal cash credit rate. 

Chairman : That we are providing for. Though the suggestion was 
made to Professor Kcmmercv, the. Committee did not, put it in their 
report. 

Dr. Trip: The position in this respect in South Africa and India is in 
my opinion fundamentally different, because there were only two banks 
in South Africa which had a very strong position and which did not want 
to go to the Reserve Bank. In the case of South Africa the first thing 
to be. done was to establish relations between the public and the Reserve 
Bank directly, apart from the two strong banks. 

Chairman : But even so. they began by offering a reduced rate to 
member banks as compared to the. public. 

Dr. Trip: Because they were under the impression (I think it was 
a wrong impression), that they could do no business otherwise. If you 
read this report, you will find that Professor Kcmmeror and Dr. Vissering 
were absolutely opposed to that conception. Their view was that rela¬ 
tions should he established between the public and the Reserve Bank. 
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Chairman: My point is that I want to avoid what 1 may call anomalies 
in our conclusions. Because you felt that at the present moment there 
is not a. well developed and extensive bill market in India, one of your 
recommendations was that the Reserve Bank should be allowed to take 
from the public bills backed by warehouse warrants or warehouse receipts, 
and we have accepted that recommendation. If the Reserve Bank dis¬ 
counts bills backed by warehouse warrants or warehouse receipts at a 
higher rate than bills from its member banks, will not that recommenda¬ 
tion bo partially frustrated, because that seem* to me to indicate that 
you want the. Reserve Bank in the present conditions of India to establish: 
a direct relation with the public? 

Dr. Trip: 1 want to give them an opportunity of doing it if they think 
it advisable to do so, bid on the other hand, I prefer of course that the 
Reserve Bank should Ivy to avail itself of the intermediary of the com¬ 
mercial banks. That is belter for the position of the commercial banks 
and for the position of the Reserve Bank, bee (use as the character of 
bills is not so easy to he defined in this country, it would be of interest 
to the Reserve Bank to have the signatures of a member bank. I do not 
think that the second provision of quoting a preferential rate for member 
banks would interfere with the possibility of tli > Reserve Bank working 
with the public, because the situation in tli.s country is absolutely 
different from that in a country like England or in my country. In South 
Africa- too the comniereial banks charge a higher rate for paying bills 
than the re-discount rate of the Reserve bank 

Chairman : Of course (ho recommendation of the Vissering-Kemmerer 
Committee was really that the commercial banks should charge a lower 
rate on discounting of bills than the discount rate of the. Bank of South 
'Africa. 

i Dr. Trip: That is of course the ideal position, hut for that you ought 
to have a very developed and very well provided money market, which 
is lacking here and will he lacking for a certain number of years, in any 
case, after the Reserve Bank is started. 

Chairman : Therefore you definitely recommcnl that provision? 

Dr. Trip: l must say that 1 would leave it to the Reserve Bank to 
consider whether they think it advisable to apply that provision in order 
to stimulate the acceptance business. 

Chairman ; Therefore your recommendation would be that we should say 
that the Reserve Bank, when it is established, should consider this 
question ? 

Dr. Trip : Yes. 

Mr. Mann Snbrtlar : I am in general agreement with everything you 
have said to-day. There are one or two aspects of this recommendation 
which I am anxious the Committee should make and t,o which I would 
draw vour attention. There is the question of compulsory deposits 
which do not obtain in other countries. These compulsory deposits will 
take away from joint, stock banks a certain amount of money. Whether 
by the taking away of this money there would be a stringency to start 
with or not T do not know, but I apprehend that at least the l’esources 
on which they are operating at present would, to that extent, be reduced 



Then there is the question as to how far the resources could be increased 
and by what method. There are several methods suggested in the Reserve 
Bank Bill by which joint stock banks would receive accommodation from 
the Reserve Bank, viz., by bills, by way of cash credits, i.e., on promissory 
notes, and so on. With regard to bills, as you yourselves expressed, the 
discretion would be left to the Reserve Bank. Should they decide by the 
situation that this measure is not necessary, they may not do so; if they 
decide that it is necessary and that they cannot, for certain reasons of 
their own, adopt it, they need not adopt it. But subject to that, the 
definite recommendation which I would like this Committee to make is that 
to the extent of the compulsory deposits from these banks, a special rate 
should be given to the banks for rediscount. 1 think an experiment may 
be made, the amount being limited to the amount which the banks will 
compulsorily deposit and on which the banks will earn money. These 
•compulsory deposits would be lost to the banks and the Reserve Bank 
will pay nothing on them. Joint stock banks may or may not want to borrow 
on this basis, but should they want to borrow then my suggestion is that, 
to the extent of their deposits, we may make a more definite recom¬ 
mendation, and that as to whether the rediscount rate for the unlimited 
portion should be generally lower, we may leave it to the discretion of 
the Reserve Bank. And even the definite recommendation, I do not say, 
should be applicable to the joint stock banks on occasions when the Reserve 
Bank wants to contract currency. But assuming that the position is 
normal, would it be wrong if we made a recommendation that up to this 
extent, at all events, the rediscount rate should be lower? 

Dr. Trip: I must say that I look at this question from a different point 
of view. "Whether the requirement of a certain deposit with the Reserve 
Bank is made compulsory, as has been done in th e U. S. A. and is 
proposed in the Reserve Bank Bill, or whether it is left to the option 
of the commercial banks—this is only a question of policy—practically all 
commercial banks in all countries ought to keep cash balances: whether 
they keep them in their own tills or whether they keep them with the 
Reserve Bank, is in this respect practically the same. As regards the 
relations between the commercial banks and the Reserve Bank, and the 
facilities the former can get from the latter, I should prefer to leave the 
Reserve Bank absolutely free, and would not make any recommendations 
with regard to a relation between compulsory cash balances and credit’ 
facilities from the Reserve Bank. 

Mr. Mann Subedar : I entirely agree with you that the question of keep¬ 
ing cash in their own hands or with the Reserve Bank is fundamentally 
a question of. banking. The question arose because of this that when I sug¬ 
gested in our discussion yesterday that the rediscount rates should be lower 
in the first few years, I was told that there might be discrimination, and 
that some banks might get greater facilities than others. Then I said that 
the magnitude of the deposits might form the basis of such facilities. 
Some people thought that this provision about rediscount might he abused 
in this country, and that there might he discrimination in the matter of 
rediscount facilities as between banks, and it is to prevent these evils 
that I proposed this restriction. There was such an apprehension in the 
minds of some of the members at this table, hut personally I do not want 
that restriction. 
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Chairman: I understand Mr. Manu Subedar’s point to be this: he 
wanted to know whether because of a certain fact which he mentioned. 
Dr. Trip would not give another advice which would relate to that parti¬ 
cular aspect of the question, and when Dr. Tr p would not give that 
advice, Mr. Manu Subedar said that that was not his point, but that 
it had arisen because some other member had raised it. I really do not 
know whether any member raised it. The discussion was between Mr. 
Manu Subedar on the one hand and the Vice-Chairman, Mr. Khaitan, 
Mr. Sarker and Mr. Chetty on the other. I do not know if any of them 
raised this particular point. You say other members raised this question. 
The members are justified in protesting immediately. 

Mr, Manu Subedar: I said 'the apprehension in their minds from what 
they said.' 

Chairman : That is a statement which you did not use. However, you 
may go on. 

Mr. Manu Subedar : The He,serve Bank will know its own business and 
will decide as the, occasion admits. It will do its best to help other 
banks, and incidentally to effect a close contact with them. I agree with 
you that the matter should be left to its discretion, but I suggest that 
our recommendation should be that there is nothing inherently harmful, 
if the Reserve Bank found itself in a position to give a lower rediscount 
rate to particular banks. 

Dr. Trip : I should not like to give commercial banks a preferential 
rate to get credit from the Reserve Bank up to the amount of their com¬ 
pulsory deposit. It would be a dangerous principle. We must not give 
commercial banks any right with regard to the Reserve Bank. We must 
leave the Reserve Bank free to come, to its own decision. The principle 
is that these, cash balances should be free balances with the Reserve 
Bank, and they should not- influence the decision of the Reserve Bank, 
as to what amount, on what paper, and at what rate it would give credit 
to commercial banks. 

Mr. Manu Subedar: In the great money markets of Europe—in your 
country, in London—a hank bill commands a better rate than a trade bill. 

Dr. Trip: Yes. 

Mr. Me mi Subedar: W-: have no discount market in India—T am 
mentioning this argument in support of the idea on which we both are 
agreed—and if we wanted something correspond! ig to that- position in 
this country, then the lower rediscount rate is one method of securing it. 

Dr. Trip: It would be a kind of first step, tut the g.-neral rule in 
the markets you mention is that the rediscount rate of the Reserve. Bank 
is higher, not lower than -the commercial bank 'ate. 

Mr. Manu Subedar: It will be many years before that position will 
be reached, and something evill have to bo done in the matter of rediscount 
although it may not have a parallel in other couutries. 

Dr. Trip: There must be an inducement for the banks to try to create 
sound bills, and that, inducement will be. afforded perhaps if the Reserve 
Bank quoted a lower rate for good bills, irrespective of cosh balances. 
If the Reserve Bank found that it. was not a sufficient inducement, it could 
go a step further and give special preferential rates. It is the second 
inducement. 

Voi. rv. 2 m 
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Mr. Devadhar: They charge higher rates for agricultural paper. Why? 

Dr. Trip : I think it was because of their currency. Prof. Kemvnerer 
ancl Dr. Vissering recommended to provide for the Reserve Rank taking 
agricultural bills with a currency of 120 days. 

Mr. Devadhar: It is not on the ground of agricultural paper being 
unsound ? 

Dr. Trip: No. They are not w hat we call self-liquidating paper to the 
same extent as trade bills are. 

Mr. Devadhar: So far as Indian conditions arc concerned would you 
be for charging the same rate if not a lower rate? 

Dr. Trip: As far as T can see the position now, I should prefer not to 
make any difference between agricultural paper and any other paper. 
This is. to start with. I do not know the development. 

Mr. ShaninuhhuiH Clirtty: In South Africa there are only 2 big joint 
stock banks. But in India there will he 62 member hanks: you will find 
this if you refer to the schedule. We propose that the indigenous hankers 
should be linked up with the Reserve Bank system, and if this is done, there 
will be a considerable number of hankers. From this point of view our 
condition is fundamentally different from that of South Africa. What we 
were considering yesterday was the suggestion bv Mr. Mann Snhedar that 
for the first five years the Reserve Bank should also publish, to the member 
banks, special rediscount rales or rates at which the Resorvc Bank will 
rediscount bills up to a certain limit. This. Mr. Mann Subedar suggested, 
was one means of encouraging the hill habit in India. The Bank rate 
published by the. Reserved Bank means. T suppose, the rate at which 
they will he prepared to rediscount hills of member hanks. 

Dr. Trip: That is not the meaning in our country. Tt is called re¬ 
discount rate. Bank rate is the rate not only for the hanks: it is.the 
rate at which also the public can discount hills at the Reserve Bank. 
The general hank rate is the rate at which the Reserve Bank is prepared 
to buy or discount hills. The preferential rate would he the rate at 
■which the Reserve Bank would be prepared to take bills from banks or 
bankers that are in relation with it. Next to that there is the commercial 
hank rate, that is the rate at which commercial hanks take paper from 
their customers in the first instance. 

Mr. Rhanmvkham dietin' Whichever is called the hank rate wo con¬ 
template the possihilitv of the hank having two rates; one for the public 
and a lower rate to member hanks. Normalh- we do not expect the 
Reserve Bank to come into open market operations and ‘hereby come into 
competition with its own memher banks. 

Dr. Trip: As far as necessary in order to make their own policy 
effective, the Beserve Bank should do that. 

Mr. Shanmukham Chetty: Consistent with making Hiefr policy 
effective, since in our country there arc 62 member banks who are joint 
stock banks, and also a considerable number of indigenous bankers, we 
do not expect that normally the Reserve Bank will come into competi¬ 
tion with its member banks by entering the open market operations. We 
contemplate giving to the Reserve Bank the power to enter the open 
market for the purpose of giving it the means by which it will make 
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its policy effective with regard to the bank rate., and we expect the 
Reserve Bank to come into the open market operations juiy to carry out 
that policy. If it is considered that the Reserve Bank would come into 
the open market only to make its policy effective and not normally to 
compete with banks in the open market, then I suggest that a pro¬ 
vision of this nature will be of no use, because the Reserve Bank will 
go into the open market only at a time when its own rediscount rate is 
lower, and the joint stock hanks and other banks do not give effect to 
that policy and keep their discount rale high. 

Dr, Trip : The very fact that the Reserve Bank will have the power 
to enter the open market will change the relation between the commercial 
banks and the Reserve Bank. If the Reserve Bank quoted special rates 
for the member banks it will be a second weapon in the hands of the 
Reserve Bank. iA>r then the Reserve Bank could toll the commercial 
banks that if they did not bring down their rates, it would not allow 
them the preferential rate. 1 do not say that tli j \ ought to do so, but 
they would be in a position to do so. 

Mr. Shanmukham Chetty: If the Reserve Bank has got. the power of 
going into the open market and of discounting bills directly, don’t you 
think there will be sufficient cheek on the operations of commercial 
.banks and the rates charged by them for the public? 

Dr. Trip: It will he a sufficient weapon in the hands of the Reserve 
Bank, but I do not see any objection to the proposal of Mr. Maim Subedar; 

1 think it would be useful. You started by saying that it would be useless 
for the Reserve Bank to have that weapon, and T do not consider so. 
On the contrarv I think it would strengthen the position of the Reserve 
Bank. 

Mr. Shanmukham Chetty: You agree that the power of the Reserve 
Bank to go into the open market is by itself a sufficient guarantee that 
commercial banks will maintain a proper discount rate. 

Dr. Trip: I think so: but you must not forget that it will nor be easy 
for the Reserve Bank to enter the open market oecausc they have only 
a few branches. 

Mr. Shanmukham Chetty : It might bo useful in certain cases for the 
Reserve Bank to have tin's option of quoting lower rates, but consider¬ 
ing the fact that the power in the hands of the Reserve Bank might 
lead to complaints of favouritism, don’t you think that the disadvant¬ 
age is really greater than the advantage of such a provision which after 
all is superfluous? 

Dr. Trip: I am certainly of opinion that if you want to start, a Reserve 
Bank, the first thing required is that you must trust it : and if you don’t 
do so, do not start it. You cannot put in the .Act, the cases when the 
Reserve Bank may or may not do a thing. 

Mr. Sarker: Can you make us understand how this will be helpful to 
the commercial banks. The commercial banks will not go to the Reserve 
Bank so long ns they find money in the market ft a cheaper rate; so in 
order to help the commercial hanks the special discounting rate suggested 
bv Mr. Subedar must bo less than the bazaar rote? 

Dr. Trip: No, why? 


2 k 2 
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Mr. Sarker : If they can get money at a cheaper rate why should they 
go to the Reserve Bank? I don’t think the policy ought to be to drive 
the commercial banks to the Reserve Bank. That must be the possibility 
that it is open still for the banks if they cannot themselves get cheaper 
money in the market. They will come to the Reserve Bank only when 
there is. 

Dr. Trip: Yes, I think that is quite useful too. 

Mr. Sarker: Then the difference is that the Reserve Bank must be 
supplied at a higher rate? That is the principle of the Central Bank; so 
the difference between l per cent, and 1 per cent, will not matter much? 

Dr. Trip: If they can get cheaper credit from the Reserve Bank on 
bills than on other kinds of security then they will prefer the bills. So 
I said there is a possibility i hat if the discount rate of the Reserve Bank 
is low'er than the cash credit rate they will try to create bills in order 
to bring them to the Reserve Bank if they want money from the Reserve 
Bank. I cannot say in advance whether that will be a strong enough 
inducement because in this country the bills are considered to be not so 
good a security as collateral. 

Mr. Manu Subedar: Would yon then sav that this preferential rate 
would also, among other consequences, have the beneficial effect of reduc¬ 
ing large stocks of Government securities? 

Dr. Trip: I must say yes. T think that would be beneficial. 

Mr. Sarker: We find from the balance sheets of these commercial 
banks that about -10 per at. of their investments are in Government 
securities. So, at present and for 4 or 5 years to come, the resources- 
through which they can cultivate .... 

Dr. Trip: Yes, it is quite tnie. f see your point- quite well. It is of 
course the question that the bill habit must develop gradually: yon cannot 
change the position all at or.ee. If T could he dictator I should say Gov¬ 
ernment securities should not be held by banks to the present extent, 
but I think that is a question which is greatly influenced by the present 
abnormal circumstances. 

Dr. Trip: They can transfer the Government securities into treasury 
bills to a certain extent, because treasury hills is a different thing. 

■ Mr. Khaitan: We have great sympathy with the desire to create the 
bill market and to replace the present stock of Government securities 
which arc. in the banks, and to replace partially, if not wholly, the cash 
credit system by bills. No\y tli* question is how to achieve that object? 
At the present moment you know that the rate quoted by the Imperial 
Bank, what is called the Bank- rate, is for advances to be made a Cains t 
Government paper. The cash credit account rates of interest- are almost 
wholly above the bank rate, that is snv 4 per cent, or 1 per cent., hut 
there is no fixed rate at which the Imperial Bank would rediscount hills or 
discount hills tendered hv the banks. T believe that- what- should be 
done, is that, in place of fh-s situation a situntoin should he brought about 
under which’ Government securities are the surest means wherebv banks 
can get assistance from the Imperial Bank whenever thev want: hills 
in the portfolio of the banks should attain the position that it is against 
bills that thev have not ordv the surest wav of getting advances from 
the Reserve Bank but also the cheapest rate. 
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Dr. Trip: You want to introduce an Imperial Bank discount rate, is 
that your object? 

Mr. Khaitan : Not exactly. When the Reserve Bank comes into being 
the Imperial Bank might start it if it likes, but the commercial banks 
should be assured that the bills in their portfolio t.re a surer and cheaper 
way of getting assistance from the Reserve Bank in times of need than 
the holding of Government securities. 

Dr. Trip: That was the proposal in my paper. 

Mr. Khaitan: Now, therefore, the first thing tlat wo lay down is that 
the rediscount rate of bills should be lower than the rate of interest at 
which the Reserve Bank would make advances against Government securi¬ 
ties and against what we may generally call the cash credit account rate. 
Having done that should we net also go further and see to it that the 
position should be such that it would be an inducement to the banks that 
thev should get more bills into their possession than Government securities 
and cash credit accounts. The question then arises as to how it should be 
done. Supposing you advise us to fix a lower ra;e for discount of bills 
presented by the banks than for discount of bills presented by the public. 
Let us take a concrete case, say 4 per cent, to be the rate of interest at 
which the Reserve Bank would rediscount bills—by rediscount I mean 
discount and everything—5 per cent, would be the rate at which the 
Reserve Bank would advance money against Government promissory notes. 
Now if the banks can get money at say 8 per cent, or 8i per cent, by the 
discount of hills from the Reserve Bank would it net again become a temp¬ 
tation to ihe commercial banks to use that money lo advance monies 
against Government promissory notes rather than against bills. 

Dr. Trip : 1 cannot see it, for they cannot get the money from the 
Reserve Bank without bringing bills to the Reseive Bank, in the first 
instance they must have the bills. 

Mr. Khaitan • In the first instance they must have the bills but when 
they get that money would they replenish their portfolio of bills by buying 
■further bills? 

Dr. Trip: I think they would further try to gel bills because bills have 
only a limited currency and if they had no other bills when the bills redis¬ 
counted with the Reserve Bank became due, they would not be able to 
got tlio preferential rate. If they use the money the first time they dis¬ 
count the hills with the Reserve Bank lo give cash credits, then, of course, 
they will not have hills to place with the Reserve Bank if the first lot of 
brills had lapsed. 

Mr. Khaitan: Perhaps I have not made my meaning quite clear. Let 
us look at it from Iho cash credit point of view'. You wont to convert the 
cash credit accounts into hills? 

Dr. Trip: As far ns it is possible. 

Mr. Khaitan : If that is so and if you have two bill rates, one for the 
public and one for the banks, don’t you think it would, lo a certain extent, 
prejudice that position? 

Dr. Trip : No, I cannot see it because they are two different things. One 
is that there should be opportunity for the Reserve Bank to discount bills 
that come from the public apart from the banks That is a measure in 



order to induce banks not to take unduly high discount rates, but apart 
from that you have the preferential rate on behalf of the commercial banks 
in the first place in order to get the security for the Reserve Bank from 
the signature of a member bank and in the second place to create a stronger 
inducement for the commercial banks to try to- get as many good biils as 
possible in order to get the favour of the preferential rate. 

Mr. Khaitan: There is a branch of the trade that you cannot convert 
into good trade bills. For example, a jute merchant in Calcutta holds- 
stocks erf loose jute and on the security of those goods the bank opens 
a cash credit account with the merchant and advances him money accord¬ 
ing to the means of the merchant, and sometimes there is a half interest 
clause. So far as that merchant is concerned and that branch of the trade 
is concerned, I believe you will agree with me that that is a branch of acti¬ 
vity which cannot he converted into bills. 

Dr. Triii : As long as jute, or whatever it is, is not sold it will be very 
difficult to convert these ctedits from cash credits into bills. You must 
always have a seller and a buyer, in order to create good trade bills and 
as long as the produce is not sold and is in the warehouse or the mill, there 
is only the owner of the goods, so T think I hat position cannot give rise to 
a sound trade hill. 

Mr. Khaitan: The produce is cerlainh sold at both ends. For example, 
when the jute trader buys jute there is a seller, and the jute trader is the 
buyer. 

Dr. Trip: That could he the basis of a bill. 

Mr. Khaitan : The jute does riot remain in the godown for a good long 
time. It is sold within a period of' say 90 days. Now on the one hand the 
seller sells the jute to the mill—that may he done with a 90 days’ bill. Then 
the jute is sold hv the mill to some other purchaser. 

Dr. Tiip: That also could furnish a basis for a bill. 

Mr. Khaitan : That furnishes two aspects which could easily be con¬ 
verted into bills. So far as Calcutta- is concerned—and I believe there is 
also that system in Bombay as regards cotton and other things—it would 
furnish the easiest means of bringing a good bill market, into existence. 

Dr. Trip: As I said before, of course, the seller of the goods must be 
i>rc•>. !•-•(( 1 -- sell on credit. If he wants payment at once or even in a 
fortnight, there is no basis for a bill. 

• Mr. Khaitan: He will get the payment- at once if the bill is discounted. 

Dr. Trip: That is, of course, a condition. There must.be confidence 
between the seller and the buyer. The seller must be prepared to give 
credit- for some, months to the buyer. 

Mr. Khaitan: There is no doubt about that because these buyers are 
usually the biggest merchants. Now ; f you preclude the public from going 
to the Reserve Bank at 1 lie usual Bank Rate where would be tlio induce¬ 
ment for the banks to convert the cash credit accounts into bills? If the 
banks themselves can got money from the Reserve Bank at a lower rate 
they can reduce their rates of interest -at their cash credit accounts. If yoii 



maintain a difference of say 1 per cent, with the discount rates- of the bank 
and the discount rate of the public, and if the banks can cash money at 
1 per cent, higher than the rates at which they can discount bills with the 
Reserve Rank, tbeu how can you convert the cash credit accounts into 
bills? 


Dr. Trip: Because unless the banks co-operate to convert these cash 
credits into bills they never can avail themselves of the preferential rate, 
of the Reserve Bank. 

. Mr. Khaiian: Well, the position is that they will have to depend upon' 
the co-operation of the banks. Tf the banks are such good institutions that 
they will willingly co-operate then much of this discussion would be futile. 
But we are assuming that the banks might not be so willing to co-operate. 
There is a great fear that in India many of the influential banks would not 
so willingly co-operate with the Reserve Bank as they do in other countries. 

Dr. Trip: Then the moment will hove come ::or the Reserve Bank to 
enter the market itself, to be prepared to take these bills from the traders. 

Mr. Khoitun : If the banks do not willingly co operate then your advice 
would l)o to have no difference in the rate of interest charged for discounting 
of bills offered to the public and for discounting of bills offered to the 
hanks? 

Dr. Trip: Xo. In the Act Clause 18 is framed as a kind of emergency 
clause. 1 should say that it I were the Reserve Bank and the traders came 
to me and complained of the, commercial banks charging a high discount 
rate and asked me if I vote prepared to take the paper at a lower rate, I 
would just find out the rate of the commercial hanks. If there was a 
reasonable relation, let us say i or 1 per cent, higher than the discount rate 
of the Reserve Bank, then I would say ‘I think the difference, reasonable 
and I prefer that you place your hills with you) commercial banks’. 

Sir Pvr*hotamd<is Thaliurdas: I would like to understand what voii 
think should be the correct definition of Bank Rate for the purpose of an 
Indian Reserve Bank in view of the conditions you have seen here. I 
understand from you that in Holland there is cue meaning. Bank Rate 
means the rate at whieh you discount certain papers, but for certain other 
bills it is a higher rate. 

Dr. Trip: The Reserve Bank has only one discount rate. Generally 
speaking, as far as I know, it is the general rate at which the Reserve 
Bank is prepared to take good trade bills. 

Sir Piirshotamdait Thuhurthm: Of its member banks or anybody? 

Dr. Trip: Anybody. 

Sir Punhotamdas Thnkutdas: And you think that ihe Bank Rate 
fehould be the rate at which the Reserve Batik should be prepared to 
discount trade bills either of the member banks or the public? 

Dr. Trip: That is, of course, difficult to say in :be beginning. 
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Sir Purshotamdas Thahurdas: I do not know whether we understand 
Bank Rate in the same sense as you want to. What would you define 
Bank Bate as? 

Dr. Trip: I would define, on the basis of the discussions that are going 
on now, the Bank Rate as the general rate at which the Reserve Bank 
would be prepared to take good paper of good parties. 

Sir Pushotamdas Thahurdas: What do you mean by general rate- 
general rate for anybody? 

Dr. Trip: Yes, for the parties who they think are of such standing 
that they can be granted discount facilities. 

Sir Purshotamdas Thakurdas: For the member banks as well as for 
the public? 

Dr. Trip: Yes. 

Sir Purshotamdas Thai;Urdus : Is it the minimum rate or the maxi¬ 
mum rate? ' 

Dr. Trip: If the Reserve Bank would quote a preferential rate for the 
banks, it would be the maximum rate. 

Sir Purshotamdas Thakurdas : In view of Indian conditions, how would 
you recommend us to begin the Reserve Bank, with maximum or mini¬ 
mum rate? 

Dr. Trip: I do not quite understand what you mean by minimum and 
maximum rate. In any case the Reserve Bank would be free to go above 
or below the rate. 

Sir Purshotamdas Thakurdas: In the Reserve Bonk Bill, which was 
before the Select Committee, it is mentioned as the minimum raU\ 

Chairman: That is the Bank of England practice too. 

Sir Purshotamdas Tlialcindas: Tn that Bill, Sir Basil Blackett said 
that in London there was no question of doing any business under the 
bank rate. Now von gave the definition of the. bank rate as being the 
general rate and I would like to understand exactly on what, basis you 
would like us to frame our recommendations. 

Dr. Trip: If the Reserve Bank started today, T would propose to start 
with the general rate, as T call it. or as you call it, the minimum rate. I 
think we mean the same. 

Sir Purshotamdas Thalmrdas : No, we no not. Should the general rate 
be the minimum rate? 

Dr. Trip: I would start with one general minimum rate, the bank rate 
being snv 6 per cent; and I would start from the present Imperial Bank 
ratef which is 7 per cent and would make that the rate for cash credits. 



Sir Purshotamdas Thakurdas :■ You would make the bank rate the mini* 
mum rate, and the encouragement which you wish to give would be by 
.putting the others higher? 

Dr. Trip: Yes. 

Sir Purshotamdas Thakurdas : That is one way of doing it. Cash credits 
and Government securities would be at &£ per cent. Do you think it would 
be in the interests of the money market in India to have the Bank Bate 
as the minimum rate? 

Dr. Trip: I would begin with a minimum rate. 

Sir Purshotamdas Thakurdas: Therefore, your point is that the bank 
rate should be the minimum rate? And nothing should be done under 
that while the Bank Bate is at a certain figure? 

Dr. Trip: No. I want to make my point clear I came to the oondu* 
sion that in this way there would, perhaps, not be enough inducement to 
create more bills and I would consider the possibility of giving and publish* 
mg a lower rate on behalf of the member banks. I would not begin by 
doing that. I would, in the first place, see how the situation is developing 
on the basis of our general minimum rate. If there was not enough induce¬ 
ment created in that way for bills to come to the Eeserve Bank, then I 
would consider a lower rate on behalf of the member banks. 

Sir Purshotamdas Thakurdas: You would have the Bank rate to be the 
minimum rate as an ideal to be worked up to? 

Dr. Trip: Yes. 

Sir Purshotamdas Thakurdas: If the Bank Rate was 6 per cent, then 
the member banks would discount bills of merchants at 7 per cent. Is 
that your view? 

Dr. Trip: I think that would, under present conditions, be the situation. 

Sir Purshotamdas Thakurdas . And then whenever the banks wanted, 
they would be able to rediscount their bills with the Reserve Bank at 6 
per cent. ? 

Dr. Trip: That is so. 

Sir Purshotamdas Thakurdas: You still think that 1 per cent, margin 
for extension of financial facilities is not enough and that another half per 
cent, should be allowed for inducing the propagation of the bill habit. 

Dr. Trip : We have the same difference between the cash credit rate of 
the Reserve Bank and that rate of the commercial banks. If the difference 
between the rates of the Reserve Bank and the commercial banks is the 
same in both cgses—bills and cash credits—there is no special inducement 
tor the commercial banks to create bills. If such special inducement is to 
be made, then it will be necessary to make a greater difference between 
the Reserve Bank Rate and the rate at which commercial banks discount 
the bills of tlieir clients than between the cash credit rate of the Reserve 
Bank and that rate of the commercial banks. 

Sir Pnrithotamdas Thakurdas: In Holland a no England, is the market 
rate higher or lower than the ordinary bank rate? 

Dr. Trip: It is generally lower in both the countries. 

Sir Purshotamdas Thakurdas: But here you advocate that it should be 
higher than the Bank Rate. 
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Dr. Trip: 1 do not advocate it-; I only say that it will be the case be¬ 
cause the condition here is quite different from that in other countries. 

Sir Purshotamdas Thdkurd.au : What is the position in Germany in re¬ 
gard to this matter? 

Dr. Trip: I do not know the present position in Germany because it is 
in an abnormal condition now. 

Mr. Sarker: In 192,» it was lower. 

Dr. Trip : It might be so. Generally the commercial bank discount 
rate is lower than the Reserve Bank rate. 

Sir Purshotamdas Thakurdas: Your view is that at least for the first 
few years the rate should be higher. Jf it is so. then the inducement, to 
my mind, for rediscount purposes does not exist at all. Supposing the 
Bank of India rediscounts its paper up to the extent of, say, Rs. 1 crore. 
Whenever the Bank finds that it. is in need of money it can always go to 
the Reserve Bank and earn 1 per cent-, more. That being so, I ask wherein 
lies the necessity for giving another half per cent.? 

Dr. Trip: They can earn the same per cent, if they bring their cash 
credits to the Reserve Bank or by means of Government securities or ware 1 
house receipts. 

Sir Purshotamdas Thakurdas: Tt has been agreed in the Committee that 
Government securities should carry a higher rate of interest than bills. If 
I go to the Imperial Bank of India with n bundle of Government securities 
worth Rs £50 lakhs. T will be charged a little higher rate but if the Bank of 
India goes to the Imperial Bank it will get accommodation at the Bank 
Bate. 

Dr. Trip: You must not forget that the Bank of India will charge a 
higher rate on Government securities than on bills. So there will be the 
same difference between rates at which they will get their monev from the 
Reserve Bank and the rate at which they will charge their customers. 
And so there will not ho any special inducement for banks to use bills. 

Sir Pvrshotamdas Thakurdas: So then the Bank rate, according to you, 
will be the minimum rate for the first few years? 

Dr. Trip: Yes, for discounting bills. The lowest rate should be the dis¬ 
count rate for bills, then loans against securities and against the security 
of goods, whilst at a luter stage a difference might be made between three 
months’ fixed loans and credits on current accounts. So then my point is 
that the Reserve Bank will not have one rate, but several rates for different 
kinds of accommodation. 

Sir Purshotamdas Thakurdas: Let us assume trie Bank Rate to be 6 
per cent, then how would you fix up the other rates? 

Dr. Trip: The cash credit rate may then be 7 per cent. 

Sir Purshotamdas Thakurdas: Then what will be tire rediscount rate? 

Dr. Trip: Let us say G per cent. For argument’s sake assuming that 
the Reserve Bank cash credit rate is 7 per cent, t hen the banks will charge 
8 per coni-, to the customers for cash credits. If the Reserve Bank dis¬ 
count rate is G per cent, then the banks will charge 7 per cent, for dis¬ 
counting bills, so that the difference between tlieir rates and the Reserve 
Bank Rate is in both cases 1 per cent. That being so, there will be no 
special inducement for banks to give credit against bills and therefore if 
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you lower the rediscount rate with the Reserve Bank to say 5$ per cent, 
while the commercial banks continue to discount these bills ut 7 per eent- 
you would be creating a special inducement for banks, in order to encourage 
the bill habit. 

Sir Punhotamdas Thalcnnla *: Therefore your suggestion is that although 
the ordinary bank rate should he rediscounting ‘ate with the Reserve on 
behalf of the member banks, the Reserve Bank would under special circum¬ 
stances be given the power to reduce their rediscount rate to its members. 

Dr. Trip: In any case, I would leave the power in the hands of the 
Reserve Bank and allow them to do what they think advisable under the 
circumstances. 

Sir Purshotamdas Thai; urdus: You would not compel them to do so hut 
would only recommend it for their favourable consideration. 

Chairman : As a result of this discussion 1 have drafted my suggestion 
with regard to this point. My difficulty was more fundamental. The 
Statutes of most banks have definitely laid down, that the bank rate should 
be the minimum rate and therefore, if the bank was going to charge a rate 
iower than its minimum, it may be contravening its Statute unless a provi¬ 
sion is made in the Statute for the same. I am not aware whether such 
a proviso has been laid down in any country in the world. I do not know 
whether mv Committee will agree with your advice in substance. I would 
like you to consider whether the provision should not he made in the way 
indicated in the paper' which reads:— 

“The published rate of the Reserve Bank should be the minimum 
rate at which it is prepared to buy or rediscount first class 
trade bills. To stimulate the use cf bills, the Reserve Bank 
should use its discretion to charge :i higher rate for demand 
loans against authorised securities, and it may find it useful 
to have a larger margin between these rates at the outset, than 
will be necessary after the bill market, has developed. The 
Reserve Bank should also consider whether for the same pur¬ 
pose, it should not charge a higher rate of discount to the 
public than that charged to member banks and bankers.” 

Dr. Trip/. In the Netherlands Bank Act there is no provision that 
the discount rate should be the minimum rate. If they wanted to give 
the banks a lower rate than to the public, they are at liberty to do so. 

Chairman: That means that the Reserve Bank there, generally publish¬ 
es its rate. And what does that Bank Rate mean in Holland? 

Dr. Trip : It means the minimum rate and the rate for discount for 
everybody. 

Chairman: And therefore, whether that practice has been brought 
about by enactment or by convention, the difficulty to my mind is 
whether the bank’s action will not be misunderstood if it reduced its rate 
below the published rate. It will also give rise to suspicion. Therefore, 
even if 1 have to accept your advice, I would like it to be put in the 
form in which I have put it. Language of course may be altered if 
necessary. 

Mr. Manit Snhcdar: In the first sentence it should be “discount” 
and not “re-discount”. 
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Mr. Lamond: Under Clause 18, the Reserve Bank will take bills direct 
from the public only in cases of emergency. Ordinarily they will only 
discount bank-endorsed bills. We cannot lay down any terms. It should 
be left to the Reserve Bank management to deal with the matter in 
the best of their lights. The Reserve Bank minimum rate should be the 
rate at which they will discount the bank-endorsed bills. Here I find 
it worded to buy or rediscount ‘'first class trade hills”. It should really 
be termed “bank-endorsed bills” under clause 17. 

Mr. Khaitan: The draft seems to me to have been worded almost in 
accordance with Dr. Trip’s advice, except the last sentence that it should 
not charge a higher rate of discount to the public than those charged to 
member banks. 

Chairman: I want to know wliat should be the minimum rate. If 
what I have stated here will not constitute the minimum rate then I 
am quite willing to change (his draft. As a result of the discussions 
that have taken place, 1 understood the minimum rale to be the rate at 
which the bank will be willing to discount first class trade bills. This does 
not give the Bank any power other than those given in the Act. But 
supposing the Act gives the Bank power, in certain cases, to go to the 
market and buy first class trade hills or to discount first class trade bills, 
then may I ask what should be the minimum rate? 

Dr. Trip: I quite agree with this proposal. I think this is all that 
we need in fact. 

Mr. Manu Subedar: Would you find any material difference if a 
portion of the last sentence were altered by substituting the word “lower” 
for “higher”. 

Dr. Trip: I think it all depends on the question of drafting. 

Chairman: It. means then that the Bank should be given the power 
and discretion. If it is to be discretionary then it shall have to be turned 
the other way, the minimum rate being understood as the Bank rate, and 
the Bank being not allowed the power of undertaking any transactions 
below the Bank Rate. Therefore, following that principle, I have put it 
down the other way. The Bank has full power to charge the minimum 
rate above the Bank Rate, and therefore if a differentiation has to be made 
it will have to be made to the public. 

Dr. Trip: As a matter of fact I think it comes to the same after all. 

Mr. Mann Subedar: It comes to the sumo, so far as the drafting is 
-concerned but there may be this difference with regard to the minimum 
-rate which the Bank will charge to its member banks. It is necessary for 
the country to avoid too frequent changes in the Bank Rate. Also I fear 
that there may be this consequence. The declared Bank Rate forms the 
basis of many transactions in this country, and it will continue to be so 
for manv years to come, because the tradition cannot be broken easily. 
I would therefore like to put it in the other way and allow the Reserve 
Bank to give preferential treatment to member banks with regard to 
rediscount when it deems it desirable. 

Dr. Trip: Your point is that the rediscount should be made only at 
Bank Rate. 
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Mr. Manu Subedar: That is the whole point; that minimum being 
chargeable to the member banks, the Reserve Bank Rate should be higher 
when it comes to the open market. 

Chairman : Of course, it should be at the discretion of the Reserve 
Bank. 

Mr. Manu Subedar : We are all agreed on discretion. 

Dr. Trip: If we avail of this provision then the Bank Rate will have 
to be higher I would say the Bank Rate should be 6 per cent, and avail¬ 
able to the public and that preferential rates to member hanks should be 
5£ per cent. After all it comes to the same thing. 

Chairman : I do not understand the disturbance of the market. It is 
agreed on all sides that the primary function of the Reserve Bank is to 
rediscount bank bills. It should use discretionary power, but in the 
interests of the Money Market, whenever it is satisfied that, it ought to 
take some action, it can go to the open market. Therefore, if the normal 
Bank Rate is the rate at which the Reserve Bank rediscounts the paper 
of its constituent banks, I would like to know the basis of your views 
in regard to this matter. 

Dr. Trip: With regard to the basis of the Bank Rate, the basis should 
be the rate at which the Reserve Bank rediscounts bills from member 
banks. If that is clearly understood I have no objection. I think it 
would, to a certain extent, prevent confusion, because you say in the first 
instance that “the published rate of the Reserve Bank should be the 
minimum rate at which it is prepared to buy or rediscount first class trade 

bills.” The Reserve Bank should consider whether, for the purpose of 

developing the bill habit, it should not charge a lower rate to member 
banks than to the public. I must say that it is not a question of princi¬ 
ple. 

Chairman : I do not say that my colleagues will accept this, because 
I believe the Vice-Chairman still holds that this provision is unnecessary. 

I was trying to understand whether this would maintain the provisions 

of the law, or convention which now exist in countries other than the 
United States, where there are two different rates laid dowm. In other 
countries, so far ns T know, there is one published rate; it may he by law 
or by convention (law' in England, convention in Holland), which 
refers to the minimum rote. It is a well understood principle. I start 
with that principle and say that, if the Reserve Bank considers it 
necessary that to develop the bill habit this las: provision is required it 
is open to them to take action. Once it is mentioned in the Act, it 
becomes a sort of compulsion; it does not keep the discretion fluid. On 
the other hand, if I say it is purely a discretior, the Reserve Bank can 
do just as it likes. 

Dr. Trip: T absolutely agree with this provision and T do not think 
there is any harm in it. 

Mr. Lamond: Under Section 18 of the Reserve Bank Bill the. Bank 
comes in only when it is desirable to regulate the market with reference 
to trade bills from the European market. In your paper you recommended 
that the Bank should also have power to advance against warehouse 
warrants and goods in godowns. The question whether these bills should 
be included in Section 17 (2) (a) has not been discussed by the Committee: 
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Till that is done, should not the Rank Rate be something which the Reserve 
Bank is authorised to do in the ordinary co'urse, that is, buy and discount 
bills under section 17 (2) («)? 

Dr. Trip: I do not see it. 

Mr. Lamond : The bank rate must be a rate at which the bank is 
authorised to do business in a certain way. It is authorised to purchase 
and rediscount bills of exchange and promissory notes, drawn and payable 
in India and arising out of bona fide commercial or trade transactions, 
bearing two or more good signatures, one of which shall be that of a 
scheduled bank. 

Chairman : Wo have already accepted Dr. Trip’s proposal that the 
bank should make loans and advances on the security of movable goods, 
besides the warehouse warrants or warehouse receipts. 

Mr. Lamond : But in the evidence, he wanted to bring it out in addi¬ 
tion to clause 18. 

Dr. Trip : I did not say that. But even if we look at it from your 
point of view, 1 do not see any objection. 

Mr. Lamond: Why not say "the published rate of the Reserve Bank 
should be the minimum rate at which it is prepared, under section 17 
(2) (a), .... etc.”? ’ 

Dr. Trip: They are entitled to do it whether it is confined to banks 
or not. 

Mr. iMHUmd: With regard to t he last sentence reading “The Reserve 
Bank should also consider whether tor the same purpose it should not 
charge a higher rate of discount to the public than that charged to member 
banks and bankers”, it will only come in in case of an emergency. 

Dr. Trip: They can do it if they think it necessary or expedient that 
action should be taken. The whole position of the country is such that 
I think it advisable and desirable, in the interests of trade and com¬ 
merce, that the Bank should be allowed to make permanent use of the 
provision. 

Mr. Lamond: And run the risk of other banks leaving them alone? 

Dr. Trip: I do not think there is much fear of that. 

Mr. Lamond: They must have co-operation. 

Dr. Trip: But it does not depend on them alone. 

Mr. Lamond: If the emergency proceeds for a year, they must go 
for it, but the rate should be the rate at which they are authorised to do 
something in the ordinary course under the Act. 

Chairman: I see there is something in Mr. Lamond’s point. As I have 
already said, rediscounting is the normal business. You also advocate 
buying for a specific purpose, i.c., to create a bill habit. Mr. Lamond calls 
it emergency. I will go so far as to say that it is an abnormal operation; 
it may have to be done in emergency or it may have to be done under 
abnormal conditions. That being so and subject to what my colleagues 
have to say, I do not see any dreadful objection to omitting the words 
’buy or’. 
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Mr-. Lamond : I would say that "the published'rate of the Reserve 
Bank should be the minimum rate at which it is prepared to buy or 
rediscount bills or promissory notes under section 17 (21 (a) of the Reserve 
Rank Bill”. 

Dr. Trip: Then you cannot keep the last sentence. 

Chairman: What about section 17 (2) (6)? 

Mr. Lamond: That is not a ninety days’ bill. 

Chairman: We come back to the point at which we started. This 
does not give the Reserve Rank any additional power to buy or rediscount. 
That is provided for by the provisions in the Act. 

Mr. Lamond: I do not want in this resolution to make it that the 
Reserve Bank will in the ordinary course buy paper in the open market. 

Chairman: How can it? 

Sir Purxhotanutas Tliaknrdas: When the Bank Rate is 6 per cent., you 
agree that the bank should rediscount members’ bills at the Bank Rate. 

Mr. Lamond: Yes. 

Sir PurMiotamdat Thakurdtut: When it comes to the open market, 
you agree that the bank will have to rediscount at a lower rate. 

Mr. Lamond: No, it may be the same rate it may be a higher rate. 
If it is to be a lower rate, they must reduce the Bank Rate. 

Sir Ptir8hotamda8 Thdkurdas: Then the question of going into the 
open market ceases altogether. When does the bank go into the open 
market? When it finds that the bill market is not following the policy 
which it does; and then it must have a free hand and it must not be 
restricted by the Bank Rate for that purpose. The Bank Rate applies to 
rediscount, not to discount. It may be at a higher rate or lower rate 
according to exigencies. 

Mr. Lamond: That might happen. 

Sir Punhotamdae Thakurdas : Even under ;he Bill, the Bank Rate is 
not binding for purposes of the open market operations? 

Mr. Buckley: It is, see clause (47). 

Dr. Trip: If they want to go into the open market, it is because their 
rate is not effective "in the market. So I think a sound conclusion is that 
they should go into the open market at the same rate as they quote 
beforehand. 

Mr. Lamond : That would put the rate down. 

Dr. Trip : No. If the banks charge 3 per jt-nt. above the Bank Rato 
and if the Reserve Bank wants to enter the market in order to lower the 
commercial bank’s rate, they can do so on their own discount rate. 

Mr. Buckley: If the published rate is the rate at which the member 
banks could go to the Reserve Bank, the member banks in the ordinary 
course would probably bo charging 1 per cent, over, say 7 per cent. If, 
for argument’s sake, they started charging 8 jer cent., the Reserve Bank 
would come into the market at 7 per cent, and compete with the com¬ 
mercial banks so as to bring the rate down to 7. 

Dr, Trip: Then they have to change the Bank Rate. 
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Mr. Bushforih: When the Bank of England went into the market * 
month ago, they operated at 1 /16th over the treasury bill rate, and a week 
later they went in absolutely at their discretion at rates independent of 
the Bank Bate. 

Sir Purshotamdas Thakurdas: But in neither case exceeding the bank 
rate which was 3 per cent. Therefore it was under the Bank Bate. 

Dr. Trip: Your point would be met by putting it as a provision in 
the Act. 

Mr. Lamond: I would like the last sentence to be taken out. 

Chairman: We shall have to discuss it among ourselves. 

Mr. Rushforth: My point is that when the bank comes into the market 
for a special purpose, it should operate at any effective rate it considers- 
necessary. 

Dr. Trip: But not under the minimum rate. 

Mr. Rushforth: The Bank of England did come into the market the 
other day at 2 7/10 per cent, when the Bank Bate was 3 per cent. A 
week later it came in at a similar rate to increase the market funds. If 
it comes into the open market, it must come in at something correspond¬ 
ing to the market rate. In open market operations the bank must have 
full discretion, and the bank rate applies only to its normal operations, 
e.g., buying. 

Chairman: Therefore, your point is that the Bank of England rate is 
not the minimum rate for buying operations. 

Mr. Rushforth: It is the minimum rate for rediscount of endorsed 
bonk bills. 

Chairman : Therefore, I come back to what I was saying, viz., that the 
words “buy or” should be omitted. 

Mr. Rushforth: I am not absolutely sure; they have their own rates, 
whether it is buying or rediscounting. 

Chairman: But for rediscounting they cannot go below' the Bank Rate. 
I was trying to find out whether the words ‘buy or’ were wrong. 

Mr. Lamond: In the Act, the words are “purchase and rediscount”. 
It means the same thing. 

Chairman : As a matter of fact, what we have got to say is that the 
Reserve Bank should have full power to enter into any operation, pur¬ 
chase or rediscount, at rates below the published Bank Bate. 

Mr. Rushforth: Certainly, it can do that under section 17 (21. 

Mr. Khaitan : Not as it stands. Section 47 has cot to be altered. 

Mr. Buckley: Do you not think that you can visualise a time when, 
the bill habit would he so well established that instead of the commercial 
banks discounting bills at a rate about the hank rate, competition would 
come in and take that rate down below the Bank Bate. Similar conditions 
exist in western countries. If the bank then could not come into the 
market except at its minimum published rate, it could not come in at 
all to compete with commercial banks. That is the way I look at it. 

Mr. Rushforth: It is fairly certain that if the market rate is 3 per 
cent, and the Bank Bate is 4, and the market rate drops to 2f per cent, 
and the bank thinks it too low', it is not going to discount bills at 4. If 
the bank is going to control the market at all, it has got to come in 
at or near the market rate. 
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Sir Purshotamdas Thakurdas: Which means, open market operations 
without restriction, but rediscounting at the Bank Bate. The open market 
operation is under control, other business, e.g., rediscounting, is done in 
the normal course at a rate known to everybody and which is a common 
factor. A free hand comes in in the open market competition. 

Mr. Manu Subedar: If there is a preferential market rate given to 
member banks, is it not possible that much cf this preference may be 
passed on by competition? 

Dr. Trip: Yes, it is possible. 

Mr. Manu Subedar: Also, a bill with three signatures, including that 
of the bank, is a better security for the Reserve Bank. 

Dr. Trip: I feel it is a question of importance to the Reserve Bank. 

Mr. Manu Subedar: I put it to you whether the Reserve Bank may 
not want to occupy some of its funds. I do not say it should work to 
the disadvantage of the profit of the commercial banks. It should not 
compete with the commercial banks, but it has to make something on its 
money to carry on, and preferential discount may be one of the means by 
which the Reserve Bank without competing with the banks and through 
the banks, is enabled to make something on its funds. 

Dr. Trip: Yes, certainly. 

Mr. Manu Subedar: If you made rediscount an abnormal process, 
then the Reserve Bank may not be able to engage its funds. 

Dr. Trip: As I said before, there need be no fear about the Reserve 
Bank not being able to engage its funds, especially having regard to the 
seasonal variations in this country. 

Mr. Manu Subedar : You have suggested certain special measures 
such as warehouse receipts, because you fear that there would not be 
sufficient funds and also because it is desirable for the Reserve Bank to 
engage its funds in bills rather than in any other way. 

Dr. Trip: Certainly. 

Mr. Manu Subedar: Therefore the prefereniial rediscount rate might 
assist in all these objects. 

Dr. Trip: Yes. 

Mr. Ru8hforth: May I just make a statement? I feel very strongly 
with Mr. Manu Subedar that the member banks who are going to make it 
possible for the Reserve Bank to function, by means of compulsory deposits, 
ought to have the first claim on the Reserve Eank. For this reason, t 
would be in favour of a published rate that applies primarily to member 
banks. In practice, it will be a discretionary rate, but I should like that, 
with the co-operation and help of the Reserve Bank, it should apply 
primarily to member banks and that it is published to the world at large 
on that understanding. 

Chairman: That being so, you are practic illy coming round to my 
formula. There is no question, thereafter, of g ving the member banks a 
lower rate. In other cases a higher rate sbou'd be charged. Therefore, 
in regard to the procedure you are practically in agreement with me. 

Mr. Ruehforth: I am. 

Mr. Buckley : I am practically in agreement with Mr. Rushforth. 

Vol. rv. 2 n 
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Mr. Lamond : I also agree with Mr. Rusbforth. 

Lala Harkishen Lai: I entirely agree with these gentlemen. But if 
you want me to have the matter explained, I can ask a few questions. In 
some enactments there is very little said about Bank Bate, how it is to be 
fixed, etc., whereas in some charters it is all very explicitly laid down. 
So far as India is concerned section 47 says: 

"The Bank shall make public from time to time the minimum rate 
at which it is prepared to buy or rediscount bills of exchange 
or other commercial papers eligible for purchase under this 
Act." 

Does the term ‘from time to time’ moan that the publication of the mini¬ 
mum rate will be once in six months, or once in a month, or once in a week, 
or on every day? 

Dr. Trip: 1 think the rate ought to be published every week, as it is 
done in all other countries. 

Lala Harkishen Ldl: The question is, what classes of commercial paper 
are eligible for purchase under this Act. A list of such papers is not 
given. The discount rate is not the same for all classes of paper. There¬ 
fore, you will have to pick out the best paper on which the minimum 
should be charged. Mr. Manu Subedar says that the papers described 
in 2 (a) of section 17 are the best from every point of view. Have you 
anything to say against it? 

Dr. Trip: I must say I agree with Mr. Manu Subedar. 

Lala Harkishen Lai: That ends the whole dispute. 

Chairman: Probably you have not followed Lalaji’s point. Supposing 
you were the Manager of a Bank; so long as there is that provision in the 
Act, would you feel that, without contravening the Act, you would be 
entitled to pay for any paper less than the minimum you have declared. 

Dr. Trip: No. 

Chairman: That is the real point. 

Lala Harkishen Lai: That is not the real poinf at ail. The case is 
simply this. I am a banker. People bring me papers. I say to them— 
"The Imperial Bank rate is so much and my rate is so much above that. 
Take it Or go away.” I have said so, many a time. The same class of 
people go to the Imperial Bank which publishes the rate. That Bank deals 
in many classes of paper, and if it finds that any paper taken to it does not 
correspond to the minimum rate paper, it says ‘Our published rate applies 
to such and such paper; this is of less value from the banking point of 
view, and I will charge so much.’ That way the Imperial Bank does not 
commit any illegality, nor docs any other bank which charges more than 
the Bank Rate. 

Chairman: So long as it charges more, the question of illegality does 
not arise. Mv point is that if for any paper it were to charge less than 
the published rate, would it not—that provision being there—be committing 
an illegality? 

Dr. Trip: Yes. 

Lala Harkishen Lai: Which paper is that? 
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Dr. Trip: You ask what would he the general kind of papers that will 
be taken at the minimum rate. Generally speaking, I think it would be 
the, paper under sections 17, 2(a). That, however, does not prevent the 
Reserve Bank from discounting other papers at the minimum rate. 

Lulu llarbixhcii Lai: 1 do not say that either. I was simply transla¬ 
ting ilr. Maim Subtalar's tpiestion. He says that the paper mentioned 
in section 17, 2(a) is the host paper. 

Dr. Trip: Generally speaking, it is. 

Lalu Jlarkitshcn Lai: Even if there was any doubt about it, Mr. Manu 
Subodar says, if should bo treated as the best paper for this simple reason 
that banks make deposits in the Reserve Bank and it is to the interest of the 
Reserve Bank to make, if possible, some money out of them. That is the 
only way it can be strengthened. If it wore a simple custodian of money, 
it will not recover even the cost of taking care of llie deposits. Mr. Manu 
Suheclar says that the Reserve Bank should lend the deposits back oq the 
best 1 , possible terms to the banks making those deposits and make something 
• nit. of (hem. That is all he wanted to press; that is how- I have understood 
him. 

Dr. Trip: That does not lead to the conclusion that the Reserve Bank 
ought to give that credit to member banks. It should be left quite free 
in the. matter. 

Lula Harliixlun latl : It is really the best paper according to his and 
niy thinking and (he minimum rate should apply. 

Dr. Trip: Yes. 

Dr. Jlydcr: Under this Bill, the Reserve Bank becomes the central 
currency authority. Wliat are the weapons that it has in its hands? 
Firstly, ifc is the bank rate; secondly, it is the :>peu market operations; 
thirdly, there are the balances of banks. Your object in placing these 
weapons in the hands of the Reserve Bank is that it should be able to 
control (lie situation. Mr. Manu Subcdar's draft, which lias been circu¬ 
lated, provides for member banks getting a lower discount rate than the 
rate granted to the public, and in this you have ar other weapon of control. 
It. seems to mo that we arc* mixing up purposes. It is well that you should 
place a handicap in the way of those competitors of the group, but is it right 
that you should make use of another weapon which is not meant for that 
purpose ? 

Dr. Trip: In the first place, of course, we only ask the .Reserve Bank 
to consider the question, not to do it under all circumstances as I said 
in the beginning. If they think it would be useful for developing the bill 
habit of this country, I cannot see that there is ary great objection. Why 
would it have any harmful effect on the situation f they give a better rate 
to the banks than to the public, and why should that be harmful to the 
position of the currency? They can, of course, cl if nge the Bank Rate? 

Dr. Thjilcr : I am going to quote to you the opinion of Mr. Clegg. His 
opinion is this: “Though it seems to me revolutionary now, nevertheless 
some such provision, duly safeguarded, should be added (o the powers 
of the Central Bank in future.”. 
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Dr. Trip : I think it is rather a dangerous thing. If you compel private 
banks to keep cash balances with the Reserve Bank, I would not be in 
favour of leaving it to the discretion of the Reserve Bank to fix the ratio 
of these cash balances. If they want to contract currency they ought to 
do it in another way than by compelling member banks to keep a higher 
ratio. 

Dr. Ryder: I think we are mixing the object and making use of it in 
another direction. 

Dr. Trip: I think you will understand that in a new Bill the Reserve 
Bank will have to give credits to the member banks, and they are abso¬ 
lutely free to decide upon what amounts of credit they will give to the 
member banks. It is only a question whether it would not be useful, in 
order to develop the bill habit, that they make a preferential rate for the 
bills of the member banks. 

Dr. Hyder: That would be a preferential rate for the bankers, but if 
you want to encourage the bill habit, you must put a premium on bills and 
put a handicap against the competitors of bills. 

Dr. Trip: That is in the second sentence. 

Dr. Hyder: But the third sentence does not go well with the second 
sentence. 

Dr. Trip: As I explained this morning, you have relation between the 
rate of cash credits of the commercial bonks and the rate of cash credit^ 
of the Reserve Bank. If the difference between these two rates is the 
same as the difference between the rediscount rate of the Reserve Bank and 
the discount rate of the commercial banks there is no inducement to the 
private banks to take bills instead of cash credits. So you will have to 
make the difference between the Reserve Bank Rediscount Rate and the 
commercial banks rate, greater than the difference between the cash credit 
rates. That is the point. If the commercial banks, by taking cash credits 
from the Reserve Bank, can make the same profit as when they take their 
bills to the Reserve Bank, then there is no inducement to take bills instead' 
of cash credits. But if you make the difference between the bill rates 
greater than between the cash credit rates then there is an inducement for 
the private banks to use bills instead of cash credits. For example, if you 
have the cash credit rate of the Reserve Bank at 7 per cent, and the cash 
credit rate of the commercial banks at 8 per cent, there is a difference of 1 
per cent. If you have the rediscount rate of the Reserve Bank at 6 per cent.; 
and the discount rate of the commercial banks at 7 per cent, you have the 
same difference of 1 per cent. Now if you make the rediscount rate of 
the Reserve Bank for the private banks 5| per cent., you have a difference 
of 1| per cent., a greater difference than between the cash credits. Then 
there will be an inducement, I think, for the private banks to use bills 
instead of cash credits. 

Dr. Hyder: That means, of course, that it is in the power of banks 
to change over from one system to the other? 

Dr. Trip : No, that is not true. If you give a man an inducement, he- 
can only dc it as far as is possible. 
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Chairman: We have had a very full discussion and, from one point of 
view, it has been very useful. It has brought to our notice the fact that 
the provision as contained in that Bill did not provide for the open market 
transactions; and it is generally admitted that for open market operations 
the bank should have fullest discretion 6ven to rediscount at rates lower 
than the bank rate. I take it that is accepted. 

Dr. Trip: May I make a remark in respect of that? I cannot see that 
Section 47 would hamper the bank in its open market transactions. There 
are two kinds of open market transactions; in the first place in order 
to restrict currency and then Section 47 does not come in at all for then 
they have to sell their own investments, their securities, in order to take 
currency out of the market, or they have to raise their Bank Bate. If they 
want to intervene in order to expand currency or r,o lower the open market 
rate then they can work on the basis of their own published rate, or even 
at a higher rate. 

Chairman: What about Mr. Bushforth’s point? He said there may 
be cases in which for the purposes of regulating credit the bank may have 
to buy paper at a rate in regard to which the maximum must rest with 
it. 

Mr. Rushforth : That is my impression of whit has actually happened 
•recently in London. 

Dr. Trip: How can you say that the case would arise in practice? I 
can understand it in a highly developed bill market like London, but 
certainly in the first 10 years to come—and in 10 years you will have ample 
opportunity to change the Act—I cannot see that the Eeserve Bank in 
this country would have any possible means of being hampered by this 
Section in their open market operations. If they have to restrict the 
currency they have only to sell their securities or to raise their bank rate. 
If they have to expand the currency they can do it at the published bank 
rate or even at a higher rate. 

Mr. Rushforth: Presumably what actually happened in London was 
that in one week when they wished to stop the di ain of gold they sold bills 
at the rate of 2 7/16. When their purpose was achieved the following week 
and money was very tight they did the reverse operation and bought bills 
at 2 5/16. 

Dr. Trip : That can be. of use in a highly developed market but not 
in this country. If the Beserve Bank want to make their rate effective 
their aim will always be to force the commercial banks to lower their 
rate, because the commercial banks will charge a higher rate than the 
published rate of the Beserve Bank. Then they can enter the market on 
the basis of their own published rate or even at higher rate. 

Mr. Khaitan: I quite agree that when the Beserve Bank wants to 
contract currency and has to sell bills it can do it at as high a rate as it 
likes, but Clause 47 would certainly 3tand in the way in open market 
operations, if the Beserve Bank wants to buy or rediscount bills of exchange 
in the open market at a rate lower than the rate published by it. 

Dr. Trip : No, I do not think that the case would arise. 
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Mr. Khaitan: We shall come to that later on, but looking at Clause 
47 as it is drawn up—it is of course subject to amendment. It says the 
bank shall publish from time to time the minimum rate at which it is 
prepared to buy or rediscount bills of exebaugo or other commercial paper 
eligible for purchase under this Act. A distinction may be attempted 
to be made in the fact that the word ‘rediscount’ is used here, whereas 
in clause 18 the word used is ‘discount’, whereas in clause 17 the word 
used is ‘rediscount’, but having regard to the word ‘buy’ used in clause 
47, whatever distinction might otherwise exist between 17 and 18 to my 
mind disappears, and clause 47 would stand iu the way of the Reserve 
Bank if it wants to go into the open market aud buy bills of. exchange or 
promissory notes at a rate lower than the minimum rate. 

Chairman.: You admit that? 

Dr. Trip: Yes. 

Mr. Khaitan-: As regards the occasion, I believe when we were having 
our discussion before, I pointed out to you that even at the present 
moment there are occasions, and not rare occasions, when the rate of dis¬ 
count in the market is much lower than the Imperial Bank’s published rate 
or even the rate at which the banks arc prepared to discount bills from 
the market. Even now it happens, so that we don’t have to stretch our 
imaginations too far to find occasions when the Reserve Bank may find 
it necessary to increase the currency in circulation in the country, by 
offering to discount bills in the open market at rates lower than wliat the 
Reserve Bank deems it proper to publish as its Bank Rate. 

Dr. Trip: If the, case arises, as you tell us, that the rates in the bazaar 
even are', much low'cr, then why should the Reserve Bank want to expand 
the currency. I cannot- see that there will be any inducement for the 
Reserve Bank to do that because there can be- no reason to make money 
still cheaper? 

Mr. Khaitan: There have been occasions, oven in our experience, when 
although money is apparently cheap, still persons and firms carrying on 
bona fide trade are not able to get money from the banks. This has 
happened especially during the last 8 or 4 years in India and even then 
it may become necessary to increase the amount of currency in circulation 
and give bona fide traders very good security. 

Dr. Trip: That is the credit position, not the currency position. 

Mr. Khaitan: Whether you call it currency or whether you call it 
credit, it comes to the same tiling. 

Dr. Trip: It is quite a different thing. I think then the Reserve Bank 
can only do one thing and that is to lower fhc rate. 

Mr. Khaitan: It is money flowing out of the Reserve Bank, the bank 
of issue, whether it comes out of its banking department or its issue 
department, and whether you call it expansion of credit or expansion of 
currency, it comes to the same thing. It is actual currency notes coming 
from the Reserve Bank. 

Dr. Trip : But if that case arises then I think it is not the proper thing 
for the Reserve Bank to try to amend the situation by open market trans¬ 
actions. They ought to lower the bank rate. 
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Mr, Khaitan: If it comes to that then the rates should be lowered and 
only then should the Keservc Bank be able to do transactions at the rate 
it wants to. 

Dr. Trip: Yes. You stated the case of credit difficulties when the 
traders could not get accommodation from the banks. 

Mr. Khaitan.: I have not made myself very clear. I tried to explain 
to you that because of currency difficulties it was necessary for more 
currency to come in. 

Chairman : I think you have throughout been advising us that the 
discretion of the Reserve Bank in regard to its open market operations 
should be as little fettered as possible. Now, I cannot discuss opinions 
but if this relaxation was not provided for in the Act, or the bank’s charter 
imposed that restriction, would it not be again nutting a hindrance in the 
way of the Reserve Bank’s open market operations? Hero we are trying 
our best to remove anything in the way of the Reserve Bank in regard to 
its open market operations and to leave it absolutely to the judgment of 
the Reserve Bank to decide about the occasion, the rato and everything. 
From that point of view don’t you think that the removal of this impedi¬ 
ment would help the Reserve Bank? It may bo that no occasion may 
arise and the Reserve Bank will not find it necessary to make use of the 
power. On the one hand, we cannot legislate for every occasion. On the 
other hand should the occasion arise the Reserve Bank would find itself 
fettered by that statutory provision. I may supplement what I have said by 
making this observation. When the Hilton-Young Commission made the re¬ 
commendation it did not contemplate that the Reserve Bank would start 
open market operations, immediately[ It was stated then that, I think 
after 10 years, the Reserve Bank should apprcaeli Government and the 
Government would then authorise it to start open market operations. When 
the Bill was drafted it was considered that the Reserve Bank should be 
left unfettered in that particular matter. Therefore the provision in Clause 
(18) loaves it to the discretion of the Reserve Bank, but possibly when that 
change was made if was overlooked that if (47), stood in the form in which 
it was copied from the Hilton-Young Commission’s report there would 
still remain some impediment. There nriglia be cases in which the 
Reserve Bank might want to buy commercial caper at rates lower than 
its minimum. Well, that Statutory provision wruld stand in its way. 

Dr. Trip: I should only like to say that I want to have the Reserve 
Bank as strong and as efficient as possible in this country. Therefore 
I made my proposals in my memorandum in order to achieve that aim. 
Of course I have no objection against the removal of the impedimexrt men¬ 
tioned by you, but I want to state that in my opinion this would be only 
an impediment if the position in this country was changed to such an 
extent that you could have here the same position as you have now in 
England and Holland where, generally speaking, the commercial banks 
discount at a lower rate than the Reserve Ban!:. So I think that as the 
situation is at present, this clause would be prartically no impediment for 
the Reserve Bank. 

Chairman: I have been discussing this in the meanwhile with the 
Vice-Chairman and he has suggested to me a form of words which will 
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remove his objection. I shall be grateful if my colleagues will take down 
the amended section: 

“The published rate of the Beserve Bank should be the minimum 
rate at which it is prepared to buy or rediscount first class 
trade bills and promissory notes of member banks and 
bankers, the Bank having full discretion in regard to the 
rates for its open market operations. To stimulate the use 
of bills, the Reserve Bank should use its discretion to charge 
a higher rate for demand loans against authorised securities 
and it may find it useful to have a larger margin between 
these rates at the outset than will be necessary after the bill 
market has developed. Should the Reserve Bank, in the 
first few years at any rate, find it necessary to discount the 
paper of the public without bank endorsement, it should 
consider whether it should not charge a higher rate of dis¬ 
count to the public than that charged to member banks and 
bankers. ” 

Dr. Trip: I see only one objection and that is in the last sentence. 
It is said there that “Should the Reserve Bank, in the first few years at 
any rate, find it necessary to discount the paper of the public*', whereas 
section (18) of the Act considers it as a standing possibility that the Reserve 
Bank can discount the paper of the public. 

Chairman: I say in the first few years ‘at any rate’ because I don’t 
want to stop its doing so later on. There is the document as it stands. 
Do you see any objection? 

Dr. Trip: No. 

Chairman : Is the first sentence acceptable, Mr. Ru3hforth? It will 
be the same except that your point has been brought in. I would now 
like to have the opinion of the members on the redraft as suggested by 
men in consultation with the Vice-Chairman 

Mr. Lamond .: I would like to add the words “and promissory notes’’ 
after “first class trade bills’’ in the first sentence. 

The suggestion of Mr. Lamond was agreed to and as suggested by the 
Chairman it was decided to put in a Note in the following terms:—“Trade 
Bills will include promissory notes arising out of bona fide commercial or 
trade transactions bearing two or more good signatures.’’ 

Lala HarJdshen Lai: I agree to the substance of the draft but not to 
the wording. 

Chairman: That is all what I want. We are not now writing the 
Report and at that stage we can discuss the terms of the wording in 
detail. 

All the members present (including Dr. Trip) agreed to the redraft 
except Mr. Manu Siibedar who desired to express his dissent from the 
entire clause. 

Chairman: Now, we have another point to discuss. In your Memo¬ 
randum on the “Money Market in India’’ you say that “Under normal 
circumstances the currency of that country will be preferred where the 
lowest rate of interest prevails and the money and bill market is so well 
developed that no doubt can exist about discount facilities being avail¬ 
able at any time during the currency of the bill. These conditions are 
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lacking in India". Your statement with regard to India has been dis- 
puted. Some of my colleagues have said that in the majority of cases, 
say 75 per cent.—and Mr. Buckley said that it w.is quite a large number 
—the consideration does not apply. 

Dr. Trip: May I ask, why not? 

Chairman : With reference to what you have f aid there I have put it 
as a tentative recommendation, in my paper for consideration by the Com¬ 
mittee, which reads:—‘.‘The introduction of Rupee Bills in connection 
with the import trade of India depends on the development of the inland 
bill and money market and on the rate of interest prevailing in the 
country. Under normal conditions the currency of that country will be 
preferred where the lowest rate of interest prevails and the money and 
bill market is so well developed that no doubt con exist about discount 
facilities being available at any time during the currency of the bill. 
These conditions are lacking in India at present”. 

Sir Purisliotamdax Thahuidas: We were considering this point in the 
Chairman’s draft which is an extract from your memorandum. The consi¬ 
deration that the rate of interest prevailing in this country should be cheaper 
than the rate of interest prevailing in other countries like London where 
there are more highly developed Money markets, is to my mind misleading. 
It is admitted that more than ,30 per cent, of the import finance is being 
done by Indians who do not own their own business houses in London by 
which it can discount its paper there. They therefore have to do their 
business in the ordinary manner which is this. Supposing a dealer here 
buys goods worth £100* from Birmingham. The seller at the other end 
discounts his bill for £100 with a Bank in London. Supposing the bill 
was discounted on the 2nd January and when the draft arrives in India 
about the 20th January it is shown to the buyer here (drawee) who is 
asked to accept the bill 60 or 90 days after sight. Whether the bill is 
D. A. or D. P. does not really matter. When "die bill is payable after 
DO days, say on the 20tli April, the buyer has to pay not only £100 but 
interest at 6 per cent, from the 2nd of January up to the date the remit¬ 
tance actually gets to London, i.c., 18 days after i.he 20th of April. The 
rote of interest charged is 0 per cent, ail the year round which is gen¬ 
erally the normal Bank rate in India or a little higher. The importer 
therefore does not get the benefit because the bills are drawn in sterling 
and because the bills are not capable of being rediscounted in the London 
Market. In fact on a rough calculation made out yesterday, it was found 
that the Indian importer actually pays 7-} per cent, because he has to 
pay interest both ways until the money gets back to London. There¬ 
fore it is misleading to say that the rate of interest is low and’ that is one 
of the reasons. I might add that it was mentioned that this is a matter 
between the buyer and the seller to decide. I agree. The other part 
of it is a matter of practical politics, but as far as this statement is con¬ 
cerned, it struck me that it is not correct. 

Dr. Trip : I think the statement is correct in itself. I do not know 
whether the practice with regard to these import bills is in accordance 
•with what ought to be aimed at. 

Sir Purshotamdax Thakurdax: What I say is that the import business 
today is not based on consideration of the cheaper money rates prevailing in 
London. The question arose in connection with the creation of a Bill 
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Market in this country and what struck me aptly was that India has the 
necessary material practically begging at its door. India has an average 
of about Es. 225 crores of imports which arc financed on the sight bill 
basis. These bills are at present practically tied up by banks in their 
bill portfolio and are not used in this country because there is no Bill 
Market, in existence now. I have, therefore, endeavoured to put my 
ideas on this subject on paper which I have just now circulated tso you. It 
reads:— ' 

“The introduction of rupee bills in connection with the import 
trade of India primarily depends on the innovation in con¬ 
nection with the currency in which the import bills are 
drawn and this will be dealt with under the head “Exchange 
Banks”. It, however, requires to be noted here that with 
an import business on private account of approximately 
Es. 230 crores a year, the correct bill market for this pur¬ 
pose is India and not outside India. This is particularly 
justified by the fact that even at the. present, time, when, 
most of the import hills arc being drawn in sterling currency, 
the rate of interest payable by the Indian importer is not 
less than six per cent, all throughout the year, which, with 
the interest payable on the remittance back of the money 
works out to a little over seven per cent, per annum. If 
the rate charged on the import bills by the Exchange Banks 
were based till now on Iho rate of discount in London, the 
argument regarding the Indian importer having to pay a 
higher rate of interest in the Indian discount market may re¬ 
quire even to be considered. But under the existing con¬ 
ditions that does not require discussion.” 

Mr. Rushforth: May I circulate a note on this subject? It is a coinci¬ 
dence that I also brought a note on this subject this morning. 

Mr. Rushforth’s Note which was also circulated read as follows:— 

“A manufacturer who sells goods to a foreign country payment for 
which is to be received in the currency of the foreign country— 

(1) has to quote his price in foreign currency, 


(2) has to take the risk of exchanging that currency into his own, 
at the rate at- which he has based his price, or simultaneous¬ 
ly with the. sale of the goods has to fix exchange with his 
bank. 

Take the case of a German who is negotiating a sale of goods to an 
Indian for shipment in June. Tlio Indian insists on a rupee quotation 
payable by a 60 d/st. draft. 

The German must ascertain the rate at which he can sell a 60 d/st. 
draft to his bank in June. He bases his price on that rate and offers the 
business accordingly. If it is accepted he must then fix his exchange 
or take the exchange risk himself. In the latter case he must cer¬ 
tainly allow for the risk in his rupee price. 
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In the first place what quotation can lie get for June 60 d/st. ? Or 
will his bank inform him that the bank can only buy the bill payable 
at the Indian selling rate for marks or sterling at the date of payment? 
If there is only a small market for forward rupees in Germany, it is fairly 
obvious that the rate of exchange on which the bark will base his quotation 
will have tu ho a verv "sale” one. That is, suppose he understands that 
the sterling rupee cross rate for June is quoted it 1 / 5-J he will work on 
1/5 7/16 keeping 1/16 in hand to cover his risk. His rupee price to 
the Indian will thus be higher than the price th:s Indian, would have to 
pay if sterling had been quoted and the Indian had been able to fix his 
exchange at l/5i. 

It seems to me that the price, of commodities as between two countries 
rmist be bused on an exchange quotation obtainable for the date of ship¬ 
ment of the goods, and it must, therefore, faciliiale trade if that quota¬ 
tion is obtained in the most favourable market i nd in a readily saleable 
currency. Otherwise one or other of the trading parties is giving away 
his profits to an exchange dealer. 

1 have often maintained that the forward exchange, market in India 
is one of ihc best developed markets in the world. This is borne out 
by the fact that in connection with a large portion of the recent invest¬ 
ments by foreigners in Treasury Hills, the banks in India have had the 
onus of fixing the exchange for the forward part of the business. 

Generally speaking, therefore, it must be cheaper for import prices to 
be based on sterling and the exchange fixed here than it is to have the 
prices based on rupees with the exchange fixed it. the foreign country. 

The 6 per cent, interest charge to cover the period of the transit of 
the bill and its usance is an entirely separate charge which would be the 
same whether the price and the currency of the bill was rupees or ster¬ 
ling-” 

»S‘iV PiusIioIiuihIus Thal.uitUm : liegarding the first part of Mr. Bush- 
forth’s Nolo, which I appreciate myself, I think it is a subject which 
v*e can usefully discuss, when wo come to deal with the Financing of 
Foreign Trade. I do not know whether it is pertinent for us to discuss the 
feasibility or otherwise or whether the import bills should he in sterling or 
not. We are now concerned only with the last paragraph of Mr. Bush- 
forth’s note as to whether the importer gets the benefit or not. On that 
point my answer is an emphatic “No'’. T therefore, suggest that the 
reasoning made out by Mr. Itusliforth is not correct. 

Chairman: I am inclined to agree with the Vice-Chairman that so 
far as the interest rate goes the latter portion of Mr. Kushforth’s note is 
alone pertinent for the present. It is, howcvci, for Mr. Bushforth to 
say whether the first port applies or not. 

Mr. Rushforth: The Vice-Chairman asks how docs the Indian im¬ 
porter get the benefit of the interest which is involved in the bills being 
drawn in sterling or docs he get any benefit at all? Mv immediate answer 
to that is “Yes”, because if the bills are drawn in rupees, according to the 
argument that I have raised in my note, the imports would cost India 
much more than what it is today. 
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Sir Purshotamdaa Thakurdas: I strongly differ, but that will take us 
into quite a different realm of discussion. .May I ask whether these bills 
are really taken to the London Money market for rediscount purposes? 
Don’t take into consideration the house-paper of people and concerns who 
have got their own houses in London. Does Mr. Rushforth imply that 
those bills are ever rediscounted in the London Market after they are 
accepted? What I say is that the. discount market does not come into 
the picture at all. 

Sir Hugh Cooke : Might we not hear what Dr. Trip has to say on this 
point? 

Dr. Trip: In my opinion I absolutely maintain what I have mentioned 
in my memorandum. I think these bills belong to the Sterling market. 
I think it is more a question of practical difficulties that these bills have 
to be sent to India for acceptance and that they may remain in the port¬ 
folios of the banks here. The main point is whether in the interest of the 
country it would be possible to devise means in order to make these bills 
acceptable to the London money market. If that could be done, then the 
importer in this country could benefit from the lower rate prevailing in the 
London money market. I think it would be much better to follow the 
general principles, which I have stated in my paper, than to try in an 
artificial way to turn these bills into rupee bills. For then, of course, the 
interest rate would practically remain the samo or even be higher. So on 
the whole I think the interests of the country would be served, if we tried 
to find a way to open the Loudon money for these bills. 

Mr. Manu Subedar: But is it not open at present? 

Dr. Trip: No. The reason why it is not open is that these bills have 
to be transferred to India for acceptance. If we could avoid sending 
them from London to India, and if banks in London could see their way 
to accept them, the bills would be practically available for the London 
money market. 

Mr. Manu Subedar : So the position is that the Indian importer has to 
pay interest charges and the interest charges paid by him are not at the 
London rate, but at 6 per cent? 

Dr. Trip: No, therefore I think the first question is: do these bills in 
the London market which are drawn in sterling and sold practically to 
London banks not belong to London? 

Mr. Khaitan: The bills come here not only for acceptance, but they 
remain here until the due date for payment. 

Dr. Trip: Yes. 

Mr. Manu Subedar: So that, even if something could be done by 
which they are discounted there, the collection will have to take place 
here, and the money will have to go from here to that country. 

Dr. Trip: No, the exchange banks could collect the bills here in rupees. 

Sir Purshotamdas Thakurdas: Or it would be this way. According to 
the system in. vogue till now, the importer, who is not able to have his 
bills discounted in London, does not have any advantage by way of interest 
by having the bills in sterling. 
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Dr. Trip: No, out 1 think it is possible to change that. I think a 
recommendation that the hanks should consider the opening of the London 
market to these bills would be of great value. 

Sir Purshotamdas Thakurdas : If feasible. 

Dr. Trip: I do not think it would not be feasible because these banks 
are practically paying the seller of the goods tie whole sum covered by 
the bill and they take the risk of the bill. Whan would prevent the banks 
in London from accepting these bills on behalf of the Indian importer? 

Mr. Buckley: Sir Purshotamdas mentioned that the bills were based 
rn the rate of discount in London. I do not think that is right. The 
explanation of the 6 per cent, rate is this: The bills are not available for 
discount in the London market; they have to come out here and the 
banks, instead of giving their acceptance, have -,o find the money to pay 
for the bills. The only way the exchange banks can find the money is 
by taking deposits from the public in London. As the exchange business 
is considered by the public to be rather risky, the exchange banks have 
to pay higher rates than other banks in London. The latest advice I had 
from London in December showed that for renewals of all old money we 
were paying 4J per cent, against the discount rate of 21 per cent. I 
quite agree with Dr. Trip that something might be done to enable banks 
in London to accept these bills whieh are drawn by sellers who have not 
got their own houses here, so that the sellers could discount the bills in 
the London market, say at 2J per cent, plus 1 per cent, per annum 
accepting commission for three months. Then in the normal course of 
events the buyer would get the advantage of that 3£ per cent, against 
six per cent, prevailing at the present time. 

Sir Purshotamdas Thakurdas : Would I be wrong in taking it that if 
this was feasible the exchange banks would have idopted that policy ? 

Mr. Buckley: I have no objection to this going forward as a recom¬ 
mendation. 

Mr. Manu Subedar: So far as the seller (European manufacturer) is 
concerned, the bill is usually discounted without recourse to the seller. 

Dr. Trip: How can the banks pay the seller the full amount of the 
bills without recourse to him? 

Sir Purshotamdas Thakurdas: Is the majority of the import business 
done on the basis of bills without recourse on the drawer? 

Mr. Buckley : No. You can take it that the bulk of the import business 
to-day is done on a sixty days’ sight basis without any credit at all and 
the bills are taken by the exchange banks simply on the strength of the 
drawer’s name. • 

Mr. Manu Subedar: Take the case of an Indian importer in India 
who wants to buy machinery and who has made arrangements with the 
machinery sellers with regard to price and every other factor, including 
payment being made in the, currency of the seller, but to meet the con¬ 
venience of the buyer, he is still prepared to draw 90 days’ bills, but be 
will receive payment as be has parted with the goods and he does not 
want to take the risk of the bill being dishonoured at this end. I have 
known such cases. 
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Mr. Buckley. They are exceptions and not the general rule. In the 
case of machinery shipped from U. S. A. for example, the American will 
not ship the goods without credit being opened. This not only applies 
to India, but to Dutch East Indies, China, Japan, Straits, etc' To-day 
in my Delhi Office I saw a dollar bill from New York with Ihe 0 per cent, 
interest clause. I have no objection at all lo the question being put forward 
to see if anything can he done to make tinuncc cheaper for the Indian 
importer. But there may be some difficulty I am not aware of. 

Chairman: Can you place before ns any concrete suggestions as to 
how the practice is to be changed? 

Mr. Buckley. My suggestion is this: could not the exchange banks 
in London, instead of advancing against the bills oil a six per cent, basis 
accept the bills in the same wax as they do for houses which have their 
own offices out here? 

Dr. Trip: If the foreign exchange hanks would accept these bills, 
the bills need not be sent to this country, hut can be discounted in the 
London market at a lower rate. 

Mr. Buckley: So that the seller of the goods or the drawer of the 
bill would be able to base- the price lie quotes to bis Indian buyer mi the 
discount rate in London pints the accepting commission prevailing at the 
time, say per cent, against <i per cent as at present. 

Sir PuTshotamdats Thakurdus : That is an exchange question. \Ye have 
only raised the question of import bills being available for the local discount 
market, and it has a place here only in that connection. I want a para¬ 
graph put in that the importer has not received the advantage of the lower 
interest rate prevalent in the London market. But it has been suggested 
to us that it might he feasible; the question will be considered in its right 
place under exchange, but if it is not feasible, it is to his advantage 
to make the bills available in the London discount market. 

Mr. Buckley: At the present time owing to the London discount 
market rates being lower than iri India, 1 contend they would remain 
sterling until such time as 1 he level of interest rates in India is able to 
compete with London, and then 1 sec no reason xvhy the bills should not 
be in rupees. 

Sir Punhotamdas Tliakurdas : Either t he importer here should get the 
benefit of the lower rate of interest or, if that is not feasible, there is 
no reason why these bills should be cut out from the local discount bill 
market. We want to create a bill market. We have got these practically 
waiting at our door, in fact we are turning them back. I personally 
think that xve should point this out and say that unless this was available, 
the bills, being tied up for a period of two to three months, lying idle are 
a deadweight on the money market and to that extent a waste. 

Mr. Buckley: If they have to bear 6 per cent, interest, it would be 
better for the country to have them drawn in rupees. 

Mr. Mann Snhcdar: What is the position with regard to goods coming 
from Java? 

Dr. Trip: The bills arc mostly drawn in sterling from Java. If Java 
sells sugar, a confirmed credit is opened by the London bank and on that 
confirmed credit bills are drawn by the sugar exporter in Java and sold 
to tbo banks in the market at Java. 
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Mr. Maim Subedar: What happens when Bombay buys Java sugar? 

Dr. Trip: The exports are generally financed in sterling. 

Mr. Mann Subedar: If Bombay purchased Java sugar, the Java 
exporter draws on the Bombay man in sterling? 

Dr. Trip: He draws on the hank which opens f. confirmed credit. 

Mr. Manu Subedar: Even for sales to India? 

Dr. Trip: Yes, in mv time that was the case, but now I hear that 
much sugar business is done directly without bills being drawn. 

Mr. Manu Subedar : So that it is rupee bills that emanate from Java. 

Dr. Trip: I am not certain, because in my time it was not done. 
I am under the impression that imports and exports are as far as possible 
cleared internally by big houses like ltalli. 

Mr. Manu Subedar: Even for those exports the rate is 6 per cent.? 

Dr. Trip: No. So far as bills are drawn in sterling they are purchased 
on the basis of the discount rate prevailing in London or even at a 
lower rate. 

Mr. Retell forth: May 1 make a suggestion which was made to me by 
a banker in London when 1 was there? He quite agreed with the general 
principle that the rupee bill market in India might he based on these 
import bills, but he suggested that that was going to be possible by arrang¬ 
ing for some of the larger houses hero to accept the smaller merchants’ 
names, so that the sterling bills could be paid off the moment they 
arrived with the rupee bills drawn by the smaller importer here on either 
a large importing house or a bank. By that way you automatically convert 
all your sterling import bills into rupee bills. It is one of the disadvant¬ 
ages from the point of the London market that you would have innumerable 
small bills hero for the basis of a rupee bill market in India. Suppose 
an importer gets a bill for £150. He is being charged 6 per cent, until 
he pays off the bill. He knows that, the bill is going to arrive on a 
certain date. Ho is a small piece-goods man; he arranges with a well- 
known firm for acceptance and he draws a rupee bill on that firm; the 
moment his sterling bill arrives, he discounts tint, rupee bill and with 
the proceeds ho pays off tin' starling bill. That n pee bill is in the Indian 
market on the due date. 

Dr. Trip: Then you would have to finance the whole transaction at 
a higher interest rate than the London rate. 

Mr. Rush forth: But you arc getting your rupee bills here. 

Dr. Trip: Tn my opinion it should be done at the cheapest rate and 
then only would it be to the good of the country. 

Chairman: Tf. it were possible to have a market in London, the sterling 
bill, instead of being sent, out to India for acceptance, would be discounted 
in the London market, and the Indian importer may get the benefit of the 
cheaper market rate in London; that is a possibility. I confess I have 
not been able to listen to any concrete suggestion other than, if I may 
sav so. the ooorl will of flic exchange banks, for changing the existing 
practice. Mv. fiushforth’s suggestion, from the point of view of the deve¬ 
lopment of a bill market in India, seems to be valuable particularly under 
local conditions in which the Indian importer does not get the benefit of 
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the cheaper money market rate in London. As I understood him to say, 
English business houses are willing to adopt an arrangement under which 
sterling bills would be forthwith converted into rupee bills and come out 
to India as rupee bills. 

Mr. Bushforth : No; I want rupee bills to be created in India on the 
arrival of the sterling bills, so that the Indian importer, instead of paying 
for the acceptance credit in London, will let the present arrangement 
stand. He pays 6 per cent, for the period of transit, until the money 
market in India can enable him by drawing a bill to get funds at less 
than 6 per cent. He will then immediately pay off the sterling bill .with 
the proceeds of his discounted rupee bill. 

Sir Purshotamdas Thai: uni as : Who draws the bill ? 

Mr. Rush forth: The importer draws the bill on some one he has made 
arrangements with. 

Dr. Trip: It is much more expensive. 

Sir Purshotamdas Thakurdas: The import bill is drawn by the seller 
who has an interest in drawing the bill. It is drawn on the buyer who 
again has a natural interest in the liability. You are freeing one of the 
parties. It will be a capital arrangement for the exporter because he 
will get his bill paid on the date it is presented. 

Mr. Rushforth: He would presumably get a benefit in the price. 

Mr. Khaitan : I could suggest a more easy way out of it, but the diffi¬ 
culty would be the liability of the drawer. It could be done if when a 
bill was drawn in sterling and accepted, the number of rupees could be 
written on it. It would become then a rupee bill. The difficulty will 
arise if on the due date the drawee does not meet the bill in rupees. 
The bank has then to go back to the drawer and he pays only in sterling 
and if there is a variation in the rate of exchange, the bank stands to lose. 

Sir Purshotamdas Thakurdas: The rupee liability of the holder of the 
bill is not met. 

Mr. 'Khaitan: If it is not met, the bank can only get the specified 
number of pounds from the drawer and there may be a variation in the 
rate of exchange. Under that scheme the drawer continues to be liable 
but in pounds, and the bank has the risk of variation in exchange which 
it would not be prepared to undertake, but under your scheme you are 
releasing the drawer absolutely. 

Mr. Buckley: If the Indian buyer can get the seller on the other 
side to quote his price in rupees, instead of in sterling as at present, 
there is no reason why the bills should not be drawn in rupees. As T 
have said, we do get rupee bills occasionally. 

Sir PuTshotamdas Thakurdas: But I submit that we need not discuss 
that point here. All we are concerned with here is the fact that if the 
Indian bill market be starved of the natural raw material available to 
them, it benefits nobody and it keeps the discount market here out of 
what is its first right and claim. I only want that to be put in. 

Chairman : I fully realize that. I allowed the discussion to continue 
for this simple reason: Dr. Trip first said that this might be a solution: 
and in my own mind I wanted to make it clear whether that was a 
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feasible solution or* only a pious wish depending on the good will of 
somebody. 1 did not want to summon him again when we were further 
pursuing the matter in connection with the financing of foreign trade. 
Therefore, I said that my colleagues who wanted tc ask him any questions 
on the general proposition might do so now. It is quite possible we are 
not going to come to a decision on the matter now. So far as I am 
concerned, I put him one question, viz., whether he had an alternative 
and how he could get it, and I understood him to say that it would depend 
on the good will of certain parties. If the good will is not there, the 
custom will not be changed. It depends on them «> change their custom. 
The only recommendation we can make in that direction is that we hope 
-this will be done. We cannot go beyond that. 

Dr. Trip: For any solution that you think would be possible you will 
always be depending on the co-operation of somebody else, either the 
seller, the buyer or the bank. 

Chairman: But what I wanted to find out was whether there was 
anything more concrete than that. 

Mr. Rushforth: I think the statement about 7 per cent, is incorrect. 

Mr. Manu Subedar : The drawee pays interest for the 90 days usance 
plus 18 days one way plus 18 days the way back. 

Mr. Rushforfh: For the last 18 days he gets the benefit of 1/S2nd 
in exchange. It works out at 8$ per cent. 

Mr. Khaitan : Most bills are, as Mr. Buckley has said, for 60 days. 
The interest rate comes to much more than 7 oer cent., and we only 
say here a little over 7 per cent. 

Mr. Buckley: He can remit the money by T. T. 

Mr. Rushforth : There is no compulsion as to how the remittance 
should be made. 

Mr. Khaitan: What he could have done is quite a different thing. 
We are now studying what is actually happening in India. 

Sir Purshotamda8 Thakurdas : In actual practice, I am told the im¬ 
porter remits by D./D. 

Mr. Rushforth: It works out at 6' 14 per cent. l/32nd for 20 days is 
about per cent. p. a. He is paying 6 per cent. He is losing 2| per 
cent. p. a. on 20 days. It is 6'14 per cent. p. a. 

Mr. Manu Subedar: You are charging him for the 18 days at the 
same rate. He has had the use of the money for the usanee 60 days 
and the 18 days the bill takes to arrive here. But he has not had the 
use of the money for the additional 18 days. 

Mr. Khaitan: The interest you charge him for the additional 18 days 
is about 25 per cent. If I added this to the 6 per cent, the actual 
calculation will be 7'4 per cent. 

Chairman: If it is 90 days usance it will be over 8 per cent. 

Mr. Khaitan: Wo cannot take 90 days. 

Mr. Rushforth: He is losing 6 per cent, for 20 days. I am taking 
the journey hack again. 6 per cent, for 20 days is *82. He is getting 
1732nd benefit on the exchange. The actual loss is '13. 

Vol. iv. 2 <* 
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Mr. Khaitan: If it is a 60 days’ bill he pays for 78 days which is the- 
necessary period. He also pays interest at 6 per oent. for another 1& 
days. 

Mr. Buckley: He could pay the money straightaway by T. T. 

Mr. Khaitan: Let us take l/82nd. It comes to '173. Take this- 
from 7'4. 

Mr. Rmhforth: 7-4 is per annum while *17 is for 20 days. l/32nd is 
an actual difference while *17 is the percentage difference for 18 days. 

Mr. Manu Subedar: Suppose the document comes to this country and 
it is a D./D. and the drawee pays the money at once. He still pays for 
18 days for the money to go back. It is aside the document. 

Mr. Rushforth: But there again he gets l/82nd on his exchange. I 
do not see how you can separate it. 

Sir Pur8hotamda8 Thakurdae: We will say a little over 6 per cent. 

Mr. Rushforth: I am convinced that it is only a very small percentage. 

Sir Purshotamda8 Thakurdae: What does the actual work to? 

Mr. Rushforth: 6' 14. 

Mr. Buckley: There is one thing I cannot subscribe to. It is the 
sentence reading: 

“If the rate charged on the import bills by the exchange banks 
were based till now on the rate of discount in London. . ' r 

It is not so. 

Sir Pur8hotamda8 Thakurdaet: "As the rate.Banks is not based on 

the rate of discount in London . . . 

Chairman: Is that acceptable? 

Mr. Lamond: The only cheap way of using these bills is to use them 

in the London money market. Here he says “It requires to be noted.. 

not outside India”. 

Sir Purshotamdas Thakurdaa: I would not put this in if to-day we had 
a scheme ready before us to make the importer benefit by the lower rate 
in the London money market. It is only a pious wish. 

Mr. Lamond: You would not say, ‘It would ordinarily appear that 
the correct bill market is India.' It is making a definite statement. 

Sir Purshotamdas Thakurdaa: Unless the exchange banks could show 
that by having the bills drawn in sterling the importer may be benefited 
by the lower rate. 

Mr. Lamond: The only cheap way of doing this is by using the bill 
in the London money market. 

Chairman: It has been urged before us that with an import business 
on private account of approximately Rs. 230 crores a year the correct 
bill market for this purpose is India and not outside India. 

Lala Harkishen Lai: It is beyond me. 

Dr. "Ryder : I think this country must have one of two things: either 
a low rate or a bill market. That is all. I accept that. 

Mr. Manu Subedar: I accept. 

Mr. Barker: I accept. 
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Chairman: Therefore, it stands. 

Dr. Trip: The clause that the correct bill market is India implies,. 
I think, that you want to have these bills drawn in rupees. 

Chairman: That is so. 

Dr. Trip: It depends on the seller. The most important point for this 
country is to use the London money market. 

Chairman: We will take that under ‘‘Foreign trade Financing.” We 
do not commit ourselves to that statement. 

Amendments suggested in the draft para.— 

3rd line — 

Read, ‘feasibility of the alteration of’ for ‘innovation in connection 
with.' 

15th line— 

Read, ‘over six per cent, per annum,’ for ‘over seven per cent, per 
annum. ’ 

Read, ‘As the rate charged’ for ‘If the rate charged’. 

16th line and 17th line — 

Read, ‘is not based’ for ‘were based till now*. 

19th line and 20th line — 

Read, ‘need not be considered’ for ‘may require even to be con¬ 
sidered. ' 
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Sth March 1931. 


FINANCING THE CURRENT NEEDS OF AGRICULTURE. 

By Dr. A. Friederich. 

About 280 million people or 73 per cent, of India’s population (accord¬ 
ing to the census of 1921) are supported by agriculture. It is the first 
source of India’s economic life. In our opinion its future development 
to a large extent depends on the creation of prosperous agriculture. A 
large percentage of the Indian cultivators is at present deeply in debt. 
There are many reasons for this. The principal question with which we 
have to deal is how to supply cheap and suitable credit to them in order 
tc finance their activities and improve their conditions. 

The supply of cheap credit, even credit without interest, is only of 
advantage to the agriculturist if production is, or can be made, profitable 
and his indebtedness decreased. Cheap credit alone will not produce 
sound agriculture in India. The social and economic conditions of the 
cultivator are—according to our information—so unfavourable that it is 
difficult for him to obtain a net profit and so to get rid of his debts. 
That is the main reason why the question of financing Indian agriculture 
is a difficult problem. 

Some of the unfavourable conditions may be mentioned here r 

1. Uncertainty concerning most crops in partB of India owing to 
drought conditions. 

2. System of land tenure. 

(a) Prevailing tenancy system. 

(b) Small size of holdings and their fragmentation. 

(c) Insufficient legal protection of the tenants with regard to terms 

of lease. 

(d) Joint family system. 

3. Inefficient marketing of produce. 

4. Illiteracy. i 

An energetic agrarian policy of reform is necessary for the purpose of 
creating profitable agriculture under modern conditions. Unless this is 
brought about credit will remain weak and in consequence the command 
of cheap money beyond the power of the ryot. Government have un¬ 
doubtedly done good work for agriculturists with regard to consolidation 
of holdings and irrigation of land by canals and sinking wells. Never¬ 
theless the field of activity in this direction is still very large, even apart 
from the area which is still available for the purpose of creating further 
settlements. 

The chief agencies for loans to agriculturists have been— 

(o) Moneylenders (both professional and non-professional, including 
landowners, merchants, traders and other casual money¬ 
lenders). 

(b) Co-operative Credit Societies. 

(c) Government (takavi). 

(d) Commerical banks and bankers. 
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Our task is to examine the most suitable agencies. We have to bear 
in mind the special features of agricultural requirements as compared 
with industry, commerce and trade. The period for turning over in' 
vested working capital in agriculture is longer than is usually the case in 
commerce. Agriculture also requires a relatively high fixed capital (com¬ 
pared with the working capital) to be sunk for long periods, for instance 
in:— 


(а) Land Improvements (irrigation and well*). 

(б) Purchase of Land. 

While working capital for agriculture is required for at least a period 
of 0 months to one year, capital for land improvement and purchase has 
k be invested for an indefinite period of years. 

A repayment of the invested capital can only be made according to the 
net profits obtained from the investments. Credit agencies for agri¬ 
culture have to accommodate themselves to its special requirements. 
Fixed credits for long term loans to agriculture cannot, therefore, be a field 
of activity for commercial banks. It is only the supply of short term 
credits for financing the current needs of agriculture which is suitable for 
Commercial Banking. 

On the other hand, commercial banks can only in their own interest 
deal with more substantial people than most agriculturists in India are 
and must realise their money advanced in a shorter time than the average 
agriculturist is able to comply with. With regard to this divergence 
between commercial banking and agricultural credit, it is difficult to see 
how under Indian conditions commercial banking can develop banking 
relations to any appreciable extent direct with the cultivators. 

The moneylenders (professional and non-professional) have up to now 
been the chief agency for financing the Indian agriculturist. They have 
undoubtedly rendered a valuable service to agriculture. On the other 
hand they charge relatively high rates of interest, especially from those 
people who cannot give any substantial security, in other words, from 
the poorest and the weakest people. It may be conceded that these high 
rates are equivalent to the risks run by the lenders. On the other hand-, 
loans are not usually being advanced on grounds of generosity or philan¬ 
thropy, but for making profits. We are of the opinion that it is urgently 
necessary to protect the agriculturists against usurious moneylenders. 
We do not think that the aim can be achieved by strengthening the "Usu¬ 
rious Loans Act of 1918”. 

The best weapon against the usurious dealing of moneylenders is un¬ 
doubtedly the co-operative movement, both credit and marketing. The 
experience of other countries, especially in Germany, proves this. The 
Governments of the provinces in British India have been making the 
utmost endeavour to expand the work of co-operaoion in their respective 
Provinces for the last 25 years. Notwithstanding the efforts made in 
British India only about 15 million people or on in average (i per cent, 
of the total population of about 247 million people have up to now 
been touched by the movement. All possible endeavour should be made 
to make the co-operative movement more efficient. Co-operative credit 
societies are decidedly the most suitable credit agencies for financing the 
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current needs of the agriculturists. This has been the most useful and 
successful work of the co-operative movement in many European coun¬ 
tries and especially so in Germany. The special structure of the co¬ 
operative organisation based on self-help enables it to provide relatively 
cheap short term working capital. It is a fundamental principle of the 
co-operative credit business to procure the requisite means by collecting 
call and fixed deposits from members and non-members. The accumula¬ 
tion of share capital and reserves is of the greatest importance for the 
financing activity of a co-operative society, but it ean only play a second 
part with regard to the limited means of the members. It is due to this 
that the co-operative credit societies are not able to supply to a large 
extent long-term credits to agriculturists. It may, therefore, be said that 
it is necessary for the Indian co-operative credit movement to draw its 
fullest attention to the development of short term credits, i.e., the supply 
of working capital. Business on a larger scale in long-term credits makes 
it impossible for the society to finance current credit needs and to repay 
promptly deposits when required. 

Long-term credit to agriculture for land improvement, purchase of 
land, etc., requires special institutions. We shall deal with this in^ a 
special paper. Here it mav be stated that co-operative credit societies 
which collect deposits are not suitable agencies for the supply of long¬ 
term mortgage credits. It is, therefore, wrong to expect that co-operative 
credit societies can discharge to a great extent the old debts of the agri¬ 
culturists due to the moneylenders. 

It will be a task of the banking institutions for long term credits 
to consider the possibility of taking over old debts of landowners and thus 
enabling them to repay their debts within a reasonable period. . It is 
only through efficient mortgage banks that the problem of discharging the 
Indian agriculturists’ old debts will be solved and only under the above- 
mentioned condition that the agricultural production is or can be made 
profitable. 

What has to be done to make the co-operative credit movement more 
efficient for its principal task of supplying cheap working capital? In 
this respect we have to make the following main proposals referring to the 
various defects of the co-operative system stated in the Provincial reports. 


7 .—Primary Local Societies. 


(1) The first fundamental principle of co-operation is self-help. AH 
possible endeavours should, therefore, be made throughout India to make 
the local society a self-supporting institution, more or loss independent of 
the credit of the central banks. The local society should make every 
effort to collect all free miney available in its district of activity. Thrift 
has to be induced and promoted mainly by education. The local society 
has, as in other countries, to become the “savings and loan’ bank for the 
village, the balancing centre for demand and supply of money. TJp to 
now the primary societies are in nearly all provinces, with the exception of 
the Bombav Presidency almost exclusively only agencies for the distribu¬ 
tion of money supplied by the Central and Provincial Banks. That is an 
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unsound position. By good management and thorough audit preventing 
'failures of co-operative credit societies confidence will be inspired and in¬ 
vestors will be induced to deposit their spare money with these societies. 
A reasonable rate of interest allowed on deposits, especially on savings, 
will promote the saving habit. With regard to primary societies, we 
are of opinion that low debit rates of interest can only in course of time 
be obtained by starting with relatively high credit rates. In this respect 
we suggest that members should on principle receive a somewhat higher 
rate of interest on deposits than non-members. This will induce many 
people who now lend out money to deposit it with a solvent credit society 
so that the debit and credit rates can automatically be lowered according 
to the increasing supply of money. It is wrong in our opinion to start 
with low credit rates in order to get low debit rates. Low credit rates will 
maintain the moneylending business of individuals possessing money. 
We are not in favour of the policy of Co-operative Departments of Pro¬ 
vincial Governments standardizing the rates of interest for deposits and 
credits in the credit societies throughout the whole province. This may 
hamper the activity with regard to the deposit business. 

(2) More self-administration and self-responsibility for the local society 
according to the co-operative idea. 

(a) We propose to give the Managing Committee (consisting of 5-6 
people) more power with regard to the management. Fixing credits for 
each member should not be a matter of the “General Meeting’’ but oI 
the Managing Committee in accordance with a special “Supervising 
Board” consisting of 3—6 people. A special task of the General Meeting 
shall in this respect be— 

(aa) To fix the maximum credit limit up to which credit may be 
granted to members in so far as good securities are procured 
and the character of the applicant is satisfactory. 

(ob) To sanction credits to members of the Managing Committee 
and the “Supervising Board”. 

(b) It shall be laid down in the Co-operative Societies Act and the 
By-laws that the members of the Managing Committee and “Supervising 
Beard” are jointly and severally responsible for credits granted without 
the requisite care. 

(c) A “Supervising Board” with the task of supervising the manage¬ 
ment shall be prescribed by the co-operative law. A special task ol 
•this Board shall be to fix credits and examine securities in consultation 
with the Managing Committee. This Board would be of the greatest im¬ 
portance for urban societies with a bigger number of members. 

( d ) Every possible endeavour should be made by the Co-operative De¬ 
partment or by the undermentioned “Auditing Unions” to get a well- 
trained Secretary and Treasurer for each society. They shall receive a 
fee according to their work. The experience in other countries of employ¬ 
ing schoolmasters and retired officials in these capacities has been very 
•atisfactory. 

(3) . Membership must not be confined: 

(a) To a special creed, caste or calling, to agriculturists or a special 
class of them. Artisans, small traders, retired officials, etc., may be 

•included. 
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(6) To a certain maximum number of people (Bengal 50, Bombay 100). 
The creation of credit societies with less than 25 members cannot, how¬ 
ever, be advocated. 

(4) Greater elasticity of credit. 

(a) We think it necessary that credit limits and the requisite 
securities should be fixed for each member—requiring credit—at once at 
the beginning of a new business year. In case of real need money 
should be advanced within the fixed credit limits and according to the 
means of society. Loans should not be given in one lump, but succes¬ 
sively according to the needs of the debtor. Granting credits on current 
account and cheque transactions may be introduced in advanced societies. 

(b) Bepayment of credits should not be restricted to the same period 
for all debtors but should be fixed according to the special needs of the 
members. The period of repayment of short term credits should not 
under any consideration exceed 2 years. 

(c) The Managing Committee and Supervising Board must be allowed 
to lend out repaid money to members without asking the Central Bank. 

(d) Every co-operative credit society with deposits has to keep a reason¬ 
able cash balance with a Central Co-operative Bank or Bhould always have 
line of credit with it for repayment of deposits. 

(5) . A Co-operative Society has to be free of politics. (see Madras 
•Report page 162). 

II .— Central Co-operative Banks. 

Central Banks should be the balancing centres for the primary co¬ 
operative credit societies and the financing institutions for other kinds of 
societies (for instance, supply and marketing societies) in so far as financ¬ 
ing cannot be done by primary local societies. In order to make 
Central Banks efficient for this task we propose— 

(1) Exclusion of individual members with the exception of the Managers 
of Central Banks who have to become members. This proposal will sug¬ 
gest that no credits shall be granted to individuals. 

(2) Limited liability with a “Reserve liability’’ of about 5—10 times 
the share. No share under—say Rs. 300. 

(3) The working sphere of a Central Bank should be neither too small 
nor too large. The ideal would be one Central Bank for each political 
district. Long distances and bad means of communication may, how¬ 
ever, make it necessary that more than one Central Bank should be estab¬ 
lished in that area. Consideration, however, might be given to the possi¬ 
bility of establishing pay offices under such conditions in preference to 
starting other Central Banks. If it can be avoided, we are not in favour 
of starting several Central Banks in a political district. 

(4) All money transactions with primary societies should be done and 
credits should be granted on current account in order to speed up the 
activity between the primary societies and the Central Banks. Dealing 
i& cheques and clearing instead of ready money should be promoted. 

(5) Top balancing has to be done with a Provincial Co-operative Bank.. 
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(6) The Management of a Central Bank should he in accordance with 
businesslike and co-operative principles. Managers of the best character, 
well-trained in banking and co-operation are essential. 

(7) The joint interests of the Central Banks of a Province should be 
promoted by common meetings held several times a year. 

III.—Provincial Co-operative Banks. 

(1) These shall be the Apex Banks for the co-operative movement of a 
Province. They have to link up the general money market and commer¬ 
cial banking with co-operative banking. For this reason, under normal 
conditions, they should not deal with primary credit societies (to be found 
in the Bombay Presidency) but only with Central Banks. 

(2) We are in favour of the establishment of a Provincial Bank for the 
United Provinces. 

(8) We are not in favour of Provincial Co-operative Banks being es¬ 
tablished under the Co-operative Societies Act with regard to the liability 
of primary societies and Central Banks to the Provincial Banks. The- 
lailure of a Provincial Bank under such conditions might very seriously 
affect if not indeed destroy the whole co-operative movement in a Pro¬ 
vince. Provincial Banks should, therefore, be transformed into registered 
companies with the financial participation of the Provinces. This sug¬ 
gestion is based on the experience in Germany. 

(4) . An Apex Bank for the co-operative credit movement has to be 
managed on ordinary business principles with this proviso that the business 
has to be accommodated to the special requirements of co-operation. 

(5) We are against co-operative Apex Banks’ advancing loans on long¬ 
term mortgage credit. We cannot approve of the issue of mortgage deben¬ 
tures as is done in Bombay, Madras and the Punjab. 

(6) It is a special task of the Provincial Banks to develop facilities for 
the transfer of monev on behalf of the co-operative movement (clearing 

system). 

(7) We see no need to start an “All-India Co-operative Bank”. 

IV.—Audit of Co-operative Societies. 

It is of the greatest importance to have a thorough audit in order to 
prevent bad management and embezzlement, and to make the co-operative 
work so efficient as to inspire the confidence of the investing public. The 
audit prescribed by the Co-operative Societies Act, 1912, has up to now, 
as a rule, been effected bv Government Officials. There are, however, 
exceptions—in the Punjab for instance the audit is being performed by offi¬ 
cials of the Punjab Co-operative Union Ltd., under control of Govern¬ 
ment officers. With regard to lack of auditing Government staff in Bengal 
‘•‘many societies were audited by the supervisory stiff of the Central Banks” 
(Bengal Beport, page 152). In some Provinces special supervising Unions 
have been formed, as for instance in Bombay and Madras. In other Pro¬ 
vinces for instance Bengal—referred to above—Central Banks are super¬ 
vising the affiliated co-operative societies. Several reports express the opi- 
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nion that the legal audit of co-operative societies has not been efficient 
enough. Seasons have been indicated. As a serious drawback must indeed 
be considered the frequent change of Registrars responsible for the audit 
and of other high Government officials in charge of the co-operative move¬ 
ment. An efficient Governmental audit would require that the Provincial 
Governments keep a special staff well-trained in co-operation, the different 
activities of the various kinds of co-operative societies, in book-keeping and 
in audit. The position of a Provincial Registrar should be filled only by 
officials well-trained and experienced in co-operation. Considering these 
points and the efficiency of the auditing system of Auditing Unions of 
European countries like. Germany, Austria, etc., we suggest that Provin¬ 
cial Governments should form special Auditing Unions for each political 
District with at least, say 500 co-operative societies—otherwise one Union 
for 2 Districts—and join all District Unions of a Province to an apex 
Provincial Union. 

The Auditing Unions in the countries referred to above are registered 
associations formed by the co-operative societies, central and primary, 
credit and other kinds of societies within the working district of the 
Union. These Unions with the purpose of effecting the “legal” audit of 
the affiliated co-operative societies have to be licensed by the Govern¬ 
ment. The latter shall be informed of and are always allowed to attend 
the General Meetings of the auditing Unions. The license conferred on a 
union can be withdrawn by the Government in case that union does not 
discharge its duties with regard to auditing the affiliated co-operative 
societies. There is, however, no interference in the management of 
such a union. It combines in its activities both audit and supervision of 
the societies, training a special staff for this purpose and all work connect¬ 
ing with promoting co-operation. 

Taking into consideration the special conditions of India, we are of 
.opinion that the above proposed Auditing Unions should be managed by 
special trained Government officials. The staff of these unions shall, 
however, be employed and paid by them. In order to make the official 
-management more efficient we propose: 

(a) The societies, primary and central, affiliated to such a union 

should be represented in the Managing Committee. 

( b ) Special non-official Advisory Boards for the most important 

activities of the affiliated societies should be formed and beard 
on important questions by the Managing Committee. 


The most important tasks of the Auditing District Unions shall be: — 


(а) Audit of the affiliated primary societies. 

(б) Supervising and advising the existing societies. 

(c) Forming new co-operative societies according to the needs of 
the population. 


(d) Training a special auditing, supervising and advising staff for 

co-operation. 

(e) Training Secretaries and Treasurers for primary societies. 


(f) Expanding the idea of co-operative work especially by attending 
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The future success of the co-operative movement in India will more or 
less depend on a thorough audit requiring a well trained staff from the 
bottom to the top. Most careful attention should, therefore, be devoted 
to the taskB mentioned under points (d) and (e). People with the best 
qualities of mind and character are essential. It should be a rule that 
no auditor without thorough apprenticeship, no inspector or a higher offi¬ 
cial of a union shall be employed without having passed the lower stages 
of co-operative work. 

There should be a c lose connection between Auditing Union and the 
affiliated Central Banh(s), an interchange of important, reports, statements 
on primary societies in order to avoid a second supervision of them. 

The Provincial Unions as the apex of the District Unions should be run 
as well as the latter by Government officials wi;h the Registrar at the top. 
He shall be assisted bv a Financial Adviser and a Chief Accountant pro¬ 
posed in another paper. The staff should be non-official, employees of 
the unions. The Managing Committee shall lie supplemented by repre¬ 
sentatives of the District Unions and the Provincial Co-operative Bank. 

The main tasks of the Provincial Unions should be— 

(a) Supervising the affiliated District Unions by collecting informa¬ 
tion, looking after their work, giving advice and instructions, thereby 
taking into consideration the special conditions of the Districts. 

( 16 ) Audit of Central Banks and other central co-operative societies. 

(c) Representing the whole co-operative movement of a Province and 
attending to its interests. 

(d) Arranging meetings of the Managers of the District Unions, Central 
Banks and other central co-operative societies in order to deal with special 
subjects of the actual co-operative work. The meetings should be held 
at least every three months. 

(«) Special Committees with advisory power should be constituted for 
the most important subjects of co-operative activity, especially for— 

Auditing. 

Co-operative Credit. 

Co-operative Marketing. 

The members of these Committees should be officials and non-officials. 

(/) Instituting special departments for statistics and for the forms and 
kooks required by the societies of the affiliated District Unions. 

(g) Publishing a Magazine in order to spread the co-operative idea and 
to bring forward the co-operative work. 

The various Provincial Unions in India shall have their apex in the 
'‘Central Co-operative Council”, proposed in another paper—This Council 
should serve the common necessities of the co-operative movement all 
over India. 

The Co-operative Societies Act, 1912, should be amended in accordance 
with our proposal of forming “Auditing Unions". 

Financing the Unions. —The expenses of the Auditing. District Unions 
have to be covered by contributions from the affiliated central and primary 
societies. 
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The Provincial Unions, shall be financed by contributions of the Dia- 
tiict Unions and the Provincial Banks. For the first few years it may 
be necessary that the Co-operative Unions should be subsidized by the 
Government. 


V.—General Remarks. 

The future efficiency of the co-operative movement in India will de¬ 
pend first of all on the activity of the leaders and their feeling respon¬ 
sibility. Attention should especially be paid to creating a well based, 
consolidated, self-supporting co-operative credit movement. Not the 
number of societies in a Province is decisive but their efficiency. Ineffi¬ 
cient societies discredit the co-operative work. It is not so difficult to 
form societies as to run existing societies on sound lines. If the efficiency 
of the co-operative movement in India is to increase to the same extent 
as the number of societies has been increased in the times gone by, then, 
hard work will have to be done. Full assistance of the Government, 
active and financial help for the necessary organising work will probably 
be necessary. It should, however, be the aim to create a self supporting 
and responsible co-operative movement. Co-operative work will encounter 
gieat difficulties, as it has in the past, which can only be mastered by 
energy and patience. 

Co-operative work will considerably be forwarded by the efforts of 
the Government to establish in the villages primary schools for removing 
the illiteracy of the people. 

In financing Indian agriculture, the Government will always have to 
help in times of emergency in consequence of crop failures. Special fields 
of Government's activity will also remain, land improvement by consoli¬ 
dation and irrigation and settlement of people. 

As we have pointed out. Credit Co-operative Movement will and can do 
the best work in the supply of short term credit in order to finance the 
current needs of the affiliated members. The Co-operative Movement in 
India will improve and remain sound if it concentrates on this task, re¬ 
membering that co-operation is not only of the greatest economic but also 
of ethical and moral importance for tiding over social and economic con 
trasts. 
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Chairman: Before we start it would be very useful from our point of 
view if Mr. McDougall and Dr. Friederich couid let us have a statement 
showing their itinerary on which their conclusions are based. I am making 
this observation more with reference to Mr. McDougall’s paper wTiioh con¬ 
tains statements which may in the end bring us in conflict with some 
provincial Governments. We would like, to know w'hat was the extent of 
their tour and the local investigations on which their observations are based. 
Will you kindly let us have a statement showing the itinerary and the time 
spent at each place, and things of that sort? 

Mr. McDougall: That is a very reasonable request to make, Mr. Chair¬ 
man, but at the same time I am afraid it would open us to attack in our 
criticisms of the existing organisations as we see them. They may be 
quite justified in saying ‘well, you only spent a week end in Bombay, or 
in Madras, and it was not long enough to give you a correct idea of the 
existing conditions’. 

Chairman : I do not see that you are not justified, but my difficulty is 
that that will be published and provincial Governments will say ‘we want 
to know where these experts went and what they saw.’ When any report 
is submitted, the extent of the tour is indicated in the report. The provin¬ 
cial Governments might say that they were Dot consulted about these 
things. 

We will proceed today with Dr. Friederich's paper. All the members 
of the Committee have had opportunity of studying that fully and the 
procedure will be the same as you had before. I shall give every member 
to start with half an hour, and he can discuss with Dr. Friederich in that 
time any points arising out of his paper. 

Dr. Friederich: May I propose some small changes in my memorandum? 
First on page 3, 2nd paragraph, in the sentence “It may be conceded that 
these high rates are equivalent to the risks run by the lenders” carry straight 
on with “and loans are not usually being advanced on grounds of generosity 

.” In the next sentence I want to put “however” after the words 

“We are”. On page 0 a sentence may be added at the end of paragraph 3 
—“It might also be considered whether and by what means the present 
organisation could be adjusted as far as possible to the ideal mentioned 
above”. 

Chairman : There is something in Mr MeDoujail's note, the connection 
of which with the paper I find it difficult to understand. That is pages 
14-15. 

Mr. McDougall: When we were in the Punjab, we made investigations 
into the methods of assessing the value of land :rom the point of view of 
giving loans and T asked one of the officials in the Punjab to give us a 
statement as to the procedure adopted. T thought it might be of interest 
to one or two members of the Committee if it was included. It has really 
nothing to do with my paper. 

Mr. Ram das Pantulu: With regard to your statement on page 2, will 
you kindly explain how commercial banks can finance the current needs of 
agriculture? 

Dr. Friederich : To a certain extent by giving credits on current accounts. 
It is quite possible that an agriculturist may be satisfied by a credit for a 
short period, sav 3 to 4 months. On page 3 of my paper I have stated, 
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however, that commercial banks are not especially in favour of giving, 
such credits to small cultivators. But you can find even in my country 
that commercial banks give short-term credits to a small extent to bigger 
agriculturists. 

Mr. Ramdas Pantulu: I was trying to find out whether you were con¬ 
templating direct accommodation to agriculturists or through co-operative- 
banks. ' 

Dr. Friedcrich: I am of opinion that co-operative societies are the best 
agencies for financing agricultural needs. 

Mr. Ramdas Pantulu: When we approach the commercial banks, they 
say that it will not be possible to spare the resources for a number of bor¬ 
rowers, therefore, I was wanting to know whether you were thinking of 
some financial accommodation under such conditions to co-operative banks 
so that they may use the money. 

Dr. Friedcrich: You have accommodations in your country between 
commercial banks and central banks. I am of opinion that central banks 
should on principle deal only with provincial banks. The latter have to do- 
commercial banking, but only to the extent of enabling them to provide for 
the means which are necessary for financing central banks, and on the other 
hand to invest surplus funds. It is wrong for instance, to invest money in 
industries, etc. That would imply a danger. In my country a co-operative 
apex bank, the “Deutsche Raiffaissen Bank” had recently to be liquidated 
in consequence of giving credits to industries. 

Mr. Ramdas Pantulu: I am not thinking of the co-operative banks 
financing industries. I was thinking of co-operative banks giving accom¬ 
modation. Supposing we have a certain produce and put it into godowns 
and obtain proper insurance receipts. We take these documents to a com¬ 
mercial bank and ask them for accommodation for 6 months. Do you 
think there is any objection to our resorting to commercial banks? 

Dr. Friederich: On principle, yes. In my country it is a principle that 
central banks should deal only with apex banks. But nevertheless, most 
central banks have accounts with commercial banks, especially for clearing 
business than to keep cash balances, some have even discount credits, to a 
certain extent, for cases of emergency. But usually they do not deal with 
commercial banks. 

Mr. Ramdas Pantulu: I quite agree that generally speaking, central 
banks ought to go to the provincial banks for accommodation and as 
mattera stand at present the provincial banks have sufficient funds to 
lend to the central banks, but I am really thinking of conditions under 
which co-operative marketing has developed in this country and large sums 
of money will be required by the central banks to finance these marketing 
operations, in which case I do not think the provincial bank will ho able 
to finance. In a particular year, say, we have demands for 60 lakhs for 
loans on central banks and we have not more than 10 lakhs. Produce is 
held up on account of low prices. Do you propose that the provincial bank 
alone must go to a commercial bank like the Imperial Bank or a big joint 
stack bank or will you allow central banks to borrow and lend to the 
societies and the members to finance the local market? 

Dr. Friederich: I am of opinion that it is a matter for the provincial 
bank to supply the money which is required for financing the needs of co¬ 
operative banking. It is really necessary to have certain principles. In 



my country most central banks have limited credit facilities with our 
Reserve Bank, “Reiehsbank” and commercial banks according to the 
means. That is always a help for central banks, more or less for emer¬ 
gency, in case they are not liquid enough and shall supply money within 
a very short period. 

Mr. Ramdas Pantulu : On page 3, paragraph 3, you speak of short term 
and long term credit. You have divided co-operative credit into short and 
long term. Then you go on to long term credit in the last paragraph of 
the page. On page 5, 4 (It), you say that the short term credit should 
not exceed two years. It is found by experience in this country that short 
term credits of the kind you contemplate would not finance agricultural 
industry. They also want intermediate credit which cannot be repaid for 
a year or two but which requires, 3 or 4 or 5 years, from a series of harvests, 
for purchasing costly goods, for sinking wells, for effecting some substantial 
repairs or to set up irrigation plant, etc. These loans cannot be repaid 
within two years. It is generally thought that not only short term credit 
but also intermediate credit should be supplied by the co-operative societies. 
Have you considered the question of intermediate credit at all? 

Dr. Friederich : I have considered it. Two years’ credit may really be 
oalled short term for agriculture, but if you measure from a commercial 
banking point of view, a short term credit is a credit for 3 to 6 months but 
no longer. Short term, intermediate, long term credits, these are only 
definitions. In my paper I wanted to signify a short term credit up to, 
say, two years. Credits given for a longer period may be defined as long 
term credit, in accordance with special long term agricultural needs. I- 
wrote here “for an indefinite period of years”. I wanted to say from two 
years up to 20 or more years. 

Mr. Ramdas Pantulu: Sc I understand that what I call intermediate 
credit is included in your long term credit? 

Dr. Friederich: Quite so. I am of opinion that the so-called “inter¬ 
mediate” credits for 3 to 5 years should in India be given by mortgage 
banks. I quite agree with you that in many countries the co-operative 
credit societies supply what you call intermediate credit. Even in my 
country they did it in pre-war time and do it to a certain extent at' 
present. They gave and are giving credits up to, say, 5 years. If the co¬ 
operative credit movement in India would be strong enough and woula 
have the means, I should tell you that to a certain extent there is no 
danger in giving this intermediate credit, but at the present stage—and 
I am convinced that this stage will last for about 10 years or perhaps- 
longer—your primary co-operative credit societies are in my opinion, not in. 
the financial position of giving intermediate credit. You may have societies 
whioh have deposits enough to give intermediate credits. I have no objec¬ 
tion to that. On the other hand, you must have certain principles. I can¬ 
not deal with every individual local society. I am quite convinced that 
everywhere the conditions are different. 

Mr. Ramdas Pantulu: I understand you right, you think that normally 
co-operative societies in this country should give short term loans for 
periods not exceeding two years for current agricultural expenses? If 
any particular society is strong enough financially, it may give inter¬ 
mediate credit, but under no condition longer? 
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Dr. Friederich: No. Otherwise you have the danger that money is tied 
■up in long term credit and central banks have not enough money in 
•order to finance societies which are in want of credit. 

Chairman: Dr. Friederich, if I understand you correctly, you said that 
you are not in favour of the co-operative societies giving intermediate credit 
■because they lack the means. If they had the means, you would not object 
to their giving credit? I think in your paper the point is not appreciated 
that the means are there and because they cannot utilise their resources 
fully in meeting the demands on them they have to invest at present largely 
in Government securities. You cau always get the resources from the 
■central or the provincial banks. If the primary units were in a position 
to provide more credit,- then they would draw more money from the apex 
bank through the central banks and, therefore, the means are there. 

Dr. Friederich : I am only in favour of giving intermediate credits to a 
small extent out of long-term deposits and not out of loans borrowed from 
a central bank. At present in most provinces the local societ : es have to 
■borrow the biggest percentage of their working capital from a central bank 
and I am not in favour of these local societies being encouraged to grant 
the so-called intermediate credits. I am under the impression that in this 
country you have a very big head for the co-operative movement but you 
have a weak body, because the body of the co-operative movement, the 
looal primary co-operative societies is very weak in most provinces accord¬ 
ing to statistics. Of course, I cannot consider individual local conditions. 
On an average, however, you have a weak body and rather a heavy head 
consisting of oentral and provincial banks. They have means enough hut 
the body is too weak for the head. Therefore, you must endeavour to 
strengthen the local primary societies. 

Mr. Ramdag Pantulu: So you want them to deal with intermediate 
credit only from their own resources? 

Dr. Friederich: Yes, Sir. 

Mr. Ramdag Pantulu: There is one other point. There has been an 
idea that the co-operative credit societies in this country ought to liquidate 
the prior indebtedness of the members by the discharge of all debts, and you 
can quite see that the discharging of all debts cannot relieve things within 
two years. It is impossible. Therefore, our loans are necessarily for a 
much longer period than you recommend. What is your advice with re¬ 
gard to future operations? Should wc continue to take up this question of 
discharging all debts or should we stop it? 

Dr. Friederich: Have you an indebtedness which can he marked as to 
be short term indebtedness or have you an indebtedness which cannot be re¬ 
paid within a short period? If you have such indebtedness, then it is a 
matter of the mortgage banks, but in case of a tenant who has no land 
at all and who cannot mortgage any land it is impossible to discharge such 
a tenant and T do not sec that any reason exists for these primary societies 
to give a loan to a tenant who is very deeply indebted and who as they know 
cannot repay his debts. If out of personal knowledge you are convinced 
that a man is very qualified, is willing to pnv and reallv has the capacity 
to repay, then the managing committee of a society may consider the 
question whether it must give a loan for. say, 5 years, hut- on no condition 
for a longer period, and only on condition that the primary sociotv has 
means enough for this kind of business. 
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Mr. Ramdas Pantulu: Then it comes to the same thing. Intermediate 
loans can be given up to 5 years provided the society has its own resources. 
On page 4, dealing with primary societies, you say . . . “We are not in 
favour of the policy of co-operative departments of provincial Governments 
standardizing the rates of interest for deposits md credits in the credit 
societies throughout the whole province.” I do not think it is done now. 

Dr. Friedcrich: According to my knowledge :t is done in the Punjab. 
You find it in the formed bye-laws. I can show you such a bve-law. It is 
really in force in the Punjab. 

Chairman: May I ask Lalaji whether in the Punjab the rates of interest 
of the provincial co-operative societies are uniform? 

Lai a Harkishcn Ldl,: No. They range from 6 to 71 per cent. 

Mr. Ramdas Pantulu: My information is that there is no such general 
policy. 

Dr. Friederich: Generally the societies which we visited in the Punjab 
had the same rates of interest for deposits and loi ns. 

Dr. Hyder: May I put it to you that because you found a certain state 
of affairs at .Tullundur it cannot bo said that the same is the case in other 
parts of the Punjab, c.g., places like Muzzaffergt.rh, Gurgaon? 

Chairman : If this appears in our Eeport, then the provincial Govern¬ 
ments will be fully entitled to say, “who told you all this?” 

Lala Harhishen Lai : Is it implied that uniformity means that every 
debtor and creditor in a particular society get the same rate of interest? 
This may be so but if it is understood to mean that the rates of interest 
are uniform from society to society, then I say it is not a fact. 

Mr. Ramdas Pantulu: With regard to your observations on the primary 
societies I notice that you rightly advocate the principle of self-help. I 
might tell you that one difficulty which we experience in Madras, at any 
rate, is probably worth considering. The rates of interest in the urban and 
the rural areas very widely and it is not always possible for local societies to 
get money even though it is available cheaply in the local areas because 
they find it beneficial to borrow from the central bank. When I said this 
before the Townsend Committee on Co-operation in Madras, the Chairman 
said that the statement could not be accepted without doubt. I want to 
know whether you in Germany experience any c.ifficulty in regard to this 

Dr. Friederich: We have no such difficulties because every society has 
its own policy with regard to the rates of interest, depending on the costs 
of the various kinds of means. 

Mr. Ramdas Pantulu: Ts it your point that the societies get the same rate 
of interest from the central banks as they pay to the central banks? 

Dr. Friederich: That may happen, but it is lot usual. On the whole 
our system works well. In onr country it is the duty of the auditors to 
see whether the society is working on sound or unsound lines and to suggest 
the rates of interest that the society has to fix. 

Mr. Ramdas Pantulu: On the whole the system works well in your 
country? 

Vol. rv. 2 p 
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Dr. Friederich: We have no difficulty at all. Sometimes the societies 
have too much money and they do not find proper avenues to invest on 
a sound basis all the available resources and, therefore, they find it neces¬ 
sary to lower their deposit rates. 

Mr. Ramdas Pantulu: May I know whether the deposit rates in the 
urban and the rural areas in your country are the same? 

Dr. Friederich: We have usually a difference of about 1 per cent, 
between the urban and the rural rates, the latter being higher. At present, 
with regal'd to the stringency the highest rate is about half to one per cent, 
over the official bank rate in urban areas, the same with the central banks. 

Mr. Manu Subedar: If the official rate is 5 per cent, what would be the 
deposit rate? 

Dr. Friederich: At present up to 6 per cent, in the urban area and with 
a central bank. We must consider that in casje the official rate is 5 per 
cent, .our apex bank lends money to the central banks at about 54 to 6 per 
cent. So it works up their deposit rates to something like this. The apex 
bank lends money, as already told, to the central banks at 5£ to 6 per cent., 
the central banks lend to primary societies at about 7 to 8 per cent. The 
latter lend out to their members, at 9 to 10 per cent., which depends on th& 
costs and the proportion of the money borrowed in form of deposits from 
members and non-members and loans from central banks. 

Mr. Ramdas Pantulu: I am mere anxious to know the deposit rates in 
the urban and the rural societies? 

Dr. Friederich: We can say generally, apart from special conditions, 
that urban banks do not allow more than the official bank rate. 

Mr. Ramdas Pantulu: And the district central banks ? 

Dr. Friederich: They also do the same. 

Mr. Ramdas Pantulu: At what rates do the rural societies get their 
deposits? 

Dr. Friederich: They generally allow 1 per cent, more than the central 
bank rate. 

Mr. Manu Subedar: At what rate do the apex banks borrow? 

Dr. Friederich: The apex bank for the agricultural credit movement 
does not borrow from private people; it appeals to the constituents and the 
money market. 

Mr. Manu Subedar: You said that the apex bank lends to central banks 
at 5i to 6 per cent, when the official bank rate is 5 per cent. May I know 
at what rate the apex bank gets its resources? 

Dr. Friederich: Because of its connection with the money market, it 
borrows from other banks, but it does not deal with the public at all. 
Generally, the apex bank draw's its funds from the constituents at about 
8 per cent, on current accounts, at about 41- per cent, on fixed deposits, 
furthermore, from the “Reichsbank” at the official bank rate. 

Mr. Ramdas Pantulu: You have referred to a Managing Committee and 
a special “Supervising Board” for managing primary societies. Is it your 
view that both the committees are to be elected bv the same general body? 



611 


Dr. Friederich: Yes, both of them are to be elected by the general body. 
The Supervising Board is superior to the Managing Committee because it 
has controlling powers. 

Mr. Ramdas Pantulu: What is the special advantage of having two 
bodies? We in India have only one body. 

Dr. Fricdcrich : This is of special advantage to bigger primary societies. 
The system will work well where the Supervising Board effects a sort of 
control over the Managing Committee. 

Mr. Ramdas Pantulu. The idea is to provide more internal supervision. 
Is it so? 

Dr. Friederich : Yes. 

Mr. Ranulas Pantulu: You say that the special task of the general 
meeting shall be to fix the maximum credit limit up to which credit may 
be granted to members in so far as good securities are procured and the 
character of the applicant is satisfactory. Who fixes the limit to, say, the 
extent to which members of the society can borrow? 

Dr. Friederich: The general meeting fixes *he maximum borrowing 
power, for instance, the Managing Committee are allowed to lend up to 
Rs. 500 to an individual member. With the special sanction of the Super¬ 
vising Board credits may be fixed up to Rs. 1,500. 

Mr. Ramdas Pantulu: Is it your view that there should not be more 
than one society in a village ? 

Dr. Friederich: Yes, it will be to the benefit of the members themselvea 
if they had only one society in a village and all the villagers became mem¬ 
bers of it. 

Mr. Ramdas Pantulu: Your idea is ‘‘one village, one society’'. 

Dr. Friederich: That is so. If we have a well-trained manager to look 
after the work of the society, I do not see any reason why it should not 
work on sound lines. It must, however, be understood that a bigger 
society must be supervised much more thorough’y and audited more care¬ 
fully than a smaller one. 

Mr. Ramdas Pantulu: You have referred to “greater elasticity of credit” 
in item (4) under “Primary Local Societies”. By sayng so, I think, you. 
are really thinking of prompt credit to avoid delay. 

Dr. Friederich: When I put down this in my paper, I had in view the- 
Reports referred to in the “Appendix”. 

Mr. Ramdas Pantulu: Do you think in any province the societies can 
borrow the whole sum required? 

Dr. Friederich : That depends on the special conditions. At present, 
all money received back during a season has to bo sent to the central bank, 
and a new application has to be made to it at tie beginning of a season. 
If a central bank would allow credit ou current account up to a certain 
amount, this credit should not only be for a season. The credit fixed can 
be lowered if the financial position of a primary society concerned is worse, 
or increased if its financial position improves, and there is an urgent 
need for a bigger credit for productive purposes. In such a case, the credit 
may be increased from, say, Rs. 5,000 to Rs. 0,000 by the competent 
bodv(ies) of the central bank. 
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Mr. Ramdas Pantulu: Suppose a society applies for Rs. 10,000 based ok 
applications from its own members to itself. The central bank sanctions 
the loan, but the society is at liberty to draw it whenever it likes in instal¬ 
ments and pay interest on its withdrawals. That is the practice in every 
province. But according to you the primary society will be compelled to 
withdraw the whole amount of the loan sanctioned at once. The Registrars 
of Co-operative Credit Societies consider that primary societies should not 
take more money than is necessary. 

Dr. Friederich: I am not in favour of primary societies dealng with 
central banks on a specail loan account. My desire is that central banks 
shall deal with primary societies on current accounts. 

Mr. Ramdas Pantulu: With regard to paragraph 4 (c) I may tell you 
that in some provinces this is strictly prohibited by the Registrar by a 
circular letter. Unlike your societies, our societies have no individual 
resources of their own, and it was found that they did not return the instal¬ 
ments as they fell due to the central bank, but reloaned the money repaid. 
It was, therefore, decided that reloaning should not be permitted by the 
societies and that the money should be sent to the central hank and 
borrowed again. 

Dr. Friederich: At the present stage where there is no balancing and 
the primary societies do only distribution of credits, it might be right 
that the repaid money should be sent back to the central bank. But in 
case there is balancing, it w’ould not be right. In case a society has a 
surplus for a short time, then, of course, it has to be sent to the central 
bank. If you want to get balancing centres, you must remove this restric¬ 
tion with regard to collections. 

Mr. Ramdas Pantulu : Our difficulty is that primary societies have no 
resources of their own and their only source of credit is the central bank, 
and this being the case, it is dangerous to allow societies to reloan their 
collections. 

On page 6 you propose that no credit should be given to individuals. 
The impression I have gathered from the Provincial Enquiry Committees’ 
Deports is that individuals add to the efficiency of the central bank 
management. "Without them the central banks will merely be associa¬ 
tions of borrowers, all primary societies being borrowers. We have 
found in practice that at the general body meetings of central banks 
consisting entirely of borrowers unsound propositions are put forward in 
the interests of borrowers, forgetful of their responsibility as lenders and 
also their responsibility to depositors. Therefore, in every' province the 
Registrar has encouraged the admission of some individuals as share¬ 
holders sc that they may help in the managment of central banks and 
also counteract the tendency of borrowers to run the banks on unsound 
lines. This is the position in Tndia. 

Dr. Friederich: These individuals may look more after their own in¬ 
terests than after those of primary societies. Therefore, in my country 
most of the central banks have excluded individual members. If indivi¬ 
dual members are token, the danger may arise that central banks will 
lend out monev to them, and I want to restrict it. Central hanks can 
take deposits from non-members and even open current accounts for 
them, but they should not be allowed to grant any loan to individual 
members. If this is not restricted in time, it will be difficult to do so 
later on. 
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Mr. Ramdas Pantulu: I am thinking more of the directorates. If you 
exclude individuals as members, then the directorates will consist of 
representatives of primary societies. It has been found in practce, and, 
I think, almost every authority in India has said that it is very dangerous' 
to leave the management of these banks in the hands entirely of repre¬ 
sentatives of borrowing societies. There ought to be on the directorates 
=nme men of light and leading of the area—they may be one-third of 
the directorates—as they will serve as a ballast to see that no unsound 
financing is indulged in. They are are a great asset, and a high dividend is 
not their primary consideration. They come into the movement really 
to help it. 

Dr. Fricdcrich : I agree to people being taken who want to assist the 
co-operative movement, but I want to restrict central banks taking 
members who want to borrow. If there is, fcr instance, a professor of 
economics interested in co-operation who want s to become an honorary 
worker, I should have no objection. 

Mr. Ramdas Pantulu: With regard to II (2) on page 6. Limited liability 
with a reserve liability.’ You are thinking o* the shares held by the 
societies in the central bank? 

Dr. Fnederich: Yes. 

Mr. Ramdas Pantulu: You want each share to be of Es. 300 or the 
entire holding to be Es. 300? 

Dr. Fricderich: Each share should be of at least Es. 300. 

Mr. Ramdas Pantulu: Our shares are of only Es. 10 each. 

Dr. Fnederich : Es. 300 is not too high. You must endeavour to get 
a good basis for a central bank. 

Mr. Devadhar: You do not mean to say that the contribution of the 
small societies towards the capital of central banks should be Es. 300 
all at once ? 

Dr. Fricderich : No. It may be paid up in instalments. In my country 
at least one-tenth of the share has usually to be paid up at once. 

Mr. Ramdas Pantulu: It is also the case here. 

Mr. Devadhar: There is an implied understanding that when primary, 
societies borrow from central banks, and central banks from provincial 
banks, their loans must bear a certain proportion to their share capital. 

Dr. Fricderich: In my country for credit up to a certain amount one 
share has to be taken, for a larger credit up to a certain limit another 
share has to be taken, and so on. You must, of course, have an utmost 
limit, such as a society or an individual member cannot take up more 
than five shares. 

Mr. Devadhar: A central bank iu a district t>wn has shares of a value 
of Es. 50 each. A primary society should not. take up one share and 
ask for a loan of Es. 500. 

Mr. Ramdas Pantulu: One-tenth of the share is paid immediately. 
With regard to the reserve liability you want the societies to make 
themselves responsible for 5 to 10 times the paid-up share capital. Is 
it in the interests of depositors? 
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Dr. Friederich: The Co-operative Societies Aot prescribes that in the 
case of limited liability, the liability is restricted to the value of the shares. 
In my opinion it is not in the full interests of depositors. A co-operative 
society with limited liability is of the same character as a joint stock com¬ 
pany. You have the co-operative character only in voting, namely, even 
societies or individual members who bold several shares have only one 
vote. 

Mr. Ramdas Pantulu: Suppose a society has taken in a central bank 
shares worth Rs. 1.000. It may have paid Rs. 200 only and has yet to 
pay in yearly instalments the sum of Rs. 800. You want it to have a 
reserve liability of Rs. 5,000 to Rs. 10,000? 

Dr. Friederich: Not in this case. It is for this reason I said ‘five to 
ten’. I did not want to go into details. If the general meeting fixes 
the value of a share rather high, then it is not necessary to have a very 
high reserve liability because you already get a good basis for taking up 
loans and deposits. If the share is fixed relatively low, it is necessary 
to have a higher reserve liability so that you have still a basis on which 
credits may be granted by a bank or deposits entrusted. 

Mr. Ramdas Pantulu: I am sorry I cannot follow you. If the society’s 
borrowing power is in proportion to its share capital, it will take enough 
shares to permit it to borrow the amount it requires. Suppose it wants to 
borrow Rs. 5,000 and takes a share capital which is 20 times this amount? 

Dr. Friederich: What I mean is that in addition to the liability arising 
out of shares taken up by a member, it should have a reserve liability 
of 5 to 10 times the value of the shares it holds, in this special case with 
a central bank. 

Mr. Ramdas Pantulu : It is intended for the benefit of depositors? 

Dr. Friederich: Not only; besides, for that of all creditors. We do 
not, like you, fix that a society with limited liability Bhould have a 
certain capital composed of, say, 2,000 shares. But we lay down, for 
instance, that a share of a society shall be say, 50 Reichsmark. One- 
tenth of this share has to be paid up at once, with regard to the remain¬ 
ing part of the share the general meeting may decide at a later date. 
Our co-operatve law prescribes that this reserve liability should be at 
least as high as the share. In case the value of a share is fixed at Rs. 50, 
the reserve liability has to be at least Rs. 50, to be realized partly or 
fully in case of bankruptcy. The general meeting can, however, fix this 
reserve liability higher than the share: there is no limit at all, but 't 
is a practice to fix it at 5 to 10 times the share. The opinions of well 
known co-operators on this point are different. Schultze-Delitzsch, the 
father of the urban co-operative credit societies, was not in favour of fixing 
the reserve liability very high, he advocated only 3 to 5 times the value 
of a share He could recommend it because he was very much in favour 
of fixing the share relatively high. Raiffeisen and Haas, as represen¬ 
tatives of the agricultural eo-operalive movement, were in favour of a 
higher reserve liability for the reason that the shave of a local agricul¬ 
tural society can usually not be fixed relatively high. Agricultural 
co-operative societies have mostly shares of a value of Rs. 35 each and 
a reserve liability of Rs. 175 to Its. 350. In case you want to promote co¬ 
operative soceties with limited liability, I recommend very strongly such 
a reserve liability in the interests of depositors as well ns in the interests 
of the societies themselves. Perhaps I may be allowed to make another 
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proposal. I find that according to your co-operative law credit societies 
of which the majority of the members are agriculturists shall be unlimited 
liability societies. This is, in my opinion, a hindrance if you want to 
get bigger people into these societies. They will say, ‘these are debtors, 
small people, they cannot pay, I have funds ani shall have to pay the 
whole of the debts in case of a failure. ’ 

Mr. Ramdas Pantulu: It comes into operation at the time of liquida¬ 
tion. 


Dr. Friederich: We have in Germany big agriculturists as members of 
co-operative societies: but they are limited liability societies. In case they 
were unlimited liability societies, they would not have become members. 
I am in favour of unlimited liability; it is very iseful. I only want that 
your law should be amended so as to permit that such societies can be 
created and not that they shall be created. If, with regard to big farmers, 
it may be required, the Registrar should be allowed to form a co-operative 
credit society with limited liability or to change an agricultural credit society 
with limited liability or to change an agricultural credit society with 
unlimited liability into one with limited liability. 

Chairman: There is provision. 

Dr. Friederich: I am talking with reference to considerations in Reports 
of the Provincial Committees. I discussed the matter with the Registrar 
of the Punjab. Wliat you say is in direct conflict with the knowledge I 
have got from the Reports. 

Mr. Ramdas Pantulu: Our loan and sale societies are all limited 
liability societies. 

Dr. Friederich: I wars referring to the Co-cperative Societies Act of 
1012, paragraph 4, point (2). 

Mr. Ramdas Pantulu: You say “all money transactions with primary 
societies should be done and credits should be gianted on current account, 
in order to speed up the activity between the primary societies and the 
central banks. Dealing in cheques and clearing, instead of ready money 
should be promoted.'. We find that even central banks are not able to 
handle current accounts. Some of us who are n favour of your proposal 
are agi'eed that after all the safety of the money has to be given greater 
consideration than making it more elastic. In most villages panchayats 
are not able to deal in cheques in current accounts. 

Dr. Friederich: I am only thinking of advanced societies. 

Mr. Ramdas Pantulu : I do not understand your first sentence in 
paragraph III (3) under provincial co-operative banks where you say, “we 
are not in favour of provincial co-operative banks being established under 
the Co-operative Sociteies Act with regard to the liability of primary socie¬ 
ties and central banks to the provincial banks.” Wiill you kindly explain 
that? 

Dr. Friederich: The primary society with unlimited liability is a 
member of the central bank and the latter a member of the provincial bank. 
In case of a failure, the members of a local unlimited society have to pay 
according to the unlimited liability. 

Mr. Ramdas Pantulu : Central banks are all limited liability com¬ 
panies. ! 
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Dr. Friederich : Suppose a primary society has deposited Bs. 50,000? 
with its central bank, the latter fails and out of these Bs. 50,000, 

Bs. 40,000 are lost, it means that Bs. 40,000 are lost for the primary 
society with unlimited liability; this loss is a part of the deposits, it may 
be of members as well as of non-members. To cover this loss, the 
members have to pay with reference to unlimited liability, in so far, of 
course, as the loss cannot be balanced by writing off reserves. 

Mr. Ramdas Panttilu : What will be the liability of the members?* 
The unlimited liability is a guarantee for the depositors. 

Dr. Friederich: You must differentiate between customer and member, 
a loss which a local society incurs on one hand as customer and on the 
other hand as n member of the central bank. The local society loses 
perhaps as member its shares of about Bs. 1,000, that is a limited liability. 

Mr. Ramdas Pantulu: How will you improve the position by regis¬ 
tering the provincial bank under the Companies Act? 

Dr. Friederich: The central bank is a member of the provincial bank 
and has a share in the liabilities of the provincial bank. In case of a 
big failure—we must always suppose tbc worst happening—it is better 
to do so than to be too optimistic. When such a big failure would 
occur, the whole co-operative movement of a province would be affected. 

To prevent this combination of liabilities from primary societies to 
central banks and the provincial bank, I am very much in favour of having 
another institution. I am in favour even of a mixture between a public 
and private institution in order to decrease the risks so that the central 
banks cannot be much affected bv a failure. 

Mr. Ramdas Pantulu: Let me make my point clear. A provincial 
bank rests on central banks, central banks rest on societies, societies rest 
on members; therefore, a provincial bank ultimately consists of loans made 
to members. The safety of the provincial bank depends upon the 

investments made by the societies to its members. I thought you 
referred only to loans made to the members. If you want the provincial 
bank to be a financing agency for central banks, central banks for 
societies and societies for members, the provincial bank is bound to 
fail; for if societies fail, central banks fail and if central banks fail, the 
provincial bank fails. The Punjab Provincial Bank was as a matter of 
fact registered under the Indian Companies Act about 2 years ago. We, 
however, discovered that there was a provision for the provincial bank 
to be registered under the Co-operative Societies Act. The Punjab Bank 
said that they were not registered under the Co-operative Societies Act 
but under the Joint Stock Companies Act. Therefore, I do not see how 
registration under one Act or another is going to save the provincial bank. 
The nature of its assets will ultimately depend on the security of the , 
loans advanced to members. I only want to know how your proposal 
to register the provincial bank under the Indian Companies Act is going 
to save us unless you say that the provincial bank should not only do 
lending to the central banks, hut take up some other big business in which 
it will recoup part of its loss, e.g., half a commercial bank and half, a co¬ 
operative bank? 

Dr. Friederich: No, half a public bank and half a co-operative bank.; 
My idea was not that it should be registered under the Companies Act,. 
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passing a special Act with regard to provincial banks. Perhaps I may; 
be allowed to tell you something of our experience with regard to apex 
banks. The first apex bank in Germany was founded by Schultze- 
Delitzsch in 1864 and merged with the Dresdner Bank in 1904. The 
second apex bank, the Deutsche Raiffeisen Bank, started in 1877. It 
failed in 1929. These were special apex banks for the co-operative 
movement. The third apex bank was formed in 1902 bv Haas, leader of 
the “Reiehsverbands-Organisation.” It did not flouiish. In 1907 it was 
transformed from a co-operative society to a joint stock company, but 
nevertheless in 1912 and 1910, at the time of a general depression in the 
German economy, the apex bank failed. These are our experiences witn 
regard to special apex banks for the co-operative movement. Since 1904 
the “Dresdner Bank”, one of the big banks, is the apex bank for the so- 
called Schultze-Delitzsch, urban credit societies in Germany. It. created 
a special department for credits to co-operative societies. No society has 
any share with the Dresdner Bank. No society is compelled to take 
up any share. There is a special co-operative committee which, together 
with the managers of the special co-operative department, have to fix 
the credits to be granted to the members of the Schultze Delitzsch 
Union, called “Deutschov Gcuossenschaftsvovfand’’, German co-operative 
Union). Dresdner Bank has been an apex bank up to now. The other 
apex bank is called: Prussia’s Central Co-operative Bank. This bank 
was formed in 1895 to be an apex bank only for the co-operative 
societies of the province of Prussia. The majority of the capital has been 
supplied by the State of Prussia. For this reason the bank became a 
public institution which had at the start preferably to deal with co¬ 
operative societies within the province of Prussia. At present it .is being the 
apex bank for the agricultural co-operative movement all over Germany. 
On the other hnud, the apex bank ig allowed to deal with public institu¬ 
tions in Germany and to conduct all transactions in the money market 
required for balancing the supply and demand of money. 

Chairman: Will you kindly say what you precisely mean by public 
hanks. Are they Government banks? 

Dr. Friedrich: We cannot say they are Government banks. First 
of all, we have public savings institutions which are mostly municipal 
banks and banks of provincial associations of municipalities. These are 
under the guarantee of the provinces. The other kind of public banks 
are the so-called provincial public banks. These are for provinces 
in Prussia or for States in Southern Germany, where we have Federal 
States. Some of these Federal States have spec al banks which are 
State Banks. 

Chairman : I should like the other experts to listen to this discussion. 
I am assuming that this is their view also. 

Dr. Trip: This is only a statement of the situation in Germany. 

Chairman : There is a recommendation here and I wanted to find 
out what was precisely meant by registered institutions. 

Dr. Friederich: T did not give any recommendation. I only wanted 
to state the situation in Germany and to make it clear that such a pro¬ 
vincial apex bank can be created under a special Act. 



018 


Chairman: Where are you going to get- the money from? At the 
present moment the function of these apex banks is to finance district 
banks and through district banks the primary societies. If the primary 
societies are not in a position to promptly pay back the loans,naturally 
the apex bank must be in a tight position. If it is an institution which 
has other resources, e.g. State funds, I can see your point, the State 
funds would help it to tide over the difficulty. Otherwise, how is it 
going to tide over the situation? Therefore, I wanted to know what you 
precisely meant by a registered institution. In fact you will remember 
that I wrote to you a letter saying that there was one passage in your 
note which I did not understand. This is the passage. 

Dr. Trip: May I refer you to Mr. MaeDougall’s paper in which the 
future financing of the co-operative movement is dealt with? 

Chirman: I shall come to that in due course If I may make one 
observation now, it shows to my mind a clear misapprehension of Gov¬ 
ernment financial arrangements, and I shall in tliot. connection ask Mr. 
MacDougall whether he has read the repoi-t of the Bradbury Committee 
in England. Dr. Friedericb’s point is that the provincial banks should 
have a different constitution and we are trying to find out what that 
constitution is going to be. When I read this memorandum, I thought 
he referred to joint stock companies. He says these should be commercial 
barks and he wants them to be registered institutions. I wont to know 
what sort of institutions he contemplates. 

Dr. Friederich: About half the share capital should be taken up by 
central banks, the other part of the share capital of provincial banks 
should be supplied by the provinces. 

Chairman: That is the precise position. Therefore, in future, accord¬ 
ing to this recommendation, the provincial co-operative bank willl have 
a greater portion of the share capital supplied by the provincial Govern¬ 
ment and a small portion supplied by the central co-operative bank. 
At the present moment what happens is this: the provincial co-operative 
bank arranges its own affairs. At times when it gets into trouble, the 
provincial Government helps it with a loan. That was what happened 
in the Central Provinces. With the help of the loan, the Provincial 
Bank managed to tide over the situation and to the best of my recollec¬ 
tion, they have now paid back the whole of the loan. 

Dr. Friederich: You must distinguish between working capital and 
share capital. I am thinking here only of share capital and not of working 
capital. 

Chairman: Then the benefit, to my mind, becomes more doubtful. 

Dr. Friederich- No, Sir. 

Chairman: I am still trying to find out how, in view of our experience 
in India, it will work. Mr. Ttamdas Pantulu will pursue this point after 
lunch. 

Dr. Friederich: I do not want any special guarantee. 

Chairman: We come back to item 3 on page 7. It relates to the pro¬ 
vincial co-operative banks and perhaps it would simplify the position if 
we were told, what specific proposal it is intended to place before us. 
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Dr. Fricderieh: I made proposals with regard tc the future develop¬ 
ment of the co-operative movement in India, with regard to the primary 
societies and with regard to the future development of central banks. I 
wanted to mark the lines on which the work should be carried on. My 
proposals with regard to provincial banks are on the same lines. I pro¬ 
posed that central banks should be formed only for districts and that it 
should be considered whether and bv what means the present organisation 
could be adjusted as far as possible to the ideal which I gave. If the 
organisation of central banks is adjusted to the ideal which I gave out of 
experience of other countries, then yon get one central bank for each 
district. So in Assam you would have 12, Bengal 28, Bihar and Orissa 21, 
Burma 41, and so on. You get only a small number of district banks. Of 
course, district banks will get stronger than they are at present 
because they comprise a bigger area, but nevertheless, they will have 
to take up the whole share capital of the apex bank for the co-operative 
movement of a whole province. We think that it would be rather too 
heavy a burden for these central banks, rather too large a liability if 
they have to take up the whole share capital. We have to consider and 
to remember that the provincial bank has to deal wi:h the money market 
and to get especially rediscounting facilities if it has not a big share 
that a provincial bank may not- be able to deal with t ie money market and 
capital. A big share capital is earnestly required for a provincial bank in 
order to get these facilities. On the other hand no heavy burden must 
be created for central banks. Therefore, I proposed to transform the pro¬ 
vincial bank on the lines which I marked. I do not intend to create a 
I want to reserve the special co-operative character, and, therefore, it is 
our proposal that more than 50 per cent, of the share capital of the pro¬ 
vincial bank should he in the hands of the central banks. 

Chairman : At the present moment the State does not provide, so far 
as I know, any portion of the share capital of these apex banks. What 
happens is this, a large portion of the capital is provided by the central 
banks and at the same time a substantial portion is provided by other 
members and there is no bar against taking the capital from other members. 

Dr. Fricderieh: I have no objection against a bar. I think such an 
apex bank should not deal with individuals. 

Chairman: You bar that channel, therefore, your proposition is precisely 
what I stated, that the State should provide perhaps ialf the share capital. 

Dr. Fricderieh : Up to 49 per cent. 

Chirman: That is immaterial. The State should provide approximate¬ 
ly one half of the share capital. That is the proposition you have placed 
before us. Ts that acceptable to all of you ? 

Dr. Trip,: We have looked at the proposal of Er. Friederich and we 
discussed it from a somewhat different point of view We considered that 
he wanted to build up an apex bank, not on a co-opsrative basis but as a 
limited company or institution. Wo did not have the impression that such 
a lnvgc part of the share capital would be taken by tlie Government. 

Chairman: At present that provincial bank works on the limited liabi¬ 
lity basis, therefore, there is actually no difference between its present 
constitution and your conception of it. The only po nt is that at the pre¬ 
sent moment the shares are provided firstly by central banks who, as I 
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understand it—of course, the position differs from province to province— 
find the bulk of the capital. Another part of the capital, perhaps the 
minority, is provided by what is known ns members. But still everywhere 
it is a limited liability. 

Dr. Trip: I see. 

Chairman : In the Punjab, as Mr. Bamdas Pantulu pointed out, it is 
registered under the Co-operative Act. It has now been changed so that 
shows that apparently that system did not work. 

Dr. Fricdericli : Now' all individuals should be excluded. 

Chairman : Your proposition is that individual shareholders should cease 
to exist and that void should be filled up by Government shares? I quite 
understand. Mr. Bamdas, do you still want to discuss it? We have 
understood the position and there is a difference of opinion between the 
experts themselves. 

Mr. Ramdas Pantulu: What we find is that the capital furnished by, 
individuals forms a very small part, and the central banks have never 
complained that they were unable to furnish the necessary capital. I wish’ 
to know from Dr. Friederieh what advantages are to be gained by substi¬ 
tuting Government capital. Central banks are quite willing to give all 
the share capital. In Madras, out of several lakhs, 18,000 is individual 
capital. 

Chairman: Apparently, that was an avenue by which you yourself came 
on the Board of Directors of the Bank. 

Mr. Ramdas Pantulu: By purchasing one share. Therefore, it is not a 
question of individuals. So far as the share capital is concerned it really 
comes from central banks. 

Chairman: We w ill discuss your poiut when we are discussing umongst 
purselves. 

Dr. Friedcricli: My first point is that the share capital and the reserves 
of the provincial banks are at present relatively small. They amount 
on an average to less than 20 per cent. For the co-operative movement of 
the future,—you want to develop agricultural societies, you want to develop 
urban societies—you must have a very strong apex bank. Then the share 
capital and the reserves which the Provincial banks have at present are 
too small and it i s necessary to supply more share capital aud this can, 
in my opinion, not be done by the central banks, which are or should be 
the sole constituents of a Provincial Bank. It is the question on the one 
band not to load heavier burdeus on the Central Banks, not to increase 
the liability, on the other hand to strengthen the share capital of Provincial 
Banks. Therefore, we made the recommendation of the financial participa- 
tion of the Province. 

Chairman: I understand the position, but at the present moment addi¬ 
tional capital is not required from Government. It may be required, and 
the real point is that when that stage is reached, how should Government 
capital be provided? Of course, we have precedents in England and we 
ean deal with it more effectively on Mr. McDougall s paper without trying 
to change the constitution of the provincial bank, the need for which, to 
my mind, has not been established. 

Mr. Ramdas Pantulu: The difficulty is not that the capital would not 
be forthcoming but the provincial bank would certainly be more benefitted 
by working on borrowed funds than on a large share capital. What we 
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find in most provinces is that we have the necessary share capital and 
central banks apply for more shares and you allot them. We can get 
money at 4 or 5 per cent, from deposits, therefore, no provincial bank will 
really allot shares even with applications. They say, “when your borrowing 
power has been reached and when you can no longer borrow under the 
rules, we will give you some more shares in order to make up the capital. ” 
We do not want to burden ourselves with that kind of capital. 

Mr. Ramdas Pantulu: On page 7 you say “We are against co-operative 
Apex Banks advancing loans on long term mortgage credit. We cannot 
approve the issue of mortgage debentures as is don 3 in Bombay, Madras 
and the Punjab.” This is a statement of fact which is not correct, because 
neither of these banks lias issued mortgage debentures. 

Dr. Friederich : In the statistical figures for 1980, supplied by the Secre¬ 
tary, we find under provincial banks, “debentures,” share capital and 
reserves, deposits and loans form the whole working capital. 

Mr. Ramdas Pantulu: Debentures are merely uncovered debentures on 
the general assets of the bank. 

Dr. Trip: They have a mortgage department in Bombay. We saw 
that. 

Mr. Ramdas Pantulu: In Bombay the funds are now being used to 
finance three of the land mortgage banks. Their own debentures are not 
mortgage debentures. 

Dr. Friederich: I remember when we visited a mortgage bank in the 
Punjab we were told that money was supplied by the provincial bank out 
of debenture issues. The Provincial Bank in the Punjab has in fact issued 
debentures. Part of this money has been given to mortgage banks for 
mortgages. 

Lola Harhishen Lai: It is mortgage of assets. 

Chairman: They have done so in the Punjab under the authority of the 
provincial Government and under its guarantee the apex bank has issued 
these mortgage debentures and has handed over to. the mortgage banks 
for their financial purposes. It means this, that, instead of starting a 
separate mortgage bank in the Punjab the financing work is being done 
through the apex bank. 

Mr. Ramdas Pantulu : Even then the provincial bank, out of its own 
finance, provides for redemption. They are not really mortgages, they are 
merely assets of the banks. 

Dr. Trip: We have in our country what they call a great number of 
mortgage banks. They all issue debentures and they all give mortgages. 
But these debentures" have no preference against mortgages. There 
is no connection between mortgages and debentures. Ro I do not under¬ 
stand what Mr. Pantulu means by saying that they are not mortgage 
debentures. 

Chairman: Mr. Eamdas Pantulu’s point is this. The provincial co¬ 
operative bank itself does not engage in mortgage business. Tt raises 
debentures in some cases, they are not mortgage debentures at all. In the 
Punjab the anex bank raises debentures and hands over the money so 
obtained to the land mortgage bank. Therebv, apparently, the provincial 
Government has so far managed to do without a separate apex land 
mortgage bank. It is purely an administrative arrangement. 
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Dr. Friederich: This money is advanced for long periods to mortgage 
banks. It is for the purpose of giving mortgages. 

Chairman: But the money is raised for a long period. It is raised on 
long term debentures. This bank in the Punjab, under the authority of 
the local Government, issues long term debentures; having done so, it 
hands over the money to the Punjab Land Mortgage Bank. The point is 
that to that extent it operates as the apex to the land mortgage banks, 
instead of duplicating the arrangement for a separate land mortgage bank 
distinct from the apex bank. 

Dr. Friederich: Then why have you under the liabilities of provincial 
banks the item ‘debentures’ if it is only done on behalf of Government 
and on the full responsibility of Government. I think it should not, in 
this case, be put under liabilities of provincial banks. These are liabilities 
with regard to the issue of debentures. If I am told that provincial banks 
are liable for repayment of these debentures then I insist on my point. If 
it is not so, then it would be necessary that the balance sheets should be 
changed in this respect because the debenture issue is only done on behalf 
of Government. 

Mr. Ramdas Pantulu : The money borrowed is certainly liability, and 
the money lent to mortgage banks is asset. 

Dr. Friederich : I am not in favour of this business. 

Mr. Ramdas Pautulu : May I know what is. 

Dr. Friederich: It is a connection between short-term and long-term 
business. Such a connection 1 cannot call sound. 

Chairman: You still consider it is a mixing of long-term and short-term 
credit business? 

Mr. Ramdas Fantulu: With regard to your proposal under the heading 
‘Moneylenders’ on page 8. what do you mean by usurious moneylenders? 

Dr. Friederich: It is a definition which is so difficult to define. Bor 
this reason your Usurious Loans Act of 1018 had no success because judges 
did not know what was meant by “usurious” so this Act could not be 
applied to. 

Mr. Ramdas Fantulu: You mean legal moneylenders who lend money 
at extortionate rates of interest? 

Dr. Friederich: Moneylending by banks and bankers at certain rates of 
interest and public opinion must define the meaning of usurious rates of 
interest. 

Mr Ramdas Fantulu: People who charge very extortionate rates of 
interest which are not in relation to rates of interest charged m ordinary 
business dealing?. 

Chairman (to Mr. Ramdas Pantulu ): I thought you were going to ask 
whether he had any concrete proposals to make in that direction. 

Dr Friederich: It is for the judges to decide whether a particular rate 
of interest which has been charged is usurious or not. 

Mr. Ramdas Pantulu: That is when the parties go to court. I suppose 
the conditions in vour country are precisely as they are here where the 
courts are given full discretionary power to decide facts on their merits 
looking into local conditions of the rate of interest and the position of the 
Money Market. That is whv I asked you what you meant by “usurious”. 
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Dr. Friederich: I would rather leave it to the judges to decide. It is 
too difficult to say what is a usurious rate. 

Chairman : Mr. Eamdas Pantulu’s point is this. Supposing you were 
a judge charged with the administration of that law in India how would 
you regulate your course of action in deciding cases coming before you for 
decision? 

Dr. Friederich : I would consider any rate above, say, 20 per cent., as 
usurious in this country. 

Mr. RamJas I’antulu: You say that agriculturists cannot be protected 
from usury b\- strengthening the Usurious Loans Act of 1918. May I know 
how you will proceed to protect their interests? 

Dr. Friederich: The history of such laws has always shown that they 
have been in existence for years but have proved to be of little avail. 

Chairman: The real point is that even if you amend the law and put 
down a specific rate of interest, the people who at present suffer from the 
rapacity of the usurious money lender will not be n a position to or may. 
not dare to have recourse to a court of law. That is the whole position. 

Dr. Friederich: 1 agree. 

Mr. Ramdas Pantulu: Besides the introducti Dn of the co-operative- 
movement in those areas, have you any other suggestions to make with 
regard to the protection of the agriculturist from the usurious money¬ 
lender? 

Dr. Friederich-. Mr. McDougall may have some suggestions to offer. 
I have recommended to allow higher rates of interest on deposits in order 
to get moneylenders into the co-operative movement. My own opinion is 
that it is a hopeless jjosition to see what low rates of interest are allowed 
on deposits and what high rates are charged on lot ns. At present (speak¬ 
ing for myself) most people in this country who con invest money and do 
not do moneylending as a profession do resort to moneylenders in order- 
to obtain high rates of interest, for if they put their money with commer¬ 
cial banks, they will not get a good rate of interest. 

Ch. Mukhtar Singh■: I suppose you presume that such usurious money- 
lending is done bv persons who accept deposits. 

Dr. Friederich: I think most of the money lending is done by the 
moneylenders’ own money and a part by deposits got from friends and so 
on. 

Dr. Trip: It seems to me that there is a misunderstanding. Dr. 
Friederich’s point seems to be that there are seven,1 people in this country 
who save money and who are not moneylenders but who will try to lend 
their money at higher rates of interest than what they are able to get from 
banks on fixed deposits. His point is that if these men could be persuad¬ 
ed to become members of co-operative societies and allowed higher rates 
for their investments, in course of time their number would dwindle 
down. 

Mr. Dnradhar: Do you think that this temntftion of getting more 
interest will prompt people who have more funds'* 

Dr. Trip: Dr. Friederich wants to attract that money, which these 
people lend at usurious rates, into the primary societies and he sees the 
possibility of that bv offering them higher credit rates on deposits. 
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Mr. Ramdas Pantulu : Some witnesses before the Committee have 
suggested that moneylenders in this country may be licensed and thug be 
required to keep properly audited accounts and so on with a view to pro¬ 
tecting borrowers from the usurious terms offered to them. May I know 
whether you approve to their being licensed like that? 

Dr. Friederich: That is hardly possible to catch all moneylenders. 1 
think it is very difficult to bring in all sorts of people who do moneylending 
under the scheme of registration. I am, therefore, not in favour of registra¬ 
tion of moneylenders. 

Mr. Ramdas Pantulu: Have you perused the English Moneylenders’ 
Act? 

Dr. Friederich: I may say that about 100 years ago in Germany condi¬ 
tions were nearly the same as they are here now, i.e., there were any num¬ 
ber of moneylenders lending money at usurious rates and with the advent 
of the co-operative movement in the country conditions have gradually 
changed and people who were formerly moneylenders have now become 
members of co-operative societies and so we have the right type of co¬ 
operation in our country now. 

Mr. Ramdas Pantulu: You suggest “It will be a task of the banking 
institutions for long term credits to consider the possibility of taking over 
old debts”. Have you any suggestions to make with regard to relieving 
the conditions of people who are in debt from usurious moneylcnding? 
■Do you contemplate that those debts will be taken over by the hmd 
mortgage banks? 

Dr. Friederich : That is my suggestion. 

Mr. Ramdas Pantulu: You say, “It shall be laid down in the Co¬ 
operative Societies’ Act and the By-laws that the members of the Managing 
Committee and Supervising Boai'd are jointly and severally responsible 
for credits granted without the requisite cave”. Will you please explain 
yourself a little more fully on this point? 

Dr. Friederich: My point is that if the members of the management 
have not been careful enough, then they must be held responsible for any 
loss that might arise. The management must feel that they have lent 
money on their own responsibility. That is the idea. 

Mr. Ramdas Pantulu : Will you please explain the term "with requisite 
care”? 

Dr. Friederich: As I have already explained, the management of these 
societies must feel that they are taking entire responsibility in all their 
actions regarding the granting of loans, etc. 

Mr. Devadhar: Have you come across many cases where such need 
for a provision has been felt of loans, etc. 

Dr. Friederich: Yes. Every primary society’s work should be on 
those lines. 

Mr. Devadhar.: Is that a general advice that you give or have you felt 
it to be an urgent need? 

Dr. Friederich: It is an urgent need. 

Mr. Devadhar Is this impression of yours gathered from the Reports 
of the Registrars of Co-operative Societies? 

Dr. Friederich: We have to look at it from the psychological aspect. 
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Mr, Ramdas Pantulu: Do you realise that if such a rule existed you 
will be scaring away many people from taking up the responsibility of the 
management ? 

Dr. Friederieh: I do not think why anybody should be scared away like 
that, for after all, the management should do its du*y and I say it should 
be done conscientiously. That is all. 

Mr. Ramdas Pantulu: With regard to audit 1 am glad that you advo¬ 
cate an efficient audit and that the scheme of audit should be uniform for 
all Provinces and so on. Have you considered the question of cost of your 
scheme 

Dr. Friederieh : Yes. "T have said that the expanses of the auditing 
district unions have to be covered bv contributions from the affiliated 
central and primary societies. 

Mr. Rumdas Pantulu: With regard to the provincial and central banks 
they make their own arrangements for auditing by qualified auditors, 
but in regard to these rural societies the cost is found to be prohibitive to 
have them audited by qualified auditors. Therefore, the auditing of pro¬ 
vincial primary societies is being done at present by Government. 

Dr. Friederieh: You have supervising unions. Central banks keep 
special supervising staff. They have to spend money for it. Govern¬ 
ment have to spend money for audit. All these—tbe supervising unions, 
central banks, and Government,—have to spend for supervising and audit. 
We find that in the opinion of the people who wrote the Provincial reports 
the audit of the co-operative societies is not effective enough. I refer to 
the Bengal report. Most of my proposals are with reference to defects 
which have been pointed out in provincial reports. 

Mr. Devadhar : It is no use referring to one particular province. As 
the suggestion we have to make should be an all-India one in its applica¬ 
tion, the same point must be studied in the light of other reports as well. 

Mr. Ramdas Pantulu: Your point is that there are very many agencies 
on which money is spent. Nevertheless, efficient audit is not secured. 
Therefore, dispense with supervising unions, the Inspection staff of the 
central banks and Government auditors; have one oidit organisation, and 
then pool all the resources and you get money. 

Dr. Friederieh: I think all their contributions—central banks’ Govern¬ 
ment’s and societies’—should be put together, and one organisation formed 
for auditing, supervising, etc. Central banks have the special job of pro¬ 
viding credits. Auditing unions have the special job of auditing, super¬ 
vising, advising and training auditors. Thus everybody has a special job, 
but they will all have to work together for the welfare of the co-operative 
societies. 

Mr. Ramdas Pantulu: You want these audit unions to get into touch 
with central banks and give all information to them ‘in order to avoid a 
second supervision of them. ’ We would like a paper on European banks. 

Ch. Mukhtar Singh: It is impossible in the case of people who have no 
land to get any benefit from mortgage banks because they cannot offer any 
security, and co-operative societies will not be able to help them because 
you do not advise that they should help to discharge old debts. 

Von. iv. 2 q 
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Dr. Friederich : Co-operative banks can finance current needs. With 
regard to old debts I do not see any substantial help by primary, local 
credit societies. 

Ch. Mukhtar Singh: The man is heavily in debt to money-lender, and 
the co-operative bank finances his current needs. There will be very 
little assets because the old debts are there, and whatever little he can 
make may be taken away by the co-operative bank and the money-lender. 
His position is not improved by taking money for current needs from the 
co-operative society. 

Dr. Friederich: I was speaking of personal responsibility of the manag¬ 
ing committee and the supervising board. Here you have such a case. 
The managing committee or the supervising board can on their own respon¬ 
sibility make a loan for discharging debts in case it can be repaid within 
a shorter period. 

Ch. Mukhtar Singh: There will only be very few cases of that kind. 

Dr. Friederich: People who are hopelessly in debt, really cannot be 
helped. I cannot recommend that people who are hopelessly in debt 
should be helped. But they can be helped by a special agricultural 
measure of reform. In my country peasants were in a very bad position 
100 years ago. We had all kinds of things as you have in this country, 
"there were even peasants who were not free. 

Dr. Hyder: Servitude, we have not got in India. 

Dr. Friederich: In consequence of the so-called peasant’s liberation 
peasants were allowed to redeem debts within 30 and more years. The 
last debts were repaid in 1892. I do not recommend to you to do something 
like that. I only referred to the reform that was effected in my country. 
The State formed special banks, the debts of the peasants were fixed, the 
people had to repay their debts not to the landlords but to the special 
■State banks in small instalments. Tree peasantry was created by these 
measures. I have no objection at all to such a reform in your country. 
But it is not directly connected with the co-operative problems which 
we have to deal with. Therefore, I cannot give you definite recommenda¬ 
tions in this matter of agricultural policy which has also a political side. 
I only referred to the agricultural reform in my country. It is a matter 
for you to decide what you want to do in your country. 

Dr. Hyder: This liberation of peasants has two items; purchase of 
lands for the peasants and purchase of their freedom. We have not got 
the latter problem. 

Ch. Mukhtar Singh: In certain cases you have got it. 

Hr. Hyder: The ryot is free in British India. 

Ch. Mukhtar Singh: For that a banking solution was found in Germany 
and after that the state of affairs was better. 

Dr. Friederich: That was done by the State and not by co-operative 
banks. 

Ch. Mukhtar Singh: Do you feel that in this country it is possible for 
■the cultivator to support himself with the small amount of land that he has? 

Chairman: That point will be dealt with in connection with Mr. 
McDougall’s paper. 
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Ch. MukhtaT Singh : la Germany, 1 think, that financing is not done 
by 'central banks but mostly by every primary society. 

Dr. Friederich : In pre-war time it was so, but since our inflation in 
1923 primary societies have to be partly supported by credits from central 
(banks. 

Ch. MukhtaT Singh : On page 4 you say that primary societies should 
■find their own money. In Bombay there are societies which do not have 
any shares and they are not forced to make a deposit before they can get 
any advance. The central bank provides the entire money to begin with. 

Mr. Ramdas Pantulu : Societies in India have a working capital of 
Bs. 373 lakhs and 115 lakhs members. 

Ch. Muhhtar Singh: When a primary society starts for the first time, 
it starts with a clean slate, no money. No taking of share is compulsory, 
no deposit is compulsory. 

Mr. Manu Subedar: As certain of its members are in debt, it starts 
with minus assets. 

Mr. Devadhar: As a matter of fact, before a society is started an 
application has to be made which is scrutinised by the Assistant Registrar. 
He sends an organiser who submits a report that so many people are 
prepared to put their deposits in the society. No society is started unless 
some money comes from some members of the society. Of course, a large 
number of people join the society to get money, but it does not mean 
that the society starts with nothing or that central banks give money 
to societies with zero capital. 

Mr. Ramdas Pantulu: A property statement is filed and borrowing 
power is fixed with reference to the assets of members. 

Ch. Muhhtar Singh: I do not say that central banks should not advance 
money to primary societies. My point is this. In Germany a primary 
society begins with its own money, in India it does not. Am I correct? 

Dr. Friederich: No. It cannot get its money all at once. In every 
country a co-operative society starts with a debt. Everybody has to take 
up cne share in case of a society with unlimited liability. Then the 
society can send an application to the central bank and gets its first 
credit on current account. But it must be the endeavour of the society 
to replace this credit taken from the central bank by deposits from 
members and non-members within its district of operations. It is not easy, 
but very difficult, to get deposits. We do, therefore, all kinds of things for 
this purpose in Germany. We distribute home saving boxes. We persuade 
school masters to sell saving tickets. On every Sunday many societies 
send a member round the village—not only to members, but also to non¬ 
members—in order to collect deposits. The deposits are not compulsory. 
For instance the manager goes to peasants whe sold cattle and tells them 
that they will get a reasonable rate of interest if they will deposit any 
free money. It is a propaganda which is necessary. You can get deposits 
only by hard work, by good management and audit. These will inspire 
confidence in the depositor. 

Ch. Muhhtar Singh: Though in the begining the capital is not enough 
a primary society recognises that it ought to be self-supporting and makes 
■every effort to get money to become self-supporting. 
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Dr. Friederich: Quite so. 

Ch. Mukhtar Singh : A primary society will give money to a Dorrower 
only to the extent he can repay. 

Ch. Mulchtar Singh: Every society is both a savings society and ft 
society of credit. 

Dr. Friederich : In every country, even in my country, you find a lot 
of societies which have, like your societies no deposits and which have 
only borrowed from central banks, but these are all unsound societies, 
and you must find out where the fault lies and cause a remedy. If you 
do so, you will get deposits. I have had such experience in districts. 

Ch. Mukhtar Singh : If money is received as deposits, is it kept by 
the primary society or sent on to the central bank? It will be needed only 
at the time of agricultural operations. 

Dr. Friederich: The first principle is to deposit money with the central 
bank to such an extent, enabling you to repay deposits at any time. In 
case you have fixed deposits, you may deposit a smaller percentage of the 
money with the central bank. The second point is with regard to invest¬ 
ment : in case you have a good sound demand for credits, you use a part 
of the fixed deposits for granting credits and in case you have no sound 
demand for credits, you put the whole money into the central bank. 

Ch. Mukhtar Singh: All these points are discussed by the management. 
In a country like India, do you think that the members of the primary 
societies can understand details of the work? 

Dr. Friederich: In this respect I have, 1 suppose, a better opinion than 
you have. I do not see why you should not find such people in villages. 
I have met a number of people who impressed me as clever. It is really 
a matter of education. 

Ch. Mukhtar Singh: In a number of villages you cannot even Snd 
men to look after the accounts properly. 

Dr. Friederich: The Unions should be able to train men. The Secre¬ 
tary or the Treasurer should receive instructions. It is a matter for those 
who are responsible for the management of such societies, but it can be 
done by education. When you have more people who can read and write, 
it will get easier to find people to run the societies. 

Ch. Mukhtar Singh: Do you not think it would be very difficult to 
remit money from the primary society to the central bank? 

Dr. Friederich : I have recommended that the question whether this 
can be better solved by instituting special pay offices, for the central 
bank where urgently required, should be considered. The other point 
is about dealing in cheques. If a primary society wants money, the central 
bank’s cheques should be as good as ready cash everywhere. 

Ch. Mukhtar Singh: One has to go to the Tahsil at present to remit 
money as there is a treasury only in a Tahsil. It may be at a distance 
of 15 miles or more. 

Dr. Friederich: It may be necessary to form several special pav offices 
within a district. On the other hand larger urban credit societies could 
deal as pay offices on behalf of the central bank, so that the primary 
societies could go to such urban co-operative banks and deni through them. 
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The cheques of local societies on the central bank should be honoured. 
They should also be able to make remittances to the central bank through 
urban banks. 

Ch. Mukhtar Singh : On page 2 you say “a repayment of the invested 
capital can only be made according to the net profits obtained from the 
investment”. Do you consider it really a practical proposition? If Gov¬ 
ernment advance a sum of money, say for improvement of certain agri¬ 
cultural works, is it likely that the profits would be so large as to enable 
a portion of the capital to be repaid ? 

Dr. Friederich : It is a matter for Government to consider. 

Ch. Mukhtar Singh: You do not insist on the point that the instalments 
should be so fixed that the Det profits should be enough to cover them? 

Dr. Friederich : The local co-operative society has to look after this 
matter. 

Oh. Mukhtar Singh: Do you think that the instalments should be so 
fixed as to cover the net profits ? 

Dr. Friederich: The instalments should be paid out of the net profits. 

Ch. Mukhtar Singh : It comes to the same thing. 

Dr. Friederich: Part of the profits will be necessary for living and 
so on. 

Ch. Mukhtar Singh : As far as the current needs of the agriculturist are 
•concerned, it should nob be disturbed in order to pay off the amount, he 
has received for the improvement of agriculture. Take the case of a man 
who has taken a loan for his current needs and a loan for the improve¬ 
ment of agriculture. 

Dr. Friederich : The latter is really invested for improvement of land. 

Ch. Mukhtar Singh: That is granted, but the repayment of this loan 
should be spread over as many number of years as possible in which it 
can be paid without disturbing the current needs of the agriculturist. 

Dr. Friederich: Quite so. They must be able to repay any instalments 
fixed by Government or co-operative society. 

Ch. Mukhtar Singh: May I know whether the main business of the 
co-operative movement in your country is credit business or non-credit 
business? 

Dr. Friederich: Both of them are of great importance and both are 
well developed. We started both at approximately the same time; with 
credit at about the middle of the last century, about 1850 and with the 
business in goods at about 1860. 

Ch. Mukhtar Singh: What I wanted to know was whether in a country 
like India, where the crops may suffer on account of flood and other reasons, 
non-credit societies would be more advantageous or not. 

Dr. Friederich: I think you should have both in India. I have 
already mentioned the connection between trade and agriculture; to bring 
the agriculturists out of the hands of the money-lending trade, it is 
necessary to have both, credit and non-credit (supply and marketing) 
society. 
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Ch. Mukhtar Singh : In the Assam and Bengal Provincial Banking. 
Committees’ reports you will find it mentioned that co-operative sale 
societies would not succeed. 

Dr. Friederich: We can discuss that point when we come to Mr. 
McDougall’s paper 

Oh. Mukhtar Singh: I simply want to know whether in the circum¬ 
stances in India you want special stress to be laid on non-credit societies- 
or on credit societies. 

Dr. Friederich : My opinion is that special stress should be laid on both. 

Ch. Mukhtar Singh : So far, stress has been laid upon credit societies; 
tile non-credit side of the work has been very little done. 

Dr. Hyder: Can you tell us what the total number of credit societies 
in your country is? 

Dr. Friederich: We have had in Germany 52,734 co-operative societies 
on the first of January 1930. Out of these 40,845 had been agricultural 
societies and amongst them 20,457 credit societies. 

Dr. Hyder : Is it not a fact that the credit side of the problem is easier 
to take up than the non-credit side ? 

Dr. Friederich: I admit that co-operative marketing and supply is 
more difficult. 

Dr. Hyder: Is it not a fact that your first line of advance in Germany 
was on the credit side? 

Dr. Friederich: We started nearly at the same time with credit and 
with supply. 

Dr. Hyder: But the main line of advance was in the direction of 
granting credit? 

Dr. Friederich: The credit side was specially stressed by Raiffeisen 
but other leaders, for instance, W. Haas, stressed on supply too. 

Ch. Mukhtar Singh: Do co-operative credit societies do nothing buir 
credit work, or do they combine credit and supply work? 

Dr. Friederich: I told you we have 20,457 agricultural co-operative 
credit societies. About 60 per cent, of the members of these societies are 
agriculturists, about 16 per cent, are artisans, about 6 per cent, are 
employees and officials ( e.g ., schoolmasters, parsons, etc.), about 12 are 
work people (agricultural and industrial labourers) and the remaining 
6 per cent, belong to other professions. It is much easier to effect a 
good balancing of demand and supply of money, if different professions 
callings are combined into a credit society. I gave you statistics for the 
members of about 16,000 credit societies, not for all 20,457. 

Mr. Devadhar: But they relate to the whole country in general. 

Dr. Friederich : I can tell you that the so-called agricultural co-operative 
credit societies are not all at villages, but a good number at small and' 
middle-sized towns. In Germany we have developed an agricultural 
country into an industrial country. In 1882, 40 per cent, of the popula¬ 
tion of Germany were supported by agriculture in 1925, only 28 per cent. 
Similarly, villages have developed and many places which were villages- 
50 years ago are now towns. Where you had village societies, you now- 
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hav8 urban societies. A part of such societies has been included in my 
statistics as it is still a member of the agricultural unions. 

Mr. Devadhar: A great transformation has taken place? 

Dr. Friederich: Yes, Sir. It may be mentioned that we have special 
unions for urban societies too. 

Ch. Mukhtar Singh : I want to know whether these agricultural credit 
societies do any business or whether they are simple credit societies. 

Dr. Friederich: The small credit societies are at the same time supply 
societies. 

Ch. Mukhtar Singh: Are societies doing supply work considered as 
credit societies? 

Dr. Friederich : Yes, they are considered as credit societies because 
credit business is their main business. It would noi be profitable to start 
a special supply society for small villages, therefore, the credit societies 
take up the supply business too. 

Ch. Mukhtar Singh: So you do not object to a credit society taking 
up the work of a supply society also ? 

Dr. Friederich: I have no objection in case of pure agricultural .credit 
societies. Where you have a considerable number of artisans or even 
small traders as members of credit societies, there it will be impossible 
to take up the supply of agricultural requirements. 

Ch. Mukhtar Singh: Do you like the idea of allowing artisans and 
other people to be members of such societies? 

Dr. Friederich: Usually they will not be interested in this special 
business. 

Ch. Mukhtar Singh: You will not allow the supply work to be under¬ 
taken by credit societies only in those cases in which the artisans, etc., 
who are members are not interested, but if they are purely agricultural 
societies in which all members are interested, then you will have no objec¬ 
tion for credit societies doing supply business also? 

Dr. Friederich: Yes, Sir. 

Chairman: Is this not purely a matter for the co-operators? If the 
artisans refuse to co-operate with the pure agriculturists (as is explained 
in some of the Provincial Beports), how can anybody meet the situation? 

Dr. Friederich: In my country the artisans are mostly small agri¬ 
culturists, so they are interested in agriculture and in supply business. 
At the same time they depend more or less as artisans on the agriculturists. 

Chairman: Conditions in India are certainly different from conditions 
in Germany, and as Mr. Bamdas Pantulu has a great deal of experience 
in these matters I ask him whether it is not fundamentally a matter for 
people who want to co-operate. 

Mr. Bamdas Pantulu: You are entitled to your opinion. 

Ch. Mukhtar Singh: Mr. Lalji Naranji has said that it would not be 
correct for credit societies to do the supply work. 

Chairman: The supply part is all right. I refer to the portion of the 
statement here that co-operative credit societies should not be confined to 
certain classes, but should cover not only the agriculturists but also the 
artisans. 
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Ch. Mukhtar Singh: Dr. Friederich has said that in villages where there 
are artisans as well as agriculturists living, he would like the idea; other¬ 
wise, there ought to be separate agricultural and artisan societies. 

Dr. Friederich: Where you have an agricultural society which has a 
number of artisans as members who are not interested in any kind of goods 
business, then a special supply society has to be started for the agricul¬ 
turists. 

Ch. Mukhtar Singh : But if there is a eredit society, it need not be 
restricted to agriculturists? 

Dr. Friederich: No, it is better to call these societies rural credit socie¬ 
ties, as they arc started for the rural population, people living in the 
country. 

Lala Harhishen Lai: In the Punjab they are village wide, some years ago 
they were only agriculturists, but now everybody living in the village is 
entitled to come into the society irrespective of whether he is a money¬ 
lender, or a Hindu or a Mohemmadan. 

Chairman: That is not a matter which any outside person can settle. 

Lala Harhishen Lai: One can induce the people and be more sympa¬ 
thetic. Ministers ought to do it. 

Mr. Devadhar: In a village if the majority of the people are agricul¬ 
turists and there are a small number of artisans who are useful to agricul¬ 
ture, they will be members of the society provided they have a special 
industry of their own, which needs special finance and which is to come 
from the small credit societies? 

Ch. Mukhtar Singh: It will depend on individual cases. There may be 
possibilities of even the artisans coming in. 

On page 6 you say "a co-operative society has to be free of politics”. 
You do not mean that it should be free of political men? 

Dr. Friederich: No. I mean that all people, whatever their political 
opinion may be, should be welcomed in a co-operative society. It should 
not be laid down that only people of a special faction or having a certain 
creed should be eligible to become members. 

Mr. Ramdas Pantulu: This is brought in, because one bank went about 
canvassing the support of managers and secretaries of a society in an 
election campaign. 

Ch. Mukhtar Singh: Suppose Mr. Pantulu holds, a certain view in poli¬ 
tics. He is a member of a provincial co-operative society. Is it a quali¬ 
fication for him? 

Chairman: The point is this, they ought not to take sides in politics. 
That is all. Otherwise troubles arise and they may take sides with a 
political party and that party may not be in power and the other party 
mar try to injure the cause of that bank. 

Ch. Mukhtar Singh: If a recommendation goes from this Committee, 
it may mean the other thing also. There may be people who may not be 
unacceptable to the officials at certain times. 

Chairman: There is no question of a recommendation going. This is 
Dr. Friederich’s view. 
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Ch. Mukhtar Singh : If we agree that becomes our recommendation so 
1 wanted t-o make it clear that it does not debar those people who have 
political leanings. 

Dr. Friederich: I know from experience that. it happens when the 
members of a Managing Committee are of a special political opinion and 
somebody else wants to become a member who is of another political 
opinion that his application is not accepted because he holds another poli¬ 
tical opinion. Anyone should be allowed to be i member of the society 
without considering his political views. 

Ch. Mukhtar Singh: Anybody who is interested in uplift must have a 
right to join that movement. 

Dr. Friederich: In my own country we refer even to religion because 
of religious differences. It is necessary to emphasise that a society should 
not care for religious contrasts of the members. 

Ch. Mukhtar Singh: On page 8 you say “The position of a provincial 
registrar should be filled only by officials well trained and experienced in 
•co-operation”. Do not you feel that an administrative experience is much 
more important than a training in co-openntion V 

Dr. Friederich : Both are important. You have for instance, Mr. Darling. 
He leaves his office m October and then the Punjab gets another Registrar. 
I do not know exactly what his position has beer but he has, according to 
my knowledge, never been busy in the co-operative movement and be has 
become Registrar for the whole co-operative movement of the Punjab. 

Ch. Mukhtar Singh: You do not consider a men to be competent merely 
because he has xperience of administration? 

Chairman: Dr. Friederich is not aware of the organisation of services in 
India. 

Ch. Mukhtar Singh: I am simply asking whether he will insist on the 
administrative experience to such an extent that even training and ex¬ 
perience will be given a second place. 

Dr. Friederich: I cannot judge because, as the Chairman has told you, 
I am not aware of the special education of Government officials. I stress 
only on the point that it is necessary that a Registrar should be trained and 
■experienced in co-operation. I do not mind what other job he held before 
'he became Registrar. 

Mr. Devadhar: With regard to the figures on page 1 which relate to 
agricultural societies. We find that the share capital is reserved for loans 
of these rural societies and amounts to something like 8 out of 30 crores 
of the working capital and in Table 2 we find thit the share capital alone 
is 3 crores out of a total of 10 crores. 

Dr. Friederich: I agree that these societies have quite a big share 
capital. It is a good relation between working capital and share capital. 
My criticism refers especially to lack of deposits. 

Dr. Devadhar: They are started with the purpose of helping but that 
does not mean that everything has to be provided. Is that your recom¬ 
mendation also? 

Dr. Friederich: I do not deal with share capital and reserves because I 
am of opinion that share capital aDd reserves are quite sufficient for your 
primary societies. Therefore, I did not stress on this point. I am only of 
opinion that the relation between deposits and working capital is very 
•bad. 
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Mr. Devadhar: Why I am drawing your attention to these iigures w- 
to remove the impression which exists that co-operative societies were 
started without anything. It is not so. 

Dr. Friederieh: You shall see that I do not criticise in my report the 
work which has already been done, because T know that co-operative work 
is a very hard one and I acknowledge all your endeavours and all endea¬ 
vours of the co-operative movement in this country. I wanted only to 
give the lines on which co-operative work should be continued in future. 

Mr. Devadhar: Some statements in this paper say that the primary 
societies, as far as possible, should finance themselves and may make some¬ 
one believe that they start without anything at all. I wanted that im¬ 
pression to be corrected. Supposing somebody were to say that these 
primary co-operative societies should deal only with the market would' 
not that be a good advice? 

Dt. Friederieh: I am of opinion that it would be better to deal with a 
smaller working capital consisting of a sufficient amount of deposits than’ 
to start at once with a big loan from a central bank. 

Mr. Devadhar: Supposing I mention to you that a society which started, 
about 20 years ago, with a total capital of Bs. 4,200, out of which Bs. 2,000' 
came from Government—in those days Government used to advance up to’ 
Es. 2,000 on condition that the people collected a similar amount—now 
that society has risen to the position of a society with a capital of nearly 
2 lakhs and a reserve fund of 60,000 without borrowing any money from 
the provincial bank. 

Dr. Friederieh : That is sound. That is the idea which I have in mind. 

Dr. Friederieh: According to these statistics I have to judge that primary 
societies in the Bombay Presidency nave the soundest basis. I compare 
deposits and loans with the working capital, and I really think the primary 
societies in the Bombay Presidency are on the soundest basis. 

Mr. Devadhar: I am not speaking on behalf of Bombay Presidency, but 
I would like to suggest that generally speaking, your proposition is very 
true, that the prosperity of the country depends to a large extent upon 
improved and advanced agriculture. Will you please tel] me what is your 
standard of this prosperity, Whether you have ascertained the percentage 
of the population dependent upon agriculture? 

Dr. Friederieh: I was not able to ascertain the figures with regard to 
the indebtedness. Even the provincial committees were not able to 
ascertain the right figures. You have estimates, but estimates are only 
estimates, so I did not- like to make up my mind on this point. I remember 
the indebtedness has been estimated at about 900 crores, but my personal 
conviction is that the indebtedness is much greater. In my country we 
have nearly the same indebtedness and that is quite impossible as my 
country is only one-tenth of the area of India. Of course, our agriculture 
is much more* intensive. Nevertheless, I think this amount is estimated 
too small. 

Ch. Mulchtar Singh: Therefore. I take it you would consider it rather 
risky to work out any percentage of the people who can be described as 
being in debt? 

Chairman: The indebtedness of the peasantry in Germany is in the- 
neighbourhood of 900 crores? 
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Dr. Friederich : It is about the same amount. Therefore, when I com¬ 
pare the rates of interest here with those of my country I am convinced 
that the indebtedness is much higher. You know you have sometimes 
rates of interest up to 50 per cent. Within two years you have double the 
indebtedness. Take on an average 25 per cent, for debts and if you have 
compound interest, then you have double the indebtedness in about 8 
years. 

Chairman: It will be difficult to make any estimates on a comparative 
basis because you must remember what Mr. Darling has said, as a result 
of bis investigations, that with prosperity indebtedness goes, and it is prob¬ 
able because the annual income of the peasant in India is much smaller 
than the annual income of the peasant in German? that, relatively, the 
indebtedness in India may be less than the indebtedness in Germany. 

Mr. Dcvadhar : Mr. Darling says that even in places where there is agri¬ 
cultural prosperity there is indebtedness as is found ir. places where there is 
poverty. It must be much more with a population of nearly 5 to 6 times 
bigger here. He is making a great point that for the life of the people of 
this country it is very necessary to have prosperous agriculture, therefore,. 
I would see that some efforts are made. 

Mr. McDougall: I think, Mr. Chairman, if you are going to arrive at 
any approximate estimate, you should take the value of the German farm 
on the one hand and the capital value of your favm. On that basis I am 
inclined 1 to think that the 900 crores in India are a greater burden than the 
900 crores in Germany. 

Dr. Friederich : I quite agree. 

Chairman: The 900 crores in India are heavier on the farmers than the 
900 crores in Germany, that is owing to the greater poverty of'the people 
in India. 

Mr. McDougall: Oh yes, undoubtedly. We do not think anything, for 
instance in England, of a man being indebted to us to the extent of £200 
or £300. 

Mr. Devadhar: Will you please tell us any concrete proposals for the 
purpose of this indebtedness and to achieve prosperous agriculture. 

Dr. Friederich : By economic and social uplift. 

Mr. Devadhar: I am talking of indebtedness. Will you suggest us- 
some remedy by means of which this problem could be solved? 

Mr. McDougall: I do not deal with that in rm paper. 
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6th March 1931. 


FINANCIAL REQUIREMENTS OF INDUSTRIES. 

Provisional conclusions arrived at by the Indian Central Banking Enquiry 

Committee. 

1. Generally speaking initial block capital for industrial enterprises 
should be put up by private or public subscription. Block capital for subse¬ 
quent improvements and extensions, such as is not provided out of undivided 
profits, should be provided by increase of share capital or by issue of 
debentures; but pending a favourable opportunity for such further issues, 
commercial banks might be expected to supply finance for these purposes 
in the form of temporary advances, provided that adequate security is 
forthcoming. 

2. Further the ideal arrangement is that industrial enterprises should 
also provide out of their initial capital, the minimum necessary working 
capital, the amount of which will depend on the particular facts connected 
with each industrial enterprise and that any extra requirements for work¬ 
ing capital might be met by short-term advances from commercial banks, 
which would be entitled to require that the industrial enterprise maintains 
a safe and proper relation between owned and borrowed capital. 

8. Banks in Germany make their advances against the security of the 
block, the liquid assets of the industrial enterprises being left unencumber¬ 
ed as security for suppliers of raw material, etc., to the enterprise. In 
Canada, banks are prohibited by law from advancing against immovable 
property and advances are secured by liquid assets, but banks are allowed 
to take real estate as additional cover to an existing debt. The practice 
thus varies from one country to another and no hard and fast rule can be 
laid down regarding the form of security for advances. But industrial con¬ 
cerns in India may reasonably be expected to have the whole of the working 
capital supplied by commercial banks, if adequate security is offered. 

4. Banks in India lend much less on personal security than is advanced 
in other countries. They demand tangible securities or additional signa¬ 
tures of sureties. 

5. Useful liaison between banks and industry may be created by the 
appointment of one of the Bank’s Managing Directors, General Managers, 
or Managers, as one of the Directors of the industrial concern financed by 
the bank. Besides the furnishing of periodical balance sheets and the 
representation of a member of the bank’s management on the boards of 
companies, it is necessary for the establishment of an effective liaison that 
the entire banking business of an industrial concern, requiring accommoda¬ 
tion from a bank carrying on industrial finance, should be concentrated in 
the hands of that bank and not split among several banks. 

6. While it is true that the cotton mill industry in certain centres of 
India has depended on the deposits from the public and its private share 
capital for its successful growth and development, it is desirable that with 
the co-operation of banks these deposits should be replaced by debenture 
capital as soon as possible. 

7. Both in connection with the above conversion operations and the 
further issue of shares and debentures for extensions and improvements, such 
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of the existing commercial banks as are well established, and carry on their 
ordinary banking business on the safest and soundest lines, might with some 
advantage to the industries follow, as far as possible, the German system. 
Under this system, in addition to the ordinary banking business which is 
decidedly the most important department of the German bonk, there is a 
department for industrial and similar finance with a limited share of the 
bank’s own resources for carrying on financial transactions arising from 
time to tune in its relations with industrial and similar joint stock com¬ 
panies. The German banks through these departments make share and 
debenture issues for their customers either separately or by forming syndi¬ 
cates, but they depend in all cases on early sale in the capital market of 
the share of the issues they have taken over. The amount invested for 
industrial concerns in such stock transactions is kepi in conservative rela¬ 
tion to the share capital and reserves of the banks and while it remains 
more or less stable in the aggregate, its composition s changing as quickly 
os market conditions will allow. 

8. It is possible that the Imperial Bank, as soon as the Heserve Bank 
comes into being, may make a start in the above direction and give a lead. 
The bulk of the joint stock banks in India are at present not ready for this 
activity and even the larger ones can only cultivate it slowly, with great 
caution and preferably under strong guidance as participants in strong 
syndicates. 

9. The system of Managing Agents in India occupies an important place 
in the organisation of industries. We consider that an attempt should be 
made to make industrial enterprises in India less dependent on this system 
for future development. The establishment of direct friendly relations 
between industrial companies and commercial banks is desirable especially 
in view of the capital demands that are likely to arise in connection with 
mergers and reconstructions following the present economic crisis. 

10. The appointment of Advisory Committees in banks by the Board of 
Directors is very useful and desirable. 

11. (a) As an exception to what is said in (1) above, a Provincial Gov¬ 
ernment may, in the discharge of its responsibilities ::or the development of 
industries within its territories, find it necessary to ensure the supply of 
financial facilities to industrial concerns and in such eases we recommend 
the establishment of a Provincial Industrial Corporation working with capital 
initially or permanently supplied by the Provincial Government. We note 
that five of the Provincial Banking Enquiry Committees have recommended 
the establishment of such institutions, and have referred to particular types 
of industries which need financial assistance. Our proposals will cover the 
case of such industries, though they will not be necessarily restricted to 
them. 

This recommendation assumes that the development of industries within 
their territories will be one of the functions which will vest in the Provin¬ 
cial Government under the constitution and that there will be no undue 
interference with their borrowing powers from a central authority. 

(b) Government should take such portion of the share capital of the 
Corporation as cannot be raised by public subscription. 

(c) The share capital may be supplemented by debenture capital not 
exceeding twice the amount of the share capital a 1 ; the outset. There 
should be no difficulty in raising this proportion of debenture capital if 
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the investments of the Corporation are sound. In order to attract invest¬ 
ment in such debentures, if it is found necessary by Government to offer 
a guarantee of interest on the debentures, Government may give limited 
.guarantee, e.g., limited to the first issue of debentures, or limited to a certain 
period of currency of the debenture issue. 

(d) Government may, if necessary, purchase a portion of the deben¬ 
tures until a regular market has been created for these debentures. 

(e) The industrial Corporation may secure additional resources by taking 
long term deposits from the public, but an immediate beginning in this 
direction with deposits for less than 2 years is undesirable, as that might 
-create competition with existing joint stock banks. When long term deposits 
are taken, the money thus acquired should be lent out for the same period 
as that of the deposits. 

(/) In cases where Government subscribes to the share or debenture 
capital of the industrial corporation or guarantees interest on its debentures, 
it should be entitled to be represented on the Board of Directors during 
the continuance of such interest in, and liability for, the concern. 

(g) Should the Provincial Government so desire, the Government Direc¬ 
tor will be entitled to ask for a reference to the Government if he does not 
agree with the views of the majority in regard to important matters like 
increase or reduction of capital, granting of loans in any particular cases 
and appointment of chief officials. 

(h) The Committee recommend that bye-laws should be framed by the 
Corporation defining the conditions under which financial facilities may be 
granted by it to industrial concerns. When Government has an interest in 
the Corporation, such bye-laws will require the sanction of Government. 

12. When in a province an Industrial Corporation has been established 
on the lines contemplated in (11) above, Government assistance in regard 
to capital under the State Aid to Industries Act should be given through 
that Corporation. 

13. There are, and will be, certain industries mostly of a national or 
important character, the development of which will fall within the func¬ 
tions of the Federal or the Central Government and not of Provincial 
Governments. Further, Provincial Government may themselves seek in 
certain other cases the formation of an All-India Bank to secure, proper 
liaison in the matter of finance and a direct connection with the large 
spending departments of the Central Government, as well as direct co¬ 
relation for the industries as a whole with railway rates, customs, stores 
purchase and other policies of the Central Government. As the Central 
Government will have no territory of their own and as the collective benefit 
from the All-India Corporation will flow 7 back to the Provinces, the general 
economic considerations leading to the establishment of such an All-India 
institution may find strength from the support of the Provincial Govern¬ 
ments. There must, therefore, be cases in which the vehicle of giving 
the financial aid should preferably be an All-India Industrial Corporation. 
We should like it to be clearly understood that our recommendations do 
not rule out the formation of such an institution, when its need is estab¬ 
lished to the satisfaction of the Federal or the Central Legislature. 

14. Small industries and some cottage industries should be developed 
with the aid of co-operative banks. It is not necessary for the co-operativo 
banks to have industrial or technical advisers on their permanent staff. A 
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manager witn ordinary common-sense should be able to carry on and there 
should be no diffieuly in securing valuable advice and guidance from the 
people in charge of large-scale industries without any cost. German experi¬ 
ence in this field is worth studying and this might be done by deputing men 
to go and study the problem on the spot, as it is not possible to lay down 
general principles in the case of small industries as in the case of large 
industries. Government assistance should be given in connection with 
propaganda and education and there is no objection to Government provid¬ 
ing funds if the movement grows on a large see.le and there is an actual 
lack of funds. 

(This portion may require amendment as a result of later discussions 
with Dr. Friederich). 

15. The hardship caused to industry by the seasonal rise in the Imperial 
Bank of India rate and the remedy therefor, as also the establishment of 
investment trusts, are dealt with in the section on the Money Market. 
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Chairman: I propose to take first, Mr. Cassels, the provisional conclu¬ 
sions that we have arrived at on the subject of “Financial Requirements 
of Industries’’. Have you any observations to make on our paper? 

Mr. Cassels : With item No. (1) of the conclusions, we are in agree¬ 
ment and have no suggestions to offer. With regard to item (2) we sug¬ 
gest the substitution of the word “sound” instead of “ideal” and in the 
third line of the same item the substitution of the word “normal” for 
“.minimum”. Otherwise, we have no remarks to offer. In item (8), in 
our opinion, it is better to put in the words “short term” instead of 
“their” in the first line and to alter the last sentence in the same item as 
follows:—“Industrial concerns in India may be expected to have some of 
the working capital supplied by commercial banks as a temporary measure 
if adequate security is offered”. 

Chairman : I should think that this last change which you suggest is 
more fundamental. If members have any questions to put on this point 
they are at liberty to do so. 

Mr. Manu Subedar: I want to know, Sir, what is it that we are doing. 
1 do not understand the procedure. » 

Chairman: As for the procedure it is quite simple. These gentlemen- 
are making observations on our paper, Whether, in view of these ob¬ 
servations, we will make any changes in the paper or not is a matter for 
us to decide in the Committee. Because they propose to make some funda¬ 
mental changes in our paper, I asked the members whether they had any 
questions to ask of them. 

Mr. Ramda s Pantulu: Is not changing “minimum” into “normal” 
fundamental ? 

Chairman: I agree it is. You are at perfect liberty to ask them any 
questions that you desire. 

Mr. Manu Subedar: Can’t we agree to differ from their suggestions? 

Chairman: You may if you choose. We all agree to differ. If any 
member wants to discuss these matters he may certainly do so. 

Dr. Trip : Are we to understand that after you have considered the 
changes that we propose, you will make up your mind and tell us whether 
or not you can agree to the changes we propose. On that basis we can 
make up our mind whether we have to write our own Report or not. 

Chairman: That is the precise position. 

Mr. Ramdas Pantulu : I think we have obtained the views of the ex¬ 
perts completely on all these points and I think we will only be wasting 
our time if we go through them again. 

Chairman: I began with this paper because this is the most simple 
paper on which the Committee had arrived at practically unanimous 
conclusions. 

Mr. Manu Subedar: I do not see any need to change the conclusions 
arrived at. 

Mr. Rushforth : Would you kindly explain why you want to change the 
word “minimum” into “normal”? 

Mr. Cassels : “Normal” as distinct from “minimum” means the 
amount of working capital that the company will normally require. We 
think it is a better phrase. 
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Chairman-. Would not minimum be a better word? One can certainly 
know what the minimum is going to be, but it might be difficult to define 
what normal requirements are. 

Dr. Trip: It may be only a question of words. You can always find, 
in my opinion, the normal level of the working capital. During the busy 
season a concern may want to have a larger amount of working capital 
when they may have to resort to the commercial banks for their require¬ 
ments. If you agree to this conception of the minimum, then we have 
no objection to your calling it in whatever term you like. It is only 
the question of what they require the whole year round. What they re¬ 
el u ire over that during the busy season, they cun a'ways borrow from the 
banks. 

Mr. Lamonil: There is no reason why eompan.es should not borrow 
permanently. The bank could restrict its credit in normal times. 

Dr. Trip: But that is a dangerous position to take. 

Mr. Lam on d: It is quite a sound proposition from the bank’s point of 
view'. I do not know whether it is an ideal from the company’s point of 
view. 

Chairman : If adequate securities are. offered to hanks by industrial 
concerns, I do not see why hanks should restrict their credit and I am 
pretty sure if we turn up our discussions with l)r Jeidels, we will find 
that in Germany the same arrangement exists. 

Lala Harhiflint Lai : Cases arise, e.ff., in sugar for the last 5 years. 
The price has been dropping continuously. Therefore the margin of work¬ 
ing capital in a particular mill might disappear. 

Dr. Trip: That is quite right. Banks can only give, a part of the 
sale value of the security and therefore you never can expect the bank to 
give more. 

Chairman: The w'hole working capital does not necessarily mean the 
whole value of the securities. If I may say so. if a particular concern 
can produce adequate security for the w'hole of its w'orking capital what 
is the objection to getting its whole capital in thao way? Lalaji’s point 
is that a concern may not ho in a position to provide full liquid security. 
If it cannot produce security for the whole of its working capital it 
will not get that credit but if it is in a position to provide adequate 
security for its full working capital, where is the danger to the industrial 
concern or the bank to take and give credit as much as is required? 

Dr. Trip : There is this danger to the bank. If the price of the com¬ 
modity falls, then there will be difficulty. 

Chairman: The bank can always ask for additional security under 
such circumstances. 

Dr. Trip: Our principal objection is against the last sentence under 
item (3) where it is said that the whole of the working capital should be 
provided by the bank. 

Lain Tfarhislten Lai: Tt can lend on debentures. 

Chairman: You are referring to commercial baiks. 

Lala Harkishen Lai: So far as Mr. Lamond’s remarks go, as long as 
the security is there and new goods come in and old goods go out, the 
banks would not hesitate to give advances. There are, however, cases when 
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although there was ample security, banks have recalled the loan. One 
hears these things from Madras to Kashmir. Historically, it has not been 
dene in the past. We are going to mend. Very likely the banking atti¬ 
tude will also improve or change. } 

Mr. Cossets : It is a danger, of course, to the bank and to the borrower 
if the whole working capital is supplied by the banker. Where is the 
liquid cover to come from if there is no working capital? 

Lala Harkishen Lai: Banks do not, as a rule, treat coal and stores as 
cover, but sometimes they do. Tt depends on what information they are 
able to get. 

Mr. Lamond: Take the case of a cotton mill in Bombay. Ordinarily 
a cotton mill finances its stock in process, stoves, coal, and things like 
that. It has 30 to 40 per cent, margin on its stocks which are moving; 
cotton comes in, and stocks go out. and the mill always requires money 
for that purpose. It will be more than the minimum, and I do not see 
any objection to that. 

Dry Trip: We do not see any objection. 

Mr. Lamond: Before the cotton is produced the mill will have to 
supply the margin from stocks which it holds for sale. 

Mr. Cassels: That is not the proposition here. 

Dr. Trip: It is a question of wording. We can come to an agreement 
if It reads "But industrial concerns in India may reasonably be expected 
to have such a part of the working capital supplied by commercial banks 
as they can offer adequate liquid securities. 

Lala Harkishen Lai: If you say ‘adequate liquid security margin’ it 
should be all right. 

Chairman : We discussed the word ‘margin’ and we decided on the 
advice of the expert bankers to use the word ‘security’. 

Mr. Lamond: ‘Security’ includes ‘margin*. 

Dr. Trip: It is so in banking parlance. 

Chairman: We are a bunking committee and we have to make use of 
expressions as understood in the hanking world. 

Dr. Trip: Your report will be read by others. 

Chairman: At the present moment we are concerned with bankers. 
Experts are bankers, and here we have got many bankers, and every word 
used here is intended in a hanking sense. 

Lala Harkishen Lai: In Indian banking sense. 

Mr. Currie: The report and conclusions will also be read by the trader, 
and if he reads that the whole of the working capital can he got by pro¬ 
ducing adequate security, we fear that he will misunderstand it. 

Chairman: If he is an Indian trader and knows the security which 
banks in India ask for, why should he misunderstand it?. It may be that 
tbe trader in England or in America may misunderstand it. 

Mr Currie: He will say, ‘Here is the report of the Banking Com¬ 
mittee. Why don’t you do as they suggest?’ 

Chairman: The banker will say, "You do not produce ‘adequate’ secu¬ 
rity.” 
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Lala Harkishen Lai: Things of that kind can happen in connection 
with our memorandum of association. In certain cases it states that the 
bank will buy shares and Government paper for its clientele. Some 
people write to us, ‘Why don’t you buy your own shares; you have stated 
so and so in your memorandum.’ There is no difficulty. Generally the 
ordinary meanings are really those on which people work. 

Mr. CasBels: My experience of that expression is usually this. A 
loan is arranged on liquid security with a margin. The margin may be 
10 per cent., 20 per cent., 25 per cent., or 30 per cent., depending on the 
ciass of goods. 

Chairman: Is not that covered by “adequate security/.’’’ Who will 
decide what is adequate security? Surely the authority that grunts the 
loan. We discussed this very fully, and the words ‘adequate security’ 
were used because I was told by the bankers that it would cover every¬ 
thing. The person who has got to decide the adequacy of security is the 
banker. 

Mr. Ca88el8: “Adequate” might refer to the “class’’ and not to the 
"amount” of security. 

Chairman : It means everything: adequate means ‘adequate security 
for the transaction’. 

Mr. Lamond: Security acceptable to the bank. 

Mr. Ramdas Pantulu: The banker is tbe sole judge. 

Dr. Trip: It is quite true. But the trader says ‘it it is left fully to 
the bank to decide what I can reasonably expect, what is the good to me? 
I must have a voice in the question whether or not I offer adequate 
security’. If you will leave it as it is, they will have a stronger basis 
for their claim against the bank to the extent they can supply what they 
think adequate security. 

Lala Harkishen Lai : Are we really now prescribing a charter of liberty 
for the trader? 

Chairman: Who is to decide whether the security is adequate or not? 
In some cases in India banks do not object to accepting other forms of 
security; even the Imperial Bank, I know, has given advances on what 
is known as personal security. The interpreter of “adequate security” 
w surely the banker even if, according to your formula, the trader get® 
what you call working capital to the extent to which he can provide ade¬ 
quate liquid security. Even where the security is adequate, advances may 
be made to one party and not to another. We have been told that in that 
matter discrimination is made in favour of Europeans as against Indians. 
Therefore, we wanted to lay down a general proposition, but all the same 
lihe adequacy of the security can only be decided by the tanker. 

Dr. Trip: We have two objections. We have objection to the words 
'whole working capital,” and to the words “adequate security.” Eor 
nsfance if a lirm has a large amount of Government securities and not 
i penny of their own for working capital and they want to get the whole 
raking capital on the basis of the Government securities, do you think 
hat it will be a desirable situation to give, year after year on tbe basis of 
hese securities, tbe whole working capital to such a concern. 

Chairman: The Imperial Bank which is the most conservative is bound 
> give loans on Government securities from month lo month and from 
ear to year. 


2 a 2 



Mr. Lamond : There was a concern with a big portion of its working 
capital invested in Government paper, and wheu they wanted money to- 
start they applied with Government paper for the advances they required. 

Dr. Trip: But it was not the whole of the working capital. 

Lala Ilarkishen Lai : One hears from time to time from England that 
such and such a mill is in the hands of receivers. Even to-day I was 
negotiating for certain machinery. As soon as the prices were nearly 
settled there came a telegram that the factory is in the hands of a re¬ 
ceiver at the instance of a bank, and I am stuck up there. Evidently the 
bank in London advanced money which could not he realised from liquid 
assets. ' 

Dr. Trip : If the concern is already in a difficult position the bank may 
go further. They have to consider what is best for their own position. 
But this rule that you want ns to accept is intended for normal circum¬ 
stances. ' 

Chairman : The hank decides what is adequate security. We do not 
want in any way to fetter the discretion of the management. As I said 
at the beginning, the conclusions recorded in thiB paper were absolutely 
unanimous. 

Dr. Trip: 1 feel that some confusion will arise when this conclusion is 
made public. It will lead to something apart from what your real opinion 
is, because we ourselves experienced the same difficulty. 

Mr. Carrie: We only want to provide against any misunderstanding. 
A man, for instance, may start a factory with insufficient, capital on the 
assumption that he is going to get the whole of his working capital from 
his bank. He may then in ali good faith go to his banker and say, *1 
reasonably expect you will supply my whole working capital, and I have 
got no more money*. In that case he will be entirely unable to start 
work although he has provided the whole of his block capital. 

Chairman: That misapprehension could only arise if the words “ade¬ 
quate security” were not there. If he goes to the banker and says, ‘I 
have got no security to offer you, but I reasonably expect you to supply me 
my working capital’, he would obviously be out of court. But if, for 
example, he has raised a certain amount of money with which be could 
start his concern, and own what even a bank would consider adequate 
security, then of course ho will reasonably be entitled to start business and 
expect advances from the bank. 1 

Mr. Currie : If he was not such a clever man, he might sav, ‘Here Is 
toy factory, this surely is adequate security*. 

Chairman: If he is not a clever man he ought not to run a factory. 
Anything we write cannot be made fool-proof. We are writing in such a 
way that it will, so to say. appeal to the ordinary businessman. If a 
man has got no security to offer, and if he still expects that he can get his 
working capital from the bank, we cannot help him. 

Dr. Trip: Then we must reserve to say wlmf we mean by these words. 

Chairman: We will proceed further. 

Mr. Casseli): No. 8. We do not agree with the last sentence. 

Chairman: We have taken note of it. 
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Mr. Casseli : No. 

4. 

No comments. 

No. 

5. 

We agree. 

No. 

6. 

We agree. 

No. 

7. 

We agree. 

No. 

8. 

We agree. 

No. 

9. 

No remarks. 

No. 

10. 

All right. 


Mr. Currie : For No. 11, I propose tlie following: — 

"As rtii exception to wiiat is written in (li nntl in order to expedite 
development a provincial Government may deem it expedient 
to form an Industrial Corporation. This corporation should 
in the main confine itself to financing works of a public 
utility nature. It may, however, do pioneer work in assist¬ 
ing by finance the development of mineral resources or the 
starting of an industry which doet. not at present exist in 
India. As it is anticipated that such a corporation could only 
be started if the provincial Government were to find a large 
proportion of the capital, the corporation should not finance 
any concern which would come into competition with an 
existing industry in India. If such a co-operation is to be 
real success it must confine its business to financing con¬ 
cerns of an important size and not too varied a nature. It 
must he managed and directed by businessmen, although 
some of these may be appointed by Government, and it must 
find its funds from capital and debentures, a proportion of 
2 to 1 for debentures should not be exceeded. 

If the provincial Government find the ca pital there should be no 
question of its guaranteeing the debentures. 

Chairman : We will take a note of that. There is not the slightest 
possibility of our accepting that advice. This wts discussed -very fully. 

Dr. Trip: May I ask a question for my info -mat ion? On page 3 you 
say: This recommendation assumes that the development of industries 
within their territories will be one of the functions which will vest in the pro¬ 
vincial Governments under the constitution and that there will be no undue 
interference with their borrowing powers from \ central authority”. So 
you are of opinion that the provincial Governments will be free to enter 
the money market and borrow on their own account. 

Chairman : No. It does not follow. They may take a loaD from the 
Central Government. All it means is that there will be no undue inter¬ 
ference, if the provinces want- a certain sum of money and can provide for 
the service of the loan in its own budget. It can take the money from 
the Central "Rank or raise a loan in the open market. These methods 
are open to it now. The only stress here is on undue interference. 

Dr. Trip: Tt does not mean a fundamental change in the pre¬ 
sent practice? 
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Chairman: Practically none. We pot it in because Lala Harkishen 
Lai mentioned an instance of such interference when he was Minister for 
Industries in the Punjab. 

Mr. Ramdas Pantulu: Please refer to item 11 (<?). The period must 
not be longer than the period of deposits. 

Chairman : Yes. 

Dr. Hifder: Mr. Cassels. in (e) we talk of industrial corporations getting 
deposits. I ask you whether this recommendation in any way conflicts 
with recommendation No. 6. 

Chairman : We might discuss this in the committee. Tf you had put 
that question to me, I would have pointed out that there is no conflict. 

Dr. Trip: We are of the same opinion. 

Dr. Trip : Paragraph 13. If our amendment on paragraph 11 were 
adopted, this paragraph should he changed accordingly. Apart from that, 
J should like to ask a question. Would it not be advisable, or in any 
case conceivable, that provincial Governments may seek the influence of 
an All-India Bank not only to secure liaison in the matter of finance, etc., 
hut also to achieve a kind of co-ordination among provincial institutions? 
I suppose they can do that of their own free will, and apart from this liaison, 
they might think it advisable to have a central body in order to come to 
co-ordination whilst remaining free according to their own constitutional 
rights. 

Chairman: I myself started that suggestion, but the Vice-Chairman 
pointed out that it would not be workable, and I withdrew my suggestion. 
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COMMERCIAL BANKING. 

Provisional conclusions arrived at by the Indian Central Banking Enquiry 

Committee. 

1. The figures of deposits for ten years from 1919 to 1928 with the 
various classes of banks are as under: — 


(In crores of rupees.) 


Imperial 

— — i Bank of 

India. 

1 

Exchange 

Banks. 

1 

Joint 

Stock 

Banks. 

1910 





. 

. 

. ! 68 

74 

61 








. j 78 

75 

73 

1921 



• 




.: 66 

1 

75 

80 

1922 



• 




. ! 37 

73 

65 

1923 

V 


• 


• 


. } 74 

68 

48 

1924 

• 


• 


« 

Mfi 

•; 77 

71 

55 

1926 

• 


• 


• 

• 

. ; , 78 

71 

58 

1926 

• 


« 


• 

• 

Sw 74 

72 

63 

1927 

• 


• 


• 

• 

Uife 

89 

64 

1928 

• 


• 


• 


. i 71 

1 

71 

66 


It is not correct to infer from these figures that the banking resources of 
India are limited, for, one has to take into account the following factors:— 

(a) The number of principal towns which possess a bank or a branch 
or agency of a bank was only 339 in 1928. It has to be remem¬ 
bered that the number of towns in India is about 2,300. It 
is true that the investigations of the Provincial Banking 
Enquiry Committees indicate that there is little hoarded 
wealth in the country held in precious metals other than invest¬ 
ments in ornaments and jewellery. But it is obvious that the 
absence of banking facilities at most of the urban centres must 
result in the temporary locking up wiih individual possessors 
of large sums of money which may be required for expenditure 
later but which, if commercial banks were in existence at such 
centres, would be made available for the development of 
credit facilities, particularly to meet seasonal requirements. 
We have not overlooked in this connection the existence of 
indigenous bankers, but it appears from the reports of the Pro¬ 
vincial Banking Enquiry Committees that it is not the universal 
practice of these bankers at all places in India, to acbept 
deposits from the public. Considering the fact that the vast 
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bulk of the people live not in towns but in villages, the absence 
of banking facilities to the people at large becomes all the 
more noticeable. 

(5) The deposits with co-operative central banks and banking unions 
on the 30lh June 1930 were Rs. 18£ crores. Further, in spite 
of various restrictions on investments in the postal savings 
banks and post office cash certificates, the figures of these 
accounts increased from Rs. 27 crores in 1921-22 to Rs. 72 
crores in 1929-30. These facts together with the increase in 
Government borrowings by short term loans and treasury bills, 
at any rate, during the last few years, indicate the existence 
of potential hanking resources in India. 

(c) Although no accurate figures of export, of capital from India are 

available, it is generally accepted that the resources which 
would ordinarily have remained in India have in recent years 
a tendency to he remil ted abroad, and this would partly affect 
bank deposits. 

(d) The duplication of deposits is very much less at present than 

before, balances of Exchange Ranks and joint stock banks with 
other banks and interlending among banks being very much 
less than 10 years ago. The. deposit figures of 1928 would, 
if these balances were excluded throughout the decennium, 
show a larger increase during the ten year period than is 
apparent. 

(e) The last years of the decennium were years of trade depression 

while the earlier years were of the boom period. A statistical 
comparison of the mere figures of total deposits therefore does 
not convey a tine idea of the position. \Ve may note in this 
connection the, corresponding figures of deposits with the 
various classes of banks mentioned above for the years 1900 
and 1910. 

(In crores of rupees.) 


Year. 


1900 . 

1910 


Imperial 

Hank. 

(Three 

i Presidency 
j Hanks.) 


13 


Exchange 

Hanks, 


; Joint stock 
Banks. 

, (With capital 
and reserves 
• of Rs. 5 lakhs 
. and 
ovor.) 


10 | 8 

25 j 26 


(j) It may be noted that the capital of indigenous bankers and 
their deposits are not included in the table at the beginning of 
this paragraph as the figures are not available. 


2. It will be a long time before India is provided with a net-work of 
branches of joint stock banks. Partly for this reason and partly to utilise 
the valuable knowledge and resources'of the indigenous bankers, it is neces¬ 
sary to link up the latter with the Reserve Bank and thus strengthen their 
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present position and increase their ability particularly for the purpose of 
providing banking facilities in areas, where tbere is no bank at present, and 
to classes of population whose requirements are not generally catered for 
by the joint stock or co-operative banks. The exact method of linking the 
indigenous bankers with the Reserve Bank is dealt with separately. 

3. It is not advisable in the larger interests of the country to restrict in. 
any way the branch activities of the banks in India, even though it may 
result in over-banking in certain up-country places and in weaker banks, 
under the stress of competition, ofiering higher rates for deposits and 
accordingly giving loans at higher rates and increased risk. The question of 
imposing any restrictions on the opening of new branches by existing ex¬ 
change banks and of requiring banks in general to take out licenses is dealt 
with separately. 

4. The position of the Imperial Bank of India, as the bankers of Govern¬ 
ment, gives it an advantage over the Indian joint stock banks, but the com¬ 
petition between these is not at present dangerous, though certain witnesses 
have drawn the attention of the Committee to the fact that the competition 
is keenly felt. There is no competition at present in regard to borrowing 
rates and that in regard to lending rates is beneficial to the public. The 
question whether any special restrictions should be imposed on the opera¬ 
tions of the exchange banks is examined separately. 

5. If banks could not open full-fledged branches as not being warranted 
by the business expected, we recommend for their consideration that they 
should open sub-agencies which might develop into branches later. 

6. No obstacles should be put in the way of mergers among smaller 
joint stock banks by stamp duties or taxation, and any existing obstacles 
in this direction should be removed. For example, if an amalgamated bank 
comes under the super-tax law, while the old individual banks were free, 
an exemption from super-tax for a limited period is recommended. 

7. The question of the control to be imposed on a bank securing a majority 
ownership of another bank’s shares will be considered in the section on 
Regulation of Banking. 

8. The practice, which joint stock banks and the Imperial Bank are cul¬ 
tivating, of giving loans against gold ornaments is of two-fold benefit to the 
country; it introduces banking facilities for borrowing and saving to classes 
of people unaccustomed to the use of banks and it saves these classes of the 
population from the high rates of the moneylender. 

9. The extension of banking facilities for borrowing and saving will be 
facilitated by the use of vernacular scripts in the various fields of banking. 
The main scripts are 13 as noted below and each province would need 2 to 
4 scripts to be recognised: — 

1.'Assamese; 2. Bengalee; 3. Burmese; 4. Devnagri; 5. Gujerati; 
6. Gurmukhi; 7. Kanarese; 8. Malayalam; 9. Modi; 10. Sindhi; 11. Tamil; 
12. Telugu; 13. Urdu. 

10. The relations between commercial banks and industries and the 
possibility of developing such relations on the lines of the German System- 
are dealt with in a separate memorandum dealing with the financial re¬ 
quirements of industries. 



11. 'Existing commercial banks have invested a relatively large propor¬ 
tion of their resources in Government securities as compared with bills, 
but the position should improve with the passing of the present trade depres¬ 
sion, the creation of a Reserve Bank and the development of a Bill Market 
in India. 

12. Bank advances fall under three classes (i) advances against tangible 
And saleable security lodged or pledged with the lender; (ii) clean advances 
against personal credit with a second signature to the pro-note; (iii) clean 
■advances against the personal credit of the borrower only. 

In India advances are mostly' of classes (i) and (ii) while in western 
■countries with highly developed banking systems, advances of class (iii) 
occupy an important place. The difference between the position of India 
and such other countries is due to various reasons. The principal reason 
is the tradition established by the old Presidency Banks and later followed 
by the Imperial Bank of India, based on the restrictions imposed upon them 
under the Acts governing their operations. This tradition has been followed 
by other joint stock banks and has been reinforced by the provisions of the 
Indian Companies Act, which demands a statement of loans under a separate 
-classification showing secured and unsecured advances. The granting of un¬ 
secured loans on properly appraised credit, instead of being regarded as 
perfection of banking, is actually regarded by the shareholders as making 
for lack of safety for the bank and evidence of unsound banking. 

The other reasons are : 

(a) the absence of touch and the lack of knowledge resulting there¬ 

from between borrowers and lenders in the pricipal money 
market centres; 

( b ) absence of the policy of ‘one man, one bank’ which obtains in 

western countries; 

■ (c) the practice in India has been materially assisted by, and has in 
its turn fostered, the Managing Agency system; 

(d) absence of institutions like ‘Seyds’ and ‘Duns’ for supplying 
information about the financial standing of the banks’ cus¬ 
tomers. 

13. We consider that banks in India generally should adopt a more pro¬ 
gressive policy in the matter of granting clean advances on the personal 
credit of borrowers only. In our opinion the change will be facilitated by 
the growth of the practice ‘One man, one bank’. 

14. We understand that individual banks at present maintain agencies 
for obtaining information in regard to their customers. The problem of 
pooling this information and organising some system of collecting reliable 
information suited to the needs of Indian customers and conforming, as 
much as possible, to Indian custom should be studied by the banks and 
the Bankers’ Association proposed by us. 

15. In order to open up the field of banking, any existing legal hindrances 
ought to be examined and removed if possible. Please see in this connec¬ 
tion the chapter on ‘Legislation and Legal Procedure' in the summary of 
Provincial Banking Enquiry Committees’ Reports. 

16. The system of bank acceptance, which widens the banking facilities 
■offered by commercial banks, especially for purposes where cheap and regu¬ 
lar three months’ credit is desirable, does not obtain in India. The intro¬ 
duction of the system depends for its success on the creation of a discount 
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market and a Reserve Bank, as. a bank giving its acceptances wants, its 
acceptances to be readily negotiable and to have a Central Banking Institu¬ 
tion which will be ready in the last resort to discount such acceptances and 
thus protect the acceptance market and the prestige of the banks giving their 
names to the acceptances in that market. 

17. There is no co-operation between banks doing commercial business 
in India (including indigenous bankers) which could improve the standard, 
eliminate the element of weakness, and foster the combination of smaller 
banks to larger units. An association of all such banks should be formed 
as early as possible to render such co-operation possible and to represent 
the interest of such banks at large to other institutions including the future 
Reserve Bank and the Government. 

18. The suggestion that Postal Savings Bank should permit deposits 
being withdrawn by cheques will be separately considered but the develop¬ 
ment of any other banking business by these Savings Banks is not recom¬ 
mended at this stage, as it would make it more, difficult and less attractive 
for joint stock banks to open branches at suitable places. It would also 
interfere with the desirable development of the indigenous bankers an& of 
Co-operative banks. 
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Md. Cassels: We have no principal objection to clauBe, 1 (a), but 
I should like to know the definition of the word ‘town*. What is the mini¬ 
mum population for a town? 

Chairman : A town is defined in the Census Eeports. It is one which 
has a population of 5,000 or more. 

Mr. Casseh : It is stated here that “the number of principal towns which 
possess a bank or a branch or agency of a bank was only 389 in 1926”. It 
would be useful to us to know what the figure was five years previously. 

Chairman: The previous figure was 195. I shall let you know the year. 

Dr. Trip : To give a full picture it would be useful to mention the in¬ 
crease in the number of branches of commercial banks during the last ten 
years. We have the impression that, the increase was considerable during 
a short period. 

Chairman : The period is probably something like 8 or 9 years, and the 
figure includes the 100 branches opened by the Imperial Bank of India. 
These points were mentioned to Dr. Jeidels in the course of our discussion. 

Dr. Trip: In the last sentence of this paragraph you say “considering 
the fact that the vast bulk of the people live not in towns but in villages, 
the absence of banking facilities to the people at large becomes all the more 
noticeable”. It may, of course, be that banking facilities are lacking for 
these people, but do you not think it is practically a question more of the 
structure of the country than of the spread of banking facilities? I do not 
know your intention in putting in this sentence, but one could read in it 
a kind of criticism against commercial banks in this country. We do not 
say that there is no possibility of development of commercial banks in 
this country, but we want to stress the point that under present conditions 
the banking facilities offered by commercial banks are all that can be ex¬ 
pected. 

Chairman : As it is, we do not agree with that conclusion. That is why 
this paragraph has been put in. 

Dr. Trip : T like to bring out whether it is a question of dissent or any¬ 
thing else. 

Chairman: It is not correct to infer from the figures given that the 
banking resources of India are limite'd. 

Dr. Trip: Then I draw the conclusion that your Committee is of opinion 
that, at the preseut state of development of the country, there can be more 
branches of commercial banks than there are. 

Chairman: Yes. 

Dr. Trip: The last sentonce of paragraph 1 (b) reads: — 

“These facts together with the increase in Government borrowings 
by short form loans and treasury bills, at any rate during the 
last few years, indicate the existence of potential banking re¬ 
sources in India”. 

The question is whether these Government securities and treasury bills 
are taken by the banks or not. If they are taken by the banks out of their 
deposits, the factor is the same. You pointed out that the deposits have 
increased and then you say there were large Government borrowings. If 
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these Government borrowings are financed by banks out of the deposits, 
then it is the same factor. 

Chairman: l (It) is based on the figures .1919 to 19*28. There has 
been no increase in the aggregate deposits of bai ks. This is put in as 
show ing that these figures alone cannot lie made the basis of conclusion. 
What you say really comes in there, that is, large sums of money have 
been withdrawn through these sbort-lerm borrowings and treasury bills of 
Government. 

Dr. Trip : That would imply that the public keep these Government 
treasury bills and securities. I was always under the impression that the 
largest part of the Government securities was held by the bunks them¬ 
selves. No deposits would then have been withdrawn by the public from 
the banks, in order to take these Government securities. We have no 
objection to the sentence as it is, but if our impression that these Govern¬ 
ment securities are financed largely by the banks is correct, then the banks 
get it out of their deposits and this is not a factor apart. 

-Vfr. Lumond : That is so, as far as Government deposits are concerned. 
In the last few years Indian States have invested large sums in Govern¬ 
ment securities. 

Dr. Trip : In para. 2 it is said: “It will be a long time before India is 
provided with a net-work of branches of joint stock banks”. We quite 
agree with that statement, but I see some contradiction between that sen¬ 
tence and a preceding one where you gave the opinion that there should 
be more branches of joint stock banks in the country under present circum¬ 
stances. 

Chairman : 1s there a contradiction? Our first pioposition was that India 
does still want a large number of branch banks. Then we sav, yes, that is 
what we want, but it will be a long time before that, position can be 
•secured. 

Dr. Trip : You recognize, that there is no practical possibility of these 
branches coming in a short time. I leave it to yon to consider. There is 
no objection on our part, but if there is a contradiction it might be con¬ 
sidered. 

Mr. Manu Subedur : I differ from this recommendation and I hope it 
will not be adopted. 

Chairman : Mr. Subedar thinks that it will not be a long time before 
branches of joint stock banks are established; be thinks it can be done 
quickly. 

Dr. Trip: In para. 7 I should like the words “the question whether 
control should be imposed” substituted for the words “the question of 
the control to be imposed”. 

Chairman: I do not think there can be any objection to that. 

Dr. Trip: As regards para. 12 we are of opinion that the words 
“perfection of banking” are too strong in the sentence “the granting of 
unsecured loans on properly appraised credit, instead of being regarded 
as perfection of banking, is actually regarded by the shareholders as 
making for lack of safety for the bank and evidence of unsound banking”. 
I remember that Dr. Joidels said that it. was iceal banking. It is not 
a question of banking alone, but it refers to the situation of the borrowers 
also. We should prefer to delete the words “instead of being regarded 
as perfection of banking”. 



664 


Chairman: As I understand the discussions in my Committee, this was 
considered to be ideal banking. If you wish to substitute the word ‘ideal’ 
for ‘perfection’, there might not be much objection. As far as I remember, 
I think Dr. Jeidels said that in Germany this was considered to be the 
perfection of banking. If that word ‘perfection’ is too strong, the word 
‘ideal’ might be substituted. 

Mr. Mann Subedar : Mr. McDougali’s paper points out that in Scotland 
farmers get advances on personal security under similar conditions, and it 
points to the same conclusion as is embodied in this paper. 

Chairman : Hero the intention is to say that owing to certain peculiar 
reasons people do not want to give advances on personal credit without any 
security. 1 think Dr. Jeidels told us that the granting of advances on 
personal security was a common arrangement in Germany. He also men¬ 
tioned that that was because there was more development of banking there 
than in India. What Mr. Subedar says is perfectly correct, Mr. McDougall 
in his paper on Co-operative finance has mentioned that point in regard 
to Scotch banks where advances are given only on personal security. 

Dr. Trip: It is certainly done in a large number of countries. We have 
no objection to the word ‘ideal’ being substituted for ‘perfection’. Among 
“the other reasons’", is mentioned “the absence of touch and the lack 
of knowledge resulting therefrom between borrowers and lenders in the 
principal money market centres”. This gives the impression that, if only 
the banks changed their custom, then the touch and the knowledge and 
the confidence would he established. We think that the principal action to 
be taken must come from the borrowei’S. 

Chairman : That matter was very fully discussed in the Committee and 
members of the Committee were very definitely of opinion that it all 
arises from want of touch on the part of the bank. 

Mr. Casaels: I think we have expressed the opinion that it is the duty 
of the borrower to give full information to the banker so that the banker 
may be in a position to give him the credit that he reasonably expects to 
get. 

Chairman: If banks managed by Europeans do not get the information, 
surely it is not because the information is not there, but because they do 
not maintain the touch. There was a good deal of discussion on this point. 
Lala Harkishen Lai, himself a banker running one of the large Indian joint 
stock banks and a member of the Committee, said that he had never been 
faced with that difficulty because he was in close touch with his customers. 
The evidence was not conclusive on that point, some may have said that 
this was the position and others that it was not. 

Mr. Cassets: The impression we gathered was that the Indian merchant 
and trader was very averse to give much information about his affairs and 
that he liked to keep it all to himself. 

Mr. Mamt Subedar: From where did you gather that information? 

Mr. Ca88eU: From everybody in India. 

Mr. Manu Subedar: From which class of informers? 

Mr. Cassels: Merchants, bankers, and brokers. We may be wrong, 
but that is our impression. 
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Dr. Hyder : There are two important points: one is that there are very- 
few people who speak English and even where they do, they cannot explain? 
the details of an account. 

Mr. Lamond: That is not true. 

Sir Hugh Cocke: I think what came out was that there was very defi¬ 
nite difference between purely Indian up-country banking and banking in 
large towns. There is no question that we were told in the course of 
evidence that Indian traders did not, as a rule, produce their balance- 
sheets and accounts to bankers in Presidency towns. Mr. Poehkhanawala 
said that. 

Chairman: That was not established. There are two items, the joint 
stock banks and individual parties. There can be no difficulty regarding 
published balance sheets. Then there are private parties and, as I under¬ 
stood, apparently it is the custom for European banks to send their clerks 
or shroffs. On the whole it is not a very satisfactory way of getting the 
information. 

Mr. Lamond: That is not the custom. 

Chairman: It may not be of the Imperial Bank. Lala Harkishen Lai 
definitely told us that he had found no difficulty and that he had a staff 
of referees and they got him all the information he wanted both in the 
case of joint stock banks and also in the case of private individuals. Natural¬ 
ly the word of a member of the Committee, himself running a very large 
Indian joint stock bank, went a good deal towards the shaping of our 
conclusion. 

Mr. Caa8cls: That is only one experience. 

Mr. Lamond: My own experience in up-country is that you get informa¬ 
tion much easier than you get in Presidency towns. 

Chairman: If the non-production of accounts refers to Presidency towns, 
then it becomes a proposition which prima facie I find it difficult to believe, 
because it is in towns that people are more educated If people in the- 
country do not object to the production of accounts, why the people in 
the towns should object is beyond my comprehension and I fall back again 
on the want of touch. In these small up country stations a Bank Manager 
probably has much more touch with his clientele than he has in the 
big cities. 

Mr. McDougall : Are you faking into account the simple country man- 
as compared with the subtler city man? 

Chairman: We are discussing the honest people. I don’t think there 
is any variation in the subtlety with reference to variation in the distance 
of the locality from the Presidency towns. 

Mr. Subedar : Am I to understand that a city man is likely to be much 
more dishonest and hence not a problem for the banker—is that the idea ? 

Mr. McDougall: Yes. 

Mr. Subedar : From that point of view would you not say that the more 
subtle man in the West would offer an almost impossible problem for your 
b&nkeTs? 

Mr. McDougall : The two cases are not analagous. 

Mr. Ramdas Pantuht: It is a study of psychology. 
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Chairman : I think, Mr. Casseis, you ought to see our point. Again 
•one goes back to that question of discrimination. At these Presidency 
towns, complaints have been made to us, that these European banks do 
not treat their Indian clientele in the same way as they treat their English 
clientele. That complaint has been made to us by Indians doing business 
and occupying very high positions. And on the whole I 
think this was a unanimous conclusion that- this is the best way to 
put it right. 

Dr. Trip : We must understand then that your opinion or the opinion 
of the Committee as a whole, is that if the banks change their custom 
-then the touch and knowledge would be established? 

Chairman: That is what we felt-. 

Dr. Trip: That is, of course, a point that is important for us to know. 

Dr. Hyder : The words are between borrowers and lenders. 

Dr. Trip: Therefore I asked some explanation of what is the meaning 
and now I gather that the meaning is that if only the banks would change 
•customs . . . 

Chairman : II does not wholly mean that; it means that if there was 
better touch, the banker could tell bis client the information which he 
precisely wants. 

Dr. Trip : You think it must be better co-operation—then we agree. 
Point 13 reads "Wo consider that hanks in India generally should adopt a 
more progressive policy in the matter of granting clean advances, on the 
personal credit of borrowers only ...” I do not know- whether that is 
a criticism or not. In one of our papers we stressed this point, but 
mentioned at the same time that we were not prepared at the moment to 
advise banks to change their policy because we were of opinion that 
the basic situation of the country ns a whole does not make it possible for 
the banks to give more personal credit. They should try to do it as far 
as possible, but whether it is possible for the banks to give more personal 
credit without endangering their position, we doubt. 

Sir Hugh Cocke: I think the wording here leaves that fairly open; 
more progressive policy as far as possible that is ns far as circumstances 

•permit. 

Dr. Trip: As far as the position of their bank allows. If that is the 
meaning, we agree. If the banks are generally advised to give more clean 
credits then we hesitate to agree, because we doubt whether the position 
of the country allows that. 

Chairman: We will take a note of that. 

Mr. Ramda& Pantulv: We have some suggestions as to how commer¬ 
cial banks can finance agriculture. 

Chairman : We have said nothing here about commercial banks financ¬ 
ing agriculture because that will arise out of the papers we are discussing 
with Mr. McDougall and Dr. Eriederich. 

Mr. Cvrrie: Please refer to point 17 of this paper. In your paper 
on the regulation of banks you make a remommendation for forming a 
Central Banking Association as an ideal for the indigenous banker to 
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aim at. As regards the portion reading ‘'association ol all such banks 
should be formed”. It is not clear whether an association of all such 
bankers would include indigenous bankers who will not, at present, have 
the facilities of rediscount with the Reserve Bank. If that is not so, 
I feel that these indigenous bankers will be left without any association 
which will help them to modernise their methods. I can come back to 
that on the regulation of banking paper. 

Dr, Trip : We see some contradiction between this recommendation 
and recommendation No. 9, under Regulation of Banking. Here it is 
recommended. “A general association including a'l the banks and all the 

bankers .”, and in the paper on Banking Regulations a Central 

Bankers Association is spoken of, as was proposed by us, including only 
those banks and bankers that have discount facilities with the Reserve 
Bank. But we can come back to that point when we discuss the paper 
on Banking Regulation. 

Chairman: Very well. We will now take the paper on the Money 
Market. 
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MONEY MARKET IN INDIA. 

Provisional conclusions arrived at by the Indian Central Banking Enquire 

Committee. 

1. The existing system of control of currency and credit in India which 
is in the hands of Government and the Imperial Rank of India respectively 
is defective. The Committee are of opinion that the control of currency 
ancl credit in India should be placed, as soon as possible, in the hands 
of a single authority which may be termed the Reserve Bank. 

N.B.—This recommendation has been made on the understanding 
that the Reserve Bank of the right type would be created. 

2. The establishment of a Reserve Bank would, by mobilisation of 
banking reserves in one hand, tend to reduce the charges borne by trade 
for the use of loanable money, other factors remaining the same. 

3. The creation of the Reserve Bank may be expected to remove the 
existing differences in the rates of the indigenous money markets and 
the money markets of the Presidency towns, provided the rediscount and. 
other facilities offered by it become effective and the number of banks and 
indigenous bankers enjoying those facilities are numerous enough for the 
requirements of the country. 

4. It is clear that the borrowings of the Government of India in recent 
years have invited criticism in all quarters both in regard to the amount, 
the time and the terms and in regard to their effect on the general level 
of interest rates to the detriment of trade and industry and of 
the development of banking facilities. Ab it is not a part of the func¬ 
tion of this Committee to enquire into this matter, we abstain from pass¬ 
ing judgment in the matter. The Committee, however, hope, that when 
the Reserve Bank is established, Government would work in close co¬ 
operation with that bank in the matter of their borrowing operations (in¬ 
cluding rates for post office savings banks’ deposits and cash certificates) 
and that in those circumstances there will be no room for adverse criti¬ 
cism of the kind referred to. 

6. The present conception that the seasonal monetary stringency in 
India is inevitable and that this stringency must bring about a wide range 
of interest rates is erroneous and can be traced to the existing defective 
system of control of currency and credit. It will be one of the functions 
of the Reserve Bank, when it is created, to keep sufficient free gold re¬ 
serves at the beginning of the busy' season to snpplv the country with 
the currency needed during flip crop-moving season without the necessity 
of putting up the interest rate solely on this account. The present sys¬ 
tem of issue of emergency currency, under which no issue is possible ex¬ 
cept at varying rates of interest, has contributed to this unsatisfactory- 
state of affairs. With the establishment, of the Reserve Bank, the supply 
of additional currency against proper account will be automatic, and the 
question of penal rates of interest would not arise. 

6. Owing to the absence of a well-developed and extensive bill market- 
in India at "present, it may not be possible for the Reserve Bank to make 
its influence felt without an additional provision enabling it to make loans 
and advances on the security of movable goods, wares and merchandise. 
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besides the warehouse* warrants or warehouse receipts representing the 
same. We recommend that such provision should be made. The Re¬ 
serve Bank need not necessarily avail itself of this provision to a large ex¬ 
tent, but the mere fact of its existence will give it a strong intiueuee on 
the level of interest rates. 

7. The Reserve Rank should not ordinarily compete with commercial 
banks for profit, but the Reserve Bank ought to be in a position to operate 
in the open market and compete with the commercial banks. 

8. As it will take some time before a greater use of bills is made by 
the financial ami business community of India, i. is necessary to extend 
and improve, as far and as soon as possible, tile system of giving credit 
against the seetnitv of movable goods, especially the products of the 
country. Thu will be facilitated by the development of warehouses, 
adapted to the requirements of the various parts of the country. 

9. The following further measures to stimulati the use of bills ought 
to be considered: — 

(a) Stamp duly on bills of exchange sliculd be uniform for all 

parts of India. 

( b ) The published rate of the Reserve Bank should be the discount 

rate tor genuine first class trade bills and the rate for demand 
loan-i against authorised securities should be somewhat 
higher. 

(c) The use uf vernaculars and the standardisation of that use should 

be promoted. 

(</l (.'midiii<>n>» for extension of the bill lm.rket wiii be created by 
raising the standard and improving the banking methods of 
the indigenous bankers, whose knowledge of local conditions 
and of the trade conditions which must form the basis of 
good bills, would enable that community to provide the com¬ 
mercial banks and the Reserve Bank with a gradually grow¬ 
ing number of genuine trade bills. 

10. The published rate of the Reserve Bank should be the minimum 
rate at which it is prepared to buy or rediscount first class trade bills and 
promissory notes of membe’” banks and bankers, t ie Bank having full dis¬ 
cretion in regard to the rates for its open market operations. To sti¬ 
mulate the use of bills the Reserve Bank shot Id use its discretion to 
charge a higher rate for demand loans against aulhorised securities and it 
may find it useful to have a larger margin between these rates at the 
cuicet than will be necessary after the bill market has developed. Should 
the Reserve Bank in the first- few years at any rate find it necessary 
to discount the paper of the public without bank endorsement, it should 
consider whether it should not charge a higher rate of discount to the 
public than that charged to member banks and tankers. 

N.B. —‘Trade Bills will include promissory notes arising out of bona 
fi.de or commercial trade transactions bearing two or more good 
signatures’. 

•Wherever the -word “ warehouse ” is used in this note, it includes “ ccdown ”. 

2 s 2 
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11. Subject to any further discussions on the subject of indigenous 
tankers in connection with the memorandum on “Rural Finance”, the 
following suggestions are accepted:— 

(а) The Committee are not in favour of any compulsory measures in 
regard to bringing indigenous bankers within the Reserve Bank scheme. 

(б) Such of the indigenous bankers as desire to be placed on the ap¬ 
proved list of the Reserve Bank and become eligible for the recognised 
financial facilities from that institution up to limits prescribed by the 
latter, should undertake to specify the following conditions: — 

(i) For rediscount facilities under section 17 (2) (a) of the Reserve 

Bank Bill of 1928 such indigenous bankers as are engaged in 
banking proper should be eligible to be placed on the approv¬ 
ed list of the Reserve Bank in the same manner as joint 
stock banks. 

(ii) They should conform to any standard regarding owned capital 

etc., prescribed for this purpose by the Reserve Bank. 

(iii) They should agree to have proper books of accounts kept in the 

usual recognised manner and to have them audited annually 
by one of the recognised auditors. These books should also 
be available to the Reserve Bank for inspection and audit. 

12. The introduction of rupee bills in connection with the import trade 
of India primarily depends on the feasibility of an alteration 
of the currency iu which the import- bills ure drawn, and this will be dealt 
with under the head Financing of Foreign Trade. It has been urged be¬ 
fore us that with an import business on private account of approximately 
Us. 230 crores a year, the natural bill market for this purpose is India 
and not outside India. This is particularly justified by the fact that at 
the present time when most of the import bills are being drawn in ster¬ 
ling currency the rate of interest payable by the Indian importer (from 
the date of purchase by the London Bank of usance bill on him up to the 
•date of maturity of the bill plus at least 18 days for remittance of the pro¬ 
ceeds of the draft to London by a Demand Draft) is not based on the open 
market rate of discount in London but on the Bank of England rate, with 
a minimum of six per cent, all through the year. 

18. The words “drawn and” in clause 17 (2) (a) of the Bill should 
be deleted with a view to widen the scope of the clause so as to include 
rupee import bills when they come into being. The clause as thus 
amended would read as under:— 

“the purchase, sale and rediscount of bills of exchange and promis¬ 
sory notes, payable in India and arising out of 
bona fide commercial or trade transactions, bearing two 
or more good signatures, one of which shall be that of a 
scheduled bank, and maturing within ninety days from the 
date of such purchase or rediscount, exclusive of days of 
grace;” 

14. In view of the fact that if indigenous bankers were included in 
the list of scheduled- banks a greater proportion of the agricultural popu¬ 
lation would come within the purview of this clause than if the Reserve 
Bank dealt only with the existing scheduled banks and Provincial Co¬ 
operative Banks, it is not necessary to suggest any change in the time 
prescribed under clause 17 (2) (b) of the Bill for the total value of agri¬ 
cultural bills discounted or rediscounted. 
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15. As regards the period of 6 months ior agiicultural bills in clause 
17 (2) ( b), the period may be extended, if this is considered more suit¬ 
able to meet the conditions of agriculture in India. 

16. W.hen any securities are issued with the guarantee of Government 
both for capital and interest, the question of including them in the secu¬ 
rities specified in sub-clause (8) of clause 17 of the Bill of 1928, should be 
considered. 

17. The Eeserve Bank should be permitted to act as agent for any 
Indian State and any member bank in the same way as it is empowered 
tc act as agent for the Central and Provincial Governments in clause 
17 (11). 

18. The words “and the Eeserve Fund” should be inserted between 
“share capital” and “of the Bank” in the first proviso to sub-clause (14) 
of clause 17 of the Bill. The proviso as thus amended would read as 
under:— 

“Provided that the total amount of such oorrowings shall not at 
any time exceed the amount of the share capital and the 
Eeserve Fund of the Bank.” 

19. The Committee were evenly divided on the following proposal, 
viz., that the following sub-clause be inserted between sub-clauses (15) 
and (16) of the clause 17 of the Bill:— 

‘Acting as agent in any place outside Indif. for any member bank 
and selling foreign currency or paying out in foreign currency 
on their behalf, collecting bills in foreign countries, and 
accepting, against adequate securities in India, bills drawn 
by or on behalf of the member banks’. 

N.B. —The Committee would like, to discuss the matter with the 
Experts. 

20. The words “drawn and” should be deleted from line 10 of clause 18 
of the Bill, it being the necessary corollary to the amendment previously 
proposed in regard to sub-clause 2 (a) of clause 17. The clause as amend¬ 
ed would read as under:— 

“When, in the opinion of the Board, it is necessary or expedient 
that action should be taken under this section in the interests 
of Indian trade, or commerce, or for the purpose of enabling 
the Bank to perform any of its functions under this Act, the 
Bank, may. notwithstanding any lim tation contained in sub¬ 
clauses (a) and (6) of clause (2) of section 17. purchase, sell 
or discount any bills of exchange or promissory notes pay¬ 
able in India and arising out of bona fide commercial or trade 
transactions, bearing two or more goed signatures and matur¬ 
ing within ninety days from the date; of such purchase or 
discount, exclusive of days of grade.” 

21. The cost of internal remittance in India is higher than in other 
countries and should be reduced as far as possible with a view to better 
utilisation of flu* resources of the country, thereby lowering the rates of 
interest generally throughout the country. It is understood that in 
Canada it is done free by banks, if the places are ienr to one another, say 
within 800 or 400 miles, but a small charge is made if they are far apart ; 
the charge for remittance in Java is only 1 gulder for remittance of 
1,000 guilders or above, irrespective of the amount. 



22. If transfers of money for member banks and bankers were made 
by the Reserve Eank free of cost as a national service, it would have a 
good influence on equalisation of interest rates throughout the country. 
If will perhaps not be possible in the beginning to abolish the charge but 
it might be possible at a later stage. 

23. The Eeserve Bank should have the direction of the Clearing Houses 
in India. 

24. The establishment of investment trusts is a matter for private 
enterprise and may be looked upon as the possibility, as banking and 
investment habit grows in India. We do not recommend any special 
forms of State assistance to such institutions. 

25. The Eeserve Bank, when it is started, will at the outset have a 
very small number of branches and would make use of the branches of 
the Indian joint stock banks including the Impeiial Bank at other places. 

26. If any approved joint stock bank opens branches at a centre where 
there are no joint stock hanks, the. Reserve Bank may place, for the first 
five years, a deposit of Es. 3 lakhs at- 2 per cent, with every new branch so 
opened on such terms and conditions as it may consider necessary. 
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Dr. Trip: Our first remark regarding the recommendation which has 
been made on the understanding that a Reserve Bank of the ‘right type’ 
is created is that we have no objection to these words but there can, 
of course, be a very big difference between the opinions about the ‘right 
type’ of the Reserve Bank. 

Chairman : Those words are put in for a reason. I gave a ruling that 
it was not for this Committee to consider that nailer. The position has 
been changed by the Round Table Conference and one of the fundamental 
conclusions arrived at, is that there should he x Reserve Bank of sure 
and non-political basis. How those conditions ate U> he satisfied has 
therefore now passed into the hands of the const tutiou makers. 

Dr. Trip: 1 understand the point quite wel.. Mr. Chairman, and I 
think we can refrain from making any special remarks cn that and we 
can simply refer to the discussions that we have had, because from these 
discussions it can be shown what we think should be the right type of 
Reserve Bank. In para. 2 you have “The esti blishuient of a Reserve 
Bank would, by mobilisation of banking reserves etc.” I think it would 
be better to read here ‘‘by mobilisation of banking and currency reserves”. 

Chairman : 1 deliberately left out the words “cirrcucy reserves” because 
currency is outside our purview. \Yc are not a currency committee, we 
are a banking committee. 

Dr. Trip: That is quite right, but I think ;hat we also referred to 
currency where we stated as our opinion that the present system, under 
which credit giving and currency are in two hands, is not a good one. 

Chairman: Very well, we will take a note oi that. 

Dr. Trip: In point 3 we think the word “remove” is too strong. We 
should prefer to read that as “diminish” because you can never expect 
that these differences will be removed to the full extent. We agree with 
point 4. Point f> where it is stated that “it will be one of the functions 
of the Reserve Bank, when it is created, to keep sufficient free gold re¬ 
serves . .” we should like to delete the word “gold” because it is not only 
the gold reserves, it is currency reserves as well. In any case the basis of 
these reserves ought to be gold or securities. 

Chairman: (fold, of course, includes securities. This was really based 
on a paragraph in your memorandum. When we were discussing this we 
asked whether by gold you simply meant gold or gold securities and 
I think you, said both. That is how the word geld came in there. 

0 

Dr. Trip: I thought about it because we are stating the conclusions of 
the Committee and I think the Act itself distinguishes between gold and 
gold securities. There may be some confusion with legard to that. Free 
reserves is quite sufficient in my opinion. 

Chairman: We will take a note of that. 

Dr. Trip : On page 2 there is only a question of drafting in the second 
line, from ‘varying rates of interest . . .’. Is it i.ot better to read ‘stated 
rates of interest’? Varying rates of interest seems to us not quite correct. 

Chairman : We will take a note of that. 
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Dr. Trip: In the second last line of the first paragraph for ‘proper 
accounts’ is it not better to say ‘security' or something like that? 

Chairman: The word is ‘cover’. 1 

Dr. Trip: We agree with paragraph 6. In para. 7 we should like to 
add the words “so as to make their policy effective”. 

Chairman: We will take a note of that. 

Dr. Trip: With regard to page 3, point 10 we have three objections 
or remarks. We think, that with regard to the words which are placed 
at the bottom ‘Trade bills will include promissory notes, etc’, the words 
“and promissory notes” in the third line ought to be deleted. In the 
notes at the bottom “or commercial” ought to be “commercial or". In 
the last sentence of the paragraph the words “in the first few year* at 
any rate” ought to be placed after the words “whether it should not” 
The question of the rupee bills we can discuss when the debate on “Financ¬ 
ing of foreign trade comes so we can leave it here as it stands. Para. 13 
we agree. In para. 14 time prescribed under clause 17 ... should be 
“limit” or something like that, but not “time”. 

Chairman: It is “limit”. 

Dr. Trip: No. 15—we agree. No. 10—-We agree. lu No. 17 we do 

not understand what is meant by “and any member bank”. 

Mr. Subedar: I suggested an amendment at the end of clause 17 and 
that amendment I don’t find in place hero, but to that amendment u 
compromise was suggested of this kind and when 1 did not agree to that 
compromise the Vice-Chairman said that the amendment as a whole 
should come in. 

Mr, Lamond: That is para. 19. but ‘any member bank’ was not In¬ 
cluded in the recommendation. 

Mr. Subedar : This other thing, however, is useful because il ■. imbits 
the bank to keep securities. 

Chairman : We will look up the discussions and see how this came in. 
My own recollection is that this amendment was proposed by the Vice- 
Chairman out of Mr. Subedar’s suggestion and whether it was accepted 
by everybody, or with dissent is what 1 am trying to find out. Then 
in regard to 1.9 Mr. Subedar said that that, did not meet his view, there¬ 
fore he stressed his amendment. It is here in 19 and the Committee 
were Equally divided and it was decided that we should, before taking any 
decision, discuss the matter with the experts and then bring the matter 
before the Committee again. But I think 17 was probably accepted by a 
majority. Anyhow we can look that up later on. 

Dr. Trip: To 18 we have no objection. 

Chairman: We will first look up 17 and then we will discuss these two 
together. 

Dr. Trip: No. 20—we have no objection. No. 21. we have no objection., 
i only want to make it clear that the charge for remittances in Java as 
mentioned here applies only to remittance bv mail, as we cal] it, not. 
to telegraphic transfers. 

Chairman: That is, by post? That will certainly be put in. 
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Mr. Caasels: With reference to the Canadian system of transfer I 
think it is not quite as we discussed it. It says “that it is understood 
that in Canada it is done free by banks if the placjs are near to one an¬ 
other’’. That is not the point. Put it another way—“Tt is understood 
that in Canada remittances may be made free between the larger cities 
say 8 or 4 hundred miles apart, but a small commission is charged for 
emittances to small and remote places. 

Chairman: We will undoubtedly make that correction. 

Dr. Trip : No. 22—there is no objection. No. 23—no ob jection. No. 
24—we have only to point otifc that it is, in our opinion, better to read 
“a” possibility, instead of “the” possibility. No. 23 —no objection. No. 
26—we do not thiuk that if this is intended us « recommendation for the 
Reserve Bank it would be advisable for that bank to follow it. I think 
it would not be the proper thing for the Reserve Bank to do. in any way 
to make deposits with branches of other banks fit i fixed low' rate of in¬ 
terest and it would certainly not be good to make that compulsory. 

Chairman: There is no compulsion. It says “max'', and means that 
it is permissible. We thought- that this would be a method oi encoura¬ 
ging the development of branches in India. But s ill we do not want to 
fetter the discretion of the Beserve Bank, therefore we used the word 
“may”. We do not say the Reserve Bank “sboud”. We simply make 
this suggestion for the consideration of the Reserve Bank authorities. 

Mr. Cassels> —This is made as a suggestion to the Reserve Bank, but 
we feel that w<-. would not like to make any such suggestion to them. 

Chairman : That is your point? Could you give is briefly your reasons?' 

Mr. Canada: We thought that instead of this they might consider the 
advisability of using these branch banks as their agencies in these places. 

Chairman: You would give that concession? 

Mr. Casaela: We might do that. The question of whether they are 
going to make deposits is another matter entirely. 

Chairman: What is your objection to this particular suggestion? 

Dr. Trip: We do not think that it is advisable tc stimulate the Reserve 
Bank in any way to give credit at low rates of imprest- apart from their 
general rates. They must be free to charge the rate of interest which is 
necessary for their policy and I think it is not sound to compel the 
Reserve Bank to give clean credits at abnormal rates of interest. 

Mr. Sarker: Would not the same remarks apply to the Imperial Bank 
also ? 

Dr. Trip: There may be a special case wdth regard to the position of 
the Imperial Bank under the present legislation. 

Mr. Manu Sitbedar : You approve of the provis ons made by the Gov¬ 
ernment of India with the Imperial Bank in the past. 

Dr. Trip: I am not quite in agreement with the whole system, but 
this is a matter of the past. 

Mr. Manu Subedar: I suppose you accept it as a fact, but you feel 
with regard to the future that those provisions are r ot advisable to make. 
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Dr. Trip: That is so. 

Chairman: I should like to know what the objections of the Experts 
are for permitting the Reserve Bank to act as agent for any Indian State 
and any member bank in the same way as it is empowered to act as 
agent for the Central and Provincial Governments In clause 17 (11). 

Dr. Trip : I may sav it- is not quite clear to us what the Reserve 
Bank in their function as agent, could do which they cannot do under the 
present Reserve Bank Bill, wo cannot see what tl>c real meaning of 
acting as an agent for a member hank, could lu 

Chairman: The Reserve Bank could not act as agents of member 
banks under item (e) of 17 (11) of the Reserve Bank Bill, because no 
member lias anytiliug i<> dn with tin- managfincnt <>i‘ public debt; but 
what- is your point with regard to other items'. 1 

Dr. Trip: T think the Reserve Rank is generally entitled t<> purchase 
and sell gold and silver under the Bill. 

Chairman: And therefore you do not understand how they could also 
do this business on behalf of member banks. 

Dr. Trip: Tliat is our point. 

Chairman: Mr. Subedar. I know you dissent >>n all i'lic-e \> •iju.s | but 
may I ask whether you con help the Exports in these matters? 

Mr. Manu Subedar: With regard to item (d) let us take the case of 
a bank in the Punjab which has no branch in Madras. The Reserve 
Bank can certainly assist that bank in the Punjab in regard to work under 
item (d). What we arc ming is m pm down in law, tin- maximum 
power to enable the Reserve Bank, at irs own discretion, to perform such 
functions as fall under these items as they please. I should like to know 
what your specific objection to this is. 

Dr. Trip: So that it comes to this—that the Reserve Bank can pur¬ 
chase and sell gold or silver on behalf of member banks; purchase, sell, 
transfer bills of exchange, securities or shares of a company and such 
other business as are enumerated in section 17 (11). Our opinion is that 
the Reserve Bank should not be asked to do this for the member banks. 

Mr. Lam and: Ts it your view that the Reserve. Bank should act as 
correspondents for member banks? 

Dr. Trip: No. 

Mr. Manu Subedar: We are all quite clear that the Reserve Bank 
should not take any risky business. T do not see any harm in the Reserve 
Bank doing such business f.or the sake of its member banks whom it 
considers quite solvent and reliable. After all we are making only a per¬ 
missive legislation and we do not bind the Reserve Bank to any particular 
line of action. 

Dr. Trip: I have objection to the Reserve Bank undertaking this 
function on behalf of the member Banks. 

Mr. Manu Subedar: If, for any reason, the Reserve Bank thinks that 
it cannot do the business for a particular member bank, it can always 
say “no 



Dr. Trip: We cannot give discretion generally on all matters to the 
Reserve Bank. Although we do not find the same objections to the 
Reserve Bank doing this business in the matter of inland transactions as 
with regard to foreign exchange business, we do not like the "Reserve Bank 
to undertake this work. 

Mr. Manu Subedar- What is your objection with regard to foreign 
exchange? 

Dr. Trip: In my opinion the Reserve Bank ought to keep its foreign 
exchange free in order to maintain the stability of the rupee and do 
business only to the extent that is required for that purpose. 

Mr. Mann Subedar: Is it yoor view that, the Reserve Bank should 
net, act as bankers' bank and should not give facilities to the member 
banks even when they can do so. 

Chairman : As it is, the Reserve Bank under section 1" (12) bus got 
the power of purchasing and selling gold and silver, and the point is 
whether it should also exercise that jiower as agent of any member 
bank. Clause (13) as it stands now was decided noon by the joint select 
committee of the Legislature. The proceedings of the joint select, com¬ 
mittee are published and there is no harm in reading from it. The 
original bill was not so restrictive. Original clause (13) reads as under: — 
“The opening of an account and the acting- as agent or correspondent of 
any other bank’’. The Joint Committee amended this into “We think 
the power of the Reserve Bank to open accounts and act as agents of 
other bank's should be restricted to the centra banks which are the 
principal currency authorities in their respective countries”. 

Mr. Mann Subedar: My point, is that supposing a member placed 
sufficient securities at. the disposal of the Reserve Bank and asked the 
latter to do some special foreign exchange business. I ask why should not 
the Reserve Bank be given the permissive powers to do so if it cared. 

Chairman: As it originally stood the power was there, but it has been 
restricted by substituting for ‘any other bank’ ‘a member bank.’ Now 
my difficulty is. if we wanted simply to amend (11), (II) and (13) will 
immediately get, into conflict and ns regards (11) itself the purchase of 
gold and silver. 

Mr. Manu Subedar: (11) refers to certain categories of persons, namely, 
the. Governor General, the local Government, the States, and member 
banks. (13) refers to their acting ns agents for foreign institutions. 

Chairman : It is not merely foreign institutions. It says The principal 
currency authority of a gold standard country.’ e) would not obviously 
apply to member banks. As regards (a), this power is required in view 
of the power given in clause (12) which of eouf>e refers only to coin 
and bullion. It does not refer to silver. Therefore the position is that 
the Reserve Bank should be able to act on behalf of a member bank in 
regard to the purchase and sale of silver. 

Dr. Trip: I cannot see that there is any reason for doing that because, 
as far as silver has to he bought or sold in this country, no member bank 
would have any difficulty. 

Mr. Manu Subedar: Take the Punjab Bank. It would much rather 
•do its operations through the Reserve Bank than through any commercial 
bank. Is there any inherent objection to it? 




Dr. Trip: As I see the position in this country, there are bullion- 
brokers in big places. So I cannot see why the member bank could not 
approach one of them and ask the Reserve Bank to pay on account. 

Mr. Manu Subedar: There are stock-brokers in Bombay, yet certain 
number of bank clientele purchase and sell their securities always through 
their banks. In another section you have yourself recommended that 
it is better for the banker to take up this function of advising his clients 
regarding investments. It is likely that a broker might mislead. If the 
Reserve Bank is employed, right and proper judgment would be brought 
to hear on the purchase. 

Dr. Trip: I can only say that these activities are no part of the work 
of a Reserve Bank; 1 see here clause ('ll) which makes an exception on 
behalf of public authorities, and that is done in all countries but, apart 
from this, these things come within the purview of commercial banks. 
I do not. think it would be wise to give the Reserve Bank the power to 
act as a commercial bank. 

Chairman: Could you explain to us what is the precise objection to 
giving the Reserve Bank the power to buy and sell silver for its member 
banks? Purchase and sale of gold is provided for in (12). 

Dr. Trip: Jn regard to acting as an agent for member banks, every one 
of thorn can go to the Reserve Bank and ask it to sell for them or buy 
for them gold or gold coin, but what Mr. Manu Subedar wants is that 
the Reserve Bank should buy, let us say, gold, on behalf of a member 
bank in London or New York which, of course, goes farther. 

Chairman: What is your objection to it? 

Dr. Trip ■ If you will ask the Reserve Bank to act as an agent on 
behalf of member banks outside ibo country, the danger will arise, in my 
opinion, of joint stock banks trying to build up foreign exchange business 
through the mediary of the Reserve Bank. The Reserve Bank will not 
have the freedom afterwards to stop that work on behalf of such bunks, 
and the foreign reserves of the Reserve Bank will not any longer be as 
free as I want fhern for its principal task of stabilising the position of the 
rupee. 

Chairman: Your point is that if it were allowed to do that work— 
foreign exchange work on behalf of its member banks—it must pay out 
foreign currency from its own reserves, and that would interfere with 
the main function of these reserves which is to help the Reserve Bank 
in maintaining the currency. T can understand that objection. 

Mr. Manu Subedar: You said if it allows member banks to build up 
foreign exchange business it will not be in a position to stop it. To stop 
it, under what circumstances? When it is itself short of funds, is it' 
not so? 

Dr. Trip: If I have to do on your behalf acceptance business that ties 
up a part of my foreign exchange, and I want, to keep it absolutely free 
for mv own dutv. 

Mr. Manv Subedar : The foreign exchange of the Reserve Bank should 
never remain absolutely free because I take it that without the interven¬ 
tion of the exchange bank which has been suggested already, the Reserve 
Bank will be the authority to deal with the remittance transactions of 
the Government of India. It will also be the currency authority which. 
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•will prevent the value of the rupee from going above or below the gold 
point. With these two functions, and in order materially to control the 
market, the Reserve Bank would have, to be in the market for foreign 
exchange whenever they felt that exchange was weak and wanted to 
support it. That being so their funds would be utilised; their foreign 
reserves and foreign currencies would be utilised tor this purpose by the 
exchange banks, who would buy the remittance :rom them. 

Dr. Trip: That is a possibility, but the Reserve Bank is not. com¬ 
pelled to sell to exchange banks. 

Mr. Manu Subedar : The trade of a country at a particular moment 
has a certain volume. This is handled hy the foreign exchange banks in 
this country. Suppose an Indian joint stock wani.ed to handle a portion, 
it will not be a new obligation, it will be the same obligation. It will be 
simple. Bank A doing it instead of bank B. I take it that after the 
into-bank sale has taken plaee the balance is cleared through the Reserve 
Bank, and that balance is cleared by the Reserve Bank by means of its 
reserves abroad. I cannot therefore see how there will be a larger damand 
on the foreign resources. 

Dr. Trip ; According to your proposal the Reserve Bank would be 
free to act as an agent on behalf of Indian joint 3tock banks, and it will 
then have to enter the market even before the clearing came up. It will 
have to do practically the business that foreign exchange banks do at 
present. As you rightly said, the balancing of exchange transactions will 
go through the Reserve Bank, but the result of your proposal will be that, 
even before that balancing came up, the Reserve Bank would have to 
transact foreign exchange business on behalf of member banks. 

Mr. Manu Subedar: Under clause 19 it can accept bills against 
adequate security on behalf of member banks. That involves no call 
whatsoever on its reserves? 

Dr. Trip : The Reserve Bank will have to pay out the foreign exchange 
out of its own stock of foreign exchange, and it will be repaid, as I under¬ 
stand this clause, in rupees in this country. 

Mr. Manu Subedar: That is not in my mind Suppose there is an 
importer in Punjab who wants to import. He goes to his bank in the 
Punjab and the bank says, ‘I will make arrangements for your bill being 
accepted.’ The Reserve Bank accepts it on adequate security being lodged 
by the Punjab Bank. The bill after acceptance may be discounted at 
the other end or it may be held by the Punjab Eank itself without being 
discounted. 

Dr. Trip: It is import. Is it a rupee or a sterling bill? 

Mr. Manu Subedar: Let us take the present practice—it is a sterling 
bill. 

Dr. Trip: The Reserve Bank wall have to pay out of its own stock of 
sterling. Do you think that it will be advisable,, for varying quantities 
of Reserve Bank acceptances, to circulate in the London Money Market? 
It will create a very bad impression. It is dargerous. It will damage 
the name of the Reserve Bank. This business belongs to commercial 
banks. 

Mr. Manu Subedar: Suppose they are small bills. 
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Dr. Trip: That would be even worse for the good name of the Reserve 

Bank. 

Mr. Maim Subedar: Foreign exchange banks in this country have a 
very strong position and it will not be possible for Indians to get any 
share in it. In order that a small beginning might be made wc thought 
it would be a desirable and proper method for Indian joint stock banks 
to go into foreign centres on behalf of such clients of theirs who wish to 
deal through them rather than through foreign exchange banks. As this 
is going to be a small beginning, a new move, there is no apprehension 
that till- total amount of business annul mu into such n volume that 
the name of the Reserve Rank would be damaged.' When the amount 
becomes large enough to justify joint stock banks opening branches 
of their own, they would do so. The Reserve Rank would only have 
discretion and it will not allow the amount to run up to such an extent 
as will spoil its name.. Ts there anything wrong in their accepting one 
bill of £1.000 in the London Money Market? 

Dr. Trip: As far as i know the central banking practice, it would 
certainly make a very bad impression even if you have one bill discounted 
in the London -Money Market with the acceptance of the Reserve Bank. 
I do not know of any Reserve Bank which does acceptance business. 
We are not allowed to do it. 1 see your point. But I think it certainly 
is not the proper way in which you can achieve vouv aim. 11 joint stock 
banks want to do foreign business it is not necessary for them to start 
branches in the central money maikets l am absolutely convinced that, 
they can get the co-operation of first class banks established in those 
markets. All that the Reserve Bank can do in triv opinion is to give 
such foreign bank information about the position and standing of Indian 
joint stock banks. 

Chairman: You object to both the proposals contained in 17 and 19 
for the reasons which you have given? That being so, we must stop there. 
We shall discuss the matter among ourselves. 

Dr. Trip: No. 2 of the Provisional conclusions regarding the Imperial 
Bank of India- says that the restriction imposed by the present Act on 
the Imperial Rank's foreign exchange business or any other class of business 
must be withdrawn. It is not clear to us whether it is meant that this 
withdrawal should take place after the Reserve Bank has been started 
or before hand. 

Chairman : After the Reserve Bank is started. We will make it clear. 

Dr. Trip: Are we not concerned with the points mentioned in (3) '? 
Is it a legal question? 

Chairman: These are the two points which arose out of our discussions. 
There may be other matters arising out- of the Imperial Bank Act which 
we may have to consider later on: there may not he. bnt we do not know. 
Our procedure has been to come to provisional conclusions on matters 
which we discussed with you or which arose out of your memoranda, and 
the first two paragraphs refer to those matters. 

Dr. Trip: We have to reserve our oninion on these other matters. 

Chairman : You express no opinion in regard to para. 3. that is the 
point. Wo, shall proceed to Regulation of Banking. 

•'Printed at page 679 of Volume I, Part I—Majority Ro|>ort. 
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REGULATION OF BANKING. 


Provisional conclusions arrived at by the In dan Central Banking 

Enquiry Committee. 

Need for legislation. 

The Committee are not in favour of elaborate banking regulations 
dealing with matters which had best be left to tt.e discretion and sense of 
responsibility of the directorate and the management; such restriction is 
at times likely to do more harm than good and hamper the activities of 
banks. At the same time the Committee are of opinion that the existing 
provisions in the Indian Companies Act governing bunking companies are 
inadequate. Several important matters, having u vital bearing on questions 
such as the stability of banks, the safety of shareholders and depositors 
and the proper management of banks and the development of banking, 
generally remain to be provided for. Some of these matters require 
amplification of the existing statutory provisions; some can be met, in the 
case of banks to be established in future, by suitable provisions in the 
Memorandum and Articles of Association of the different banking com¬ 
panies according to their respective requirements, subject to the approval 
of the Registrar of joint stock companies; some might be left to the 
control of Directors and the supervision of auditors, while some would 
lie within the purview of the Reserve Bank when it is established. 

Statutory Provisions. 

2. There are two ways in which the existing regulations can be ampli¬ 
fied: 

(1) by the promulgation of a special Bank Act comprising the neces¬ 

sary provisions governing all banking institutions, 

(2) by the amendment and amplification if the Indian Companies 

Act so as to provide for the additional matters which require 
to be dealt with by legislation. 

3. The majority of the Committee prefer tie first alternative. The 
foreign banks operating in India should also be brought within the purview 
of the Act. 

4. The additional matters which should be provided for by legislation 
are as under.:— 

(1) The Act should lay down (a) that adequate provisions regarding 
the subjects mentioned in paragraph 6 should be incorporated 
in the Memorandum and Articles of Association of, n com¬ 
pany which wants to make use of >he word “bank” cr the 
words “savings bank”, “banking company”, “banking house”, 
“banking association” or “banking institution , or any word 
or words of import equivalent thereto in connection with its 
operations: and that (b) an existing concern using any such 
title should arrange to conform to such provisions within five 
years after the Banking Act is passed, failing which registra 
tion in its existing name would be cancelled. 

j j.B. _Penalty for unauthorised use of the title to be considered by 

the Committee later. 
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(2) These Articles should prohibit activities other than banking. 

(3) The Act should give powers to the Registrar of joint stock 

companies to refuse the registration of banks, the Articles 
of Association of which are not in accordance with the provi¬ 
sions of the law. 

(4) There should be a separate index of the names of members of 

a banking company for ready reference and inspection by 
shareholders, as is provided for by section 96 of the 
(English) Companies Act, 1929. 

(5) The authorised capital of a bank should not be more than 

double the subscribed capital and the paid-up capital should 
not be less than 50 per cent, of the subscribed capital before 
registration. It should not commence business until its paid- 
up capital is Rs. one lakh. 

(6) Auditors and Officers of a bank should be rendered liable for 

omission to state material facts in their reports and in the 
presentation of the accounts of the bank. 

(7) Any payment to any auditor on any account in addition to the 

amount of remuneration feted at a general meeting of share¬ 
holders shall be invalid, unless fixed or confirmed by the 

shareholders. 

(8) Provision should be made for a temporary moratorium, on the 

recommendation of the Reserve Bank, with a view to pre¬ 
venting compulsorv liquidation of a bank which is in difficul¬ 
ties- 

(9) Provision should be made for the appointment by the creditors 

of a Committee of Inspection on the lines of Section 240 of 
the English Companies Act, 1929. in the case of liquidation 
of a bank. 

(10) In the case of compulsory liquidation, there should be provisions 

on the hues of the English Companies Act (Sections 237— 
240) for safeguarding the interests of creditors. 

N.B.—The precise provisions will be settled later. 

(11) Provision prescribing form of Balance Sheet and Profit and 

Loss Account. 

_The question whether the Eorm prescribed in the Indian 

Companies Act is adequate will be considered later. 

(12) Provision that the annual general meeting shall be held not 

later than three months after the close of the year. 

(18) In case of voluntarv liquidation of a bank the appointment of 
a liquidator shall be made by or with the approval of the 
Board of Directors of the Reserve Bank. 

/| 4 ) Provision requiring institutions doing banking business in. India 
to keep a separate register cf shares owned by non-nationals. 
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(15) It is recommended that any bank, Indian or non-Indian, 

wishing to do banking business in India should be required 
to take out a license from the Reserve Bank, when it is 
established. This is partly necessary in the interests of 
depositors and partly for giving the Reserve Bank some 
control over the banks operating in the country. 

(16) It has been urged before the Committee that the opening of new 

branches by the exchange banks anb the Imperial Bank of 
India affect the branch banking activ:t ; es of the other Indian 
joint stock banks. The Committee recommend that in order 
to ensure a well ordered development and extension of joint 
stock banking in the country any bank desiring to open a new 
branch in India should be required to obtain the approval of 
some authority in India, preferably the Resereve Bank, 
before doing so. 

N.B .—Licenses should be freely granted tc the already established 
banks, and it would be the business cf the licensing authority 
to see that the*provisions of the law, and any other conditions 
specified in the licenses, are complied with. 

(17) In addition to periodic statements from exchange banks along 

with other member banks provided for in the Reserve Bank 
Bill, annual statements showing their assets and liabilities 
relating to their Indian business, as prescribed by the Reserve 
Bank from time to time, should be furnished by the exchange 
banks to the Reserve Bank as a condition of the grant of 
licenses. Such statements will be exhibited by the exchange 
banks along with the balance sheet at all their offices. 

✓18) The returns to be submitted by the banks to the Reserve Bank 
shall be audited in such manner as may be prescribed by 
the Reserve Bank. 

5. Proposals relative to the following subjects ought to be left to the 
rntrol of the Board of Directors and the supervision of Auditors, 
.ttempts to regulate them by legal provisions would tend to tako the 
»ponsibility off thei shoulders of directors and auditors and shareholders, 

(1) Provision for adequate reserve. 

N. B .— Three members have asked that the matter be further dis¬ 
cussed or that a limit be prescribed to the rate of dividend 
until the reserves amounted to the whole or a fixed propor¬ 
tion of the subscribed capital. 

(2) Loans to a limited company, a director of which is also a 

director of the bank or to a limited company in which any 
of the bank’s directors are members of the managing agents’ 
firm. 

(3) Valuation of investments and provision for bad and doubtful 

debts. 

N.B. _The question regarding the manner in which the valuation 

should be shown in the Balance Sheet stands open for consi¬ 
deration. . 
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6 . The following proposals ought to be met by the Articles of Associa¬ 
tion :— 

(1) Prohibition to advance any loan on the security of the Bank’s 

own shares. 

(2) Limitation of loans granted to managers, staff and Directors. 

(8) Proper regulation of the allocation of profits. 

(4) Provision in order to enable shareholders to get the profit and 

loss account together with the balance sheet and provision 
that the report and the balance sheet should be posted to 
shareholders not later than 10 days before the day of idle 
meeting. 

(5) Voting power of managers or other employees of the bank, (the 

Committee are of opinion that the present practice in this 
matter should continue except that such persons will not be 
allowed to hold proxies for the purpose of voting on behalf of 
any shareholders), period of validity of a proxy and the voting 
power of individual shareholders. 

(6) Validity of votes tendered at the polls and time within which 

objections to the legality of a vote should be raised. 

(7) Restriction of the power of directors to refuse to register shares. 

7. The Registrar should scrutinise the Memorandum and Articles of 
Association and, if they do not contain adequate safeguards in regard to 
these matters to his satisfaction, he should refuse registration until they 
have been properly amended. 


Matters coming within the purview of the Reserve Bank. 

8. Questions, such as preparation of monthly statements of liabilities 
and assets and the form of these statements, and amalgamation and re¬ 
construction of banks in difficulties, may be dealt with by the Reserve 
Bank, when it is started. 


Definition of the term 4 Bank ’ or ’Banker'. 

9. The definition of the term ‘Bank’, or ‘Banker’, has been regarded 
as well nigh impossible in other countries. It is much more so in India, 
where a definition cannot be drawn up without excluding many firms of 
indigenous bankers and individuals, who do a considerable portion of the 
financing of the country. 

With a view to encouraging indigenous bankers to adopt modem 
methods, it has been suggested that the term ‘Member of the (Central) 
Bankers’ Association’ be invented and that every bank or indigenous 
banker whose bills the Reserve Bank decides to accept should have the 
right to use this designation provided they undertake to abide by the 
rules of the Association. The Committee approve of this suggestion. 
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Special Audit and Inspection. 

10. The Committee do not consider thafc any special form of Govern¬ 
ment inspection would serve a useful purpose or bo any greater safeguard 
than the present system of auditing by authorised accountants. The 
provisions of the Bank Act making auditors of a bank liable for omission 
to state material facts in their reports and in the presentation ci the 
accounts of a bank, as suggested above, is all that is required. 

11. The Committee have not come to any definite conclusion in regard 
to the proposals included in the attached list If. The Committee under¬ 
stand that the Experts are not in favour of these items being included in 
the lists of proposals classified under four different groups in paragraphs 
4, 5, 6 and 8, but that they are willing to leave it to the Committee to 
come to any decision in the matter in view of the fact that the latter are 
more cognisant of local conditions than they are. 

Statement A. 

1. Protection should be given to banks against frauds in connection 
with goods kept in the custody of customers on truBb receipts by making 
such frauds a criminal offence. 

N, B .—General agreement not arrived at. The matter will be dis¬ 
cussed again. 

2. Directors and Auditors should be made liable for negligence in the 
discharge of their duties. 

3. Compulsory liquidation should be under the supervision of the 
district court. 

4. The Governor General in Council should have the power to order, 
on the recommendation of the Reserve Bank, transfer of winding up 
proceedings from one province to another, 

5. The question of costs of liquidation should 6e dealt with by the 
courts and delinquent directors or officers of the bank should be prose¬ 
cuted at public expense. 


Statement B. 

(1) Provision that the total clean advances made by a Bank, or its 
Sdvances against immovable property, should not exceed the paid-up 
capital. 

(2) Limitation of advances to an individual without security. 

(3) Limitation of the amount of advances to any single individual or 
to any single concern. 

(4) Restrictions on borrowing and prohibition of mortgage of uncalled 
capital. 

(5) Restrictions on investment in immovable property. 

(6) Restrictions on investment in shares and debentures of joint stock 
companies. 

(7) Restrictions as to short-term and long-term business. 


2 t 2 
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(8) Prohibition of the Managing Agency System. 

(9) Eestriction of the business of co-operative banks to co-operative 
hanking. 

(10) Reservation of the field of agricultural finance for the co-operative 
banks. 

(11) Prohibition of a joint stock bank or its branches in towns having 
a population of less than 25,000. 

(12) Provision for licensing all persons (which term includes firms and 
banks) doing banking business, excepting joint stock banks incorporated 
in India and the co-operative credit societies. 

(18) (a) Selection of only firms of auditors of long standing experience 
for licenses or certificates to act as auditors of banks. 

(6) Appointment of two auditors, one by the Directors and the other 
by the shareholders. 

The Experts have expressed the view that if it is felt that any special 
form of Government inspection would serve a useful purpose or be any 
greater safeguard than the present system of auditing by authorised 
accountants and that some of the existing firms of accountants are not 
sufficiently reliable to be entrusted with the work of auditing the accounts 
of a bank, some form of regulation based on the Canadian system, which 
provides for the selection of auditors by the Minister of Finance from a 
list of persons prepared in accordance with the provisions of the law, be 
adopted, vide Section 55 of the Bank Act of Canada. The Experts feel, how¬ 
ever, that the strengthening of the Companies Act with regard to auditing 
so that the auditors must make a report and be responsible for its accuracy 
is all that is required. 

(14) Provision enabling auditors to publish instances of window- 
dressing in a schedule attached to the balance sheet. 

(15) Provision requiring auditors to bring to notice all irregularities 
discovered by them. 

(16) Provision to give right to auditors to make any report they like 
and to attend and speak at all meetings of the Bant. 

(17) Provision to authorise auditors to pay surprise visits for the exami¬ 
nation of bank accounts. 

(18) Prohibition to make advances to the bank’s auditors either jointly 
with other persons or severally at short or long-term with or without 
security. 

(19) Prohibiting directors of a bant to vote as shareholders or to solicit 
proxies for the appointment or removal of auditors. 

(20) Provision requiring that returns of up-country tranches of bants 
should be certified by qualified local auditors. 

(21) Amendment of the form of auditors’ certificate. 

(22) Vesting of the power of investigation in the Controller of Banks, 
whose appointment has been suggested. 

(23) Authorising shareholders of a hank, Holding 1/lOth' (and not l/5th 
as required under section 188 of the Indian Companies Act) of the snares 
-issued by a bank, to apply to the local Government for the investigation 
of its affairs by inspectors. 
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(24) Deletion of the clause requiring applicants for inspection to give 
security of payment of the cost of the enquiry, or in the alternative, re¬ 
duction of the amount of security required. 

(25) Authorising the Controller of Banks to prosecute any person con¬ 
nected with the bank, who may be criminally liable. 

(26) Provision that the expenses of enquiry shall be borne by the 
state if it results in prosecution, and in other cases by the Bank, unless 
the Controller directs otherwise. 

' (27) Compelling a bank and its officers to put its affairs on a satis¬ 
factory basis, should it be found necessary as a result of enquiry. 

(28) Prohibition against the director of a bank acting as a director of 
another bank. 

(29) Provision requiring that a director of a bank should not be related 
to the managing director or the manager of the bank. 

(30) Disqualifications for the office of director of a bank. 

(31) Prohibition against the director of a bank acting as its liquidator. 

(32) Removal of a director from office. 

(33) Retirement of directors. 

(34) Prohibition against a director resigning before the statutory 
meeting, and provision requiring a director’s presence at the meeting to 
give such explanation as may be required of him. 

(35) Voting power of directors for the appointment, removal or re¬ 
appointment of chairman, directors, or auditors of a bank. 

(36) Restriction on the Chairman of the Board of Directors acting in 
that capacity for more than three years without re-election by the Com¬ 
pany at a general meeting. 

(37) Provision requiring directors to submit to the shareholders such 
statements of affairs as they may require. 

(38) Provision requiring inclusion of certain particulars in the Directors’ 
Report. 

(39) Provision requiring that every institution doing banking business 
in India should have a majority of Indian directors. 

(40) Provision requiring a minim um standard of qualifications for the 
manager of a bank. 

(41) Provision requiring that the name of the manager should be shown 
conspicuously. 

(42) Provision requiring that the term of the managing director or a 
director should not exceed a stated period without re-appointment by the 
shareholders at a general meeting. 

(43) Prohibition to pay to managers or managing directors certain per¬ 
centages of annual profits as part of their remuneration. 

(44) Power to depositors to elect their own representatives on the 
board of directors. 

(45) Provision enabling a shareholder to obtain inspection of minutes 
ox proceedings of general meetings or to get copies of extracts. 
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(46) Provision compelling the management of the bank to send copies 
of minutes of meetings to its shareholders. 

(47) Provision confining the Bankers’ lien to partly paid shares only. 

(48) Proposal to create a kind of bankers mortgages with certain 
concessions. 

(49) Provision requiring a banking company to file, with the Begistrar 
of each Province where it has branches, particulars of its mortgages and 
charges, etc. 

(50) Prohibiting share hawking. 

(51) Prohibition of blank transfers of shares. 

(52) Prescribing a time limit within which transfers should be re¬ 
gistered. 

(53) Provision requiring that a bank should furnish copies of its Memo¬ 
randum and Articles of Association to any member of the public on pay¬ 
ment of a prescribed fee. 

(54) Provision requiring that copies of contracts, disclosed in the pros¬ 
pectus of a banking company, should be filed with the Begistrar. 

(55) Names of the different joint stock companies in which the 
directors of a bank hold similar offices should be clearly indicated in the 
register of directors. 

(56) There should be a provision enabling shareholders not only to 
inspect the register of members, but also to take copies or extracts. This 
would involve amendment of Section 36 of the Indian Companies Act. 

(57) Creation of an office of Begistrar of Banks. 

(58) Prohibiting the opening of a new branch by any banking institution 
in India without the permission of the Central Banking Authority and 
provision requiring information regarding closing of branches. 

(59) Provision requiring tbe permission of the Central Banking Autho¬ 
rity for opening savings banks. 

(60) Prohibition of amalgamation of banking institutions without the 
permission of the Central Banking Institution. 

(61) Prohibition to acquire controlling interest in banking institutions, 
without the disclosure of such information to the Central Banking Autho¬ 
rity. 

(62) Prohibition against any party, finn, institution, or company 
operating through a foreign country acquiring controlling interest in any 
institution doing banking business in this country. 

The Experts’ view is that while the shareholders of the banks might 
take necessary steps to prevent their interests passing into foreign hands 
there is no need for any statutory provision. 

(63) Special safeguards for protecting the interests of depositors and 
•other Indian creditors in the event of winding up of non-Indian banks. 

The Experts’ view is that although on principle it would not be un¬ 
reasonable it would not be wise to provide such safeguards for, if every, 
country where a foreign bank is working did the same, the bank would 
■have to split up its assets against itB liabilities in several countries and 
the position of the whole institution and perhaps of all the creditors would 
be weakened. 
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(64) Proposal that depositors of small amounts may be given protection 
and preference by law. 

(65) Provision to the effect that a certificate should be obtained from 
the Advocate General or from the Begistrar of Companies before anybody 
takes criminal proceedings against a banking company. 

(66) Amendment of Clause VI of Section 162 of the Indian Companies 
Act, under which an application may be filed for the winding up of a 
company “if the court is of opinion that it is just and equitable that the 
Company should be wound up”, so as to exclude banks and other credit 
institutions from the operation of the section. 

(67) With a view to preventing bear raids every seller of a bank’s 
shares should be required to give the actual number of shares at the time 
he sells them. 

(68) Whether form F of the Balance Sheet prescribed by the Indian 
Companies Act should not be amended so as not to require banks to show 
separately debts in respect of which the bank is fully secured and those 
for which it holds no security other than the debtor’s personal security, 
as such a provision is believed to affect a bank’s policy in regard to un¬ 
secured advances. 
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Mr. Currie : Para. 1. No comments, 

Para. 2. Regarding statutory provisions. No comments. 

Para. 3. No comments. 

Para. 4(1) This does not include indigenous bankers? 

Chairman : In regard to indigenous bankers we have another provision.. 
We have said in the paper on ‘Commercial Banking* that the position of 
the indigenous banker should be cleared up. 

Mr. Currie : We agree to that. 

(3) and (4) We agree to. 

(5) We had a lot of discussion on what was the legal minimum with 
which a bank might start. What would happen to indigenous bankers 
who will turn into a joint stock bank? 

Chairman : This is our final conclusion. 

Mr. Currie: In that case we have no objection. 

6, 7, 8, 9, 10, 11 and 12. We agree. 

13. We do not quite know what was in your mind. It is a matter for 
the shareholders. 

Chairman : That provision was made for this reason. The shares 
holders may decide to go into voluntary liquidation and this may be a 
matter for the shareholders of the bank, but even so we thought that, in the 
interests of the depositors, it was necessary that the liquidator should be 
appointed by or with the approval of the Board of Directors of the 
Reserve Bank. 

Dr. Trip: We have no objection on principle. In my country, for 
instance, the way in which liquidation shall take place is provided for 
in the articles of association. But I do not know what the position is 
with regard to this point in this country. 

Chairman: This was put in here to afford greater protection to 
depositors. 

Mr. Currie : There is no objection on principle. 

Dr. Trip: If you think it advisable. 

Chairman: That was the view of those members of the Committee who 
had considerable experience of matters of that sort. In fact there was 
no dissent. 

Mr. Currie : No. 14. That I do not think is going to be a very easy 
thing to keep. I 

Chairman : I was not present. I saw from the notes that the matter 
was discussed with you and you ended by expressing the opinion that if 
the Committee thought it necessary you had no objection. 

Mr. Currie: We have no objection on principle, but there are practical 
difficulties. 
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Chairman : Would you kindly mention them so that we may consider 
the matter? 

Mr. Currie: The difficulty is in knowing the nationality of the share¬ 
holders. 

Mr. Manu Subedar: There may be a vacant space provided in the 
transfer form to fill in the nationality. 

Sir Hugh Cocke: Just as was done during the war, the declaration of' 
a British subject. 

Mr. Currie: That entails a great deal more work on the bank and 
surely it is a question whether it is worth while. 

Mr. Lamond: It is merely recorded in the register. There is no restric¬ 
tion at all. 

Dr. Trip: You have no bearer shares ? 

Mr. Lamond : There is no restriction in regard to dealing in such shares. 

Dr. Trip: If you have bearer shares you cannot do it. 

Mr. Manu Subedar: It may be possible to issue bearer shares and 
say that the shares should not be transferred to non-nationals. 

Dr. Trip : I do not think that this could be done. Would you prefer 
to discuss this point 15 when “foreign trade” comes up for discussion? 

Chairman: We will discuss it in connection with foreign trade. That 
refers to items 15, 16, 17 and 18. 

Mr. Currie : Section 6 (3). That seems to be covered by the articles 
of association providing for proper regulation, proper allocation of profits. 

Chairman: That is so. These 3 members want statutory provision. 

Mr. Currie: We are of the opinion that it is better left for the articles 
of association. 

Chairman : We will take a note of that. 

Chairman: Proposal 5 (3): “Valuation of investments and provision 
for bad and doubtful debts.” Here the question regarding the manner 
in which the valuation should be shown stands oper for further considera¬ 
tion. 

Sir Hugh Cooke: As regards this, could we ask whether the experts 
have any views as to the advisability of this being included in a statutory 
provision for valuation of investments? 

Dr. Trip: This is shown here as a matter to be left to the control of 
the Board of Directors. 

Chairman: This, as a matter of fact, arose out of a point raised by 
Sir Hugh Cocke himself, and it was considered that the valuation of 
investments should be made at the market rate or at cost price whichever 
may be less. At least the allegation made to us was that this arrange¬ 
ment had been utilised by bank managers in certain cases to manipulate 
profits, and therefore it was pointed out that this matter required specific 
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provision. The balance sheet itself would indicate how it is to be valued, 
so that the shareholders, when they got the balance sheet, would be able 
to know whether, if I may use the word, any window-dressing of that 
particular type has taken place or not. 

Sir Hugh Cocke : It was one of the main points raised, namely, whether 
in buying and selling investments profit differences had been used. Banks 
hold a lot of Government stock, some of them buy and sell from day to 
day and at the end of the period, they may value their investments at, 
say, 3 points below the market price or something of that sort. They may 
thus have a good balance to be transferred to the profit and loss account.; 
This policy has been attacked in some quarters. 

Mr. Cassels: It would be all right if the valuation was made on a 
proper basis and as long as they do not take it on appreciation of security. 

Dr. Trip: In my country the method of valuation is generally mention¬ 
ed in the report of the management. 

Chairman: Is that an obligatory duty on the management ? 

Dr. Trip: No. 

Chairman : There is the difficulty. If the management do not mention 
it in their report, nobody can demand it. Therefore the suggestion was 
made that in the interest of the shareholders and also of the depositors, 
something ought to be done. How is it to be tackled? We have left it 
for further consideration. We have your views, and it would be very 
useful to us when we come to a final decision in the matter. It is 
possible that the problem has not arisen in an intense form in other 
countries, but here I believe, owing to the fluctuation in the price of Govern¬ 
ment securities in recent years, at least the allegation is that some bad 
■cases have cropped up. 

Dr. Trip: With regard to that, I must say that it would .probably be 
agreed that it will be advisable to make some provision. The difficulty 
is whether you can cover the whole field. 

Chairman: We realize the practical difficulty. That is the reason why 
we did not come to any conclusion. We knew we would have to think 
about the matter more carefully. 

Mr. Ca88els: The usual and ordinary custom, that I know of, in the 
West is that investments are valued according to their cost price and’ so 
stated in the statement of account. 

Mr. Manu Subedar : All these are different here. Suppose the issue 
price of a bond is 96 and it has cost only Bs. 96, but is sold in the market 
at 102. 

Mr. Ca88els: The realisable value is taken into consideration for the 
short-term security. 

Mr. Manu Subedar: Would you prefer the value which it would realise 
in the event of its being sold at or about the date of its maturity ? 

Dr. Trip: 100 per cent, is the limit up to which we go. 

Mr. Manu Subedar: I quite agree that there is less difficulty when there 
is an appreciation, but what is to be done when there is a fall? 
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:Mr. Caaaela: Then you put it in at market price. If there is an 
appreciation, you put it at cost price. 

Chairman: There is difficulty in appreciation also. There was a case 
before us. 

Mr. Manu Subcdar: It was an appreciation in the permanent holding 
of 3| per cent, where there is no maturity date. 

Sir Hugh Cocke: The real point has been thit.; as everybody knows, 
■Government securities steadily appreciated for three or four years. If I 
buy some security at 80 which, at the time of my nexte balance sheet, is 
standing at 88, I value it at 80. At the time of my next balance sheet 
the value is 87 and a year later 95, but I still value it at 80. If, however, 

I sell at 88-8 and buy it again at 85, I made 8-8 when I sold which I can 
take to my profit and loss account; the new investment stands in my books 
at 85, which it can continue to do, so long as the market price is not below 
85. 

Mr. Caasels: It is a new transaction. 

Sir Hugh Cocke : But there is nothing wrong. 

Dr. Friederich: In my country with regard to valuations, our Com- 
.panies’ Act makes special provisions. Investments will have to be valued 
at the lowest price. You have on the one side purchase price and on 
the other, sale price or market price. In case of a sale, where the purchase 
price is lower at the date on which you make up your balance sheet, 
you have to put in the purchase price, and where the market price is 
lower, you have to put in the market price. With regard to premises, land, 
■etc., it is prescribed that a certain percentage of depreciation has to be 
made. With regard to bad and doubtful debts, our Companies Act pre¬ 
scribes that reservations have to be made for these in accordance with 
•demand. 

Chairman: But are those reservations and the corresponding bad and 
•doubtful debts shown separately in the balance sheet? 

Dr. Friederich: Yes, bad debts are shown. Doubtful debts go under 
liabilities. 

Chairman: Not by a separate entry? 

Dr. Friederich : It is entered as a separate item under liability. It is 
a reservation which does not appear in the balance sheet. 

Mr. Manu Subedar : If a security is purchased at 77 and in the course 
-of a year it goes down to 72, the security being held, would it be right 
for the bank to show the security at cost price of 77, or would you say 
that it had better be taken at 72 and the difference taken to the profit 
and loss account? 

Mr. Ca88eh: It cannot be valued above the market price. 

Mr. Manu Subedar : For the reason that the price may not be uniform 
■and it may not be possible to put in the balance sheet all the information 
But would the market price be adjusted year after year and the profit 
taken to the profit and loss account? 
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Mr. Casseig : You would never take the profit into account until it is 
realised. 

Mr. Manu Subedar : In the case of a building, there is a general feeling 
that a loss occurs because property price tends to go down. Would you 
show the loss in the balance sheet ? 

Mr. Ca88eh : The Canadian banks do not hold any buildings except those 
which are in their own occupation. 

Mr. Manu Subedar : You are not allowed to lend against buildings. 
There are banks in this country, including the Imperial Bank, who lend. 
Sometimes they become owners of the buildings, and the markets being 
bad they cannot sell off; so they have to be held on for some time. This 
has come in for more criticism in India than the valuation of investments. 
You cannot say that the market value must be ascertained for all invest¬ 
ments. If it is a profit, the profit is not taken until it is realised, but 
if it is a loss and the market has fallen, the amount should be written 
down and taken as loss. 

Mr. Cassels : Quite. 

Dr. Trip: I must say it is not always done at once. The banks may 
be in the position that they are not strong enough to bear the loss in 
one single year. 

Mr. Manu Subedar: Then the question arises whether it is better for 
them to go into liquidation or to spread the loss over more than one year. 
The latter practice has been followed, especially after the War. 

Sir Hugh Cocke: Could you not spread the loss over two years? 

Dr. Trip: It would place the banks in an awkward position. 

Sir Hugh Cocke : I take it that doubtful debts would never be shown 
separately on the assets side of the balance sheet provided there were 
satisfactory reserves on the other side. 

Dr. Fricdcricli: No. 

Sir Hugh Cocke : I take it that no one of the experts would recommend 
that this should be done provided the provision is there. There has been 
a great controversy on account of having a form of balance sheet which 
has to be complied with. It lias been suggested that even if there be the 
provision to cover doubtful debts these must be shown separately in the 
balance sheet, because if you put them under any other heading, you will 
not be following the prescribed form. We got the form altered to meet 
this, but we have had evidence before us that the alteration should not 
have been made and that banks should show their doubtful debts. 

Dr. Trip: We do not recommend it. 

Mr. Currie,: We are in agreement with paragraphs 6, 7 and 8. 

No. 9 is a question which I raised on “Commercial Banking.” There 
it is shown that all indigenous bankers would be included in the Central 
Bankers’ Association. 

Dr. Trip: When we discussed this question, I remember that the Vice- 
Chairman was very much interested in this question. He wantea to have 
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one Association for all banks and bankers. So perhaps we can wait until 
Sir Purshotamdas conies back. 

Chairman: He may not come back till next Thursday or Friday. 

Dr. Trip: We suggested that there should be a .separate Central 
Bankers’ Association, the members of which would only be those bankers 
who have rediscount facilities from the Reserve Bank, but Sir Pursho¬ 
tamdas preferred to have one Association with separate sub-committees. 

Chairman: We recommend one Bankers’ Association which will include 
all categories. It was agreed that that would be the best way of securing 
the maximum co-operation. But this would not prevent the various units 
from forming their own associations if they wanted to do so, but we do 
not intend to recommend that. We only recommend that after the forma¬ 
tion of the Central Bankers’ Association they can work in sub-committees. 
India is a very big country and supposing that an indigenous banker in 
Bombay or Calcutta wanted to start his own association; we know nothing 
about that. The analogy would apply to the case of Indian business firms. 
You have an Indian Merchants’ Chamber in Bombay and you have one 
in Calcutta and they are federated to a Federated Chamber. This will 
correspond to a federated chamber on the bank’s side, but this does not 
mean that the others, if they wanted to form associations of their own, 
would be stopped from doing so. 

Mr. Currie : The recommendation is for an Indigenous Bankers’ Associa¬ 
tion which would cover all indigenous bankers, including those who are 
not eligible to enter the Central Bankers’ Association. 

Chairman: I quite see the anomaly. If an indigenous banker who 
cannot get his bills discounted by the Reserve Bank actually becomes a 
member of the Central Bankers’ Association, hew can you prevent him 
from using the designation? He is actually a member and you cannot 
possibly prevent his using that designation. I shall take a note of the 
point and have it cleared up. Perhaps it is intended to cover the indi¬ 
genous bankers mentioned in para. 17 of the paper on “Commercial 
Banking’’, but it is only a limited class who will be allowed to do com¬ 
mercial banking business. 

Mr. Manu Subedar : I am not clear about the limited class. Once the 
man becomes a banker he is ipso facto entitled to be a member of the 
association. 

Chairman: That is precisely the position refeiTed to. Those to whom 
Mr. Subedar refers, as confining themselves to banking, produce proper 
accounts and will have re-discounting 'facilities, and no difficulty would 
irise in their case. 

Dr. Trip : I was under the impression that it must be left to the Reserve 
Bank, so that the possibility would arise that if you had an indigenous 
banker who even confined himself to hanking would nevertheless have 
no discount facilities from the Reserve Bank. 

Mr. Manu Rnbe'dar: The Reserve Bank may give you discount facilities 
only on certain classes of paper; it is always entitled to sav *T do not 
accept this particular paner*. If it does not accept the particular class 
of paper brought in for discount, what happens? 
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Mr. Cagseh : It would not discount unless he has been approved. 

Mr. Manu Subedar: Would you suggest any principles on which the 
Reserve Barfk would approve, e.g., the class of business he is doing, the 
class of customers with which it deals? 

Mr. Cassele: The man’s character, ability, etc., will be the test. 

Chairman : In the paper on Money Market we have said that indi¬ 
genous bankers who satisfy certain conditions would be eligible for this 
concession. 

Dr. Trip: Yes, please see para. 11 of the paper on Money Market. 
I understood that the possibility would be created that indigenous bankers 
are placed on the approved list by the Reserve Bank, but they would not 
have the right to obtain rediscounting facilities. 

Mr. Manu Subedar: The discretion will still remain with the Reserve 
Bank. 

Dr. Trip: Yes, I remember that the Netherlands Bank, wanting to 
stimulate the position of Amsterdam as an acceptance market, made an 
arrangement under which the paper is scrutinised by them before it is 
discounted and a notice is placed on the paper that it belongs to the paper 
under the arrangement, but this does not mean that they undertake the duty 
of rediscounting. If the paper conies to them after one or two months, 
they are free to refuse to rediscount it; so they never undertook the obliga¬ 
tion. 

Mr. Manu Subedar: They would be free as joint stock and other banks 
are, so that the discretion which they have of restricting the paper, which 
they take from any particular member, would be uniform. The restriction 
will not apply to any particular time so that they can say “we want to 
control the market.” What I do not understand is the case of a banker, 
however small he may be, who produces his paper with names known 
to the Reserve Bank and a class of a paper which the Reserve Bank is 
handling; and if he is a member of the Central Bankers’ Association, the 
Reserve Bank would not refuse to discount it. I do not say the Reserve 
Bank would not be entitled in certain extreme cases to do so. 

Dr. Trip: For instance, if you have an indigenous banker who does only 
banking business but who has a capital of let us say only Rs. 25,000 ana 
who has invested part of that capital in mortgage. Then I can conceive 
that the Reserve Bank will say ‘your business is not liquid enough to 
grant you rediscount facilities’. This would not be discrimination. 

Chairman: I see the point of Mr. Currie’s observations. As para. 17 
stands it is reaillv para. 17 in one paper and sub-para. 9 in the other 
paper, that is, all these banks and indigenous bankers who are eligible to 
receive that discounting facility from the Reserve Bank may become 
members of the All-India Association but according to para. 9 it is only 
those who have actually received that concession who will be allowed to 
use the term Member of the Central Bankers’ Association. That was 
undoubtedly what was intended. The other should be called associate 
members. That is right. There is no anomaly. These would be full 
members and the others would be put into the category of associate 
members. 
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Mr. Currie: I see. 

Mr. Buckley: Suppose the Reserve Bank one day says, ‘I am not dis¬ 
counting any more of your paper’. 

Chairman : Broadly the rules will provide that it will immediately be 
put down to an associate membership. 

Mr. Buckley : My idea js— take Bombay for example. In Bombay 
you would have one Association called the Bombay Bankers’ Association 
comprising the Indian joint stock banks, indigenous bankers and the ex¬ 
change banks. Each class of banks would have a sub-committee. Now 
take the indigenous banker. He would not be admitted as a member 
of the Association until the sub-comruittee of indigenous bankers informed 
the general committee that he had adopted the rules laid down, nam ely, 
given up trading and so on; and once a member of that association he 
could then use after his name Member of the Bombay Bankers’ 
ciation. The same thing would happen in Calcutta, Madras, ttAngnpn 
and so on. Then over and above all these Associations you would have 
a Central Bankers’ Association and this Association would be merely 
a body co-ordinating all the others for the purposes of making representa¬ 
tions to Government, etc. By that scheme>. the question as to whether 
you are a member of the Association and can get discount facilities, 
or whether you have to get discount facilities before you are a member 
is all wiped out. 

Chairman: But then this does not bar the provincial associations. We - 
are concerned only with the Central Association but it does not wholly 
meet the difficulty to which you refer. Undoubtedly there should be 
some form of election from the provincial to fhe Central Association. 
Tiiat is all right. Then we come across people, some of whom actually 
enjoy the rediscounting facilities of the Reserve Bank, others do not. 
Therefore I think we came to the conclusion that "here must be a class of 
members and another class of associates. You might begin by saying you 
do not want associates and only such people wil be eligible for election 
in that Central Association who have actually received that concession 
and are enjoying it. That does not meet the point you raised, because 
after one of these gentlemen becomes a member of the Central Association, 
the Reserve Bank can under certain circumstances direct his exclusion 
from the schedule. 

Mr. Buckley: It is a matter of detail. 

Chairman: I think that really meets your point Mi. Currie. 

Mr. Currie: Point 10, we are in agreement, but 11 includes a great 
number of suggestions, with some of which we do not agree. We do not 
quite know whether or not these points in Statement A are recommenda¬ 
tions. 

Chairman: These items have been left over for further discussion. 
Statement A was sent to you for your information but in these matters 
though you recommended legislation we are unable to agree to put them 
in the items which require legislation. The reasons are two-fold. For 
example take items 3 and 4. It was found in Statement A that legislative 
provisions already existed. Similarly as regards. 5, legislative provision 



already exists. It may not be in the Indian Companies Act, but in some 
other Act. Similarly lor 2, legislative provision already exists. In item 
1 the difficulty is that we have to examine the legal position of the trust 
receipt. There is a good deal of complication between the civil aspect of 
the case and the criminal aspect of the case. Therefore we put that off 
for further discussions. In regard to the other items I have told you 
broadly what the position is that we discovered ourselves, that provision 
existed even in the Indian Companies’ Act or in some general legislation. 
Statement B contains a large list of items in regard to which owing to want 
of time we could not discuss among ourselves and come to provisional con¬ 
clusions. Then we saw the general trend when this Committee had their 
preliminary discussion with you. Looking at the proceedings I find that 
the general attitude you took was that none of those items ought to be 
included in groups 4, 5, 6 and 8. In discussion you admitted that you 
were not fully familiar with conditions in India, and if the Committee 
thought that any particular item ought to be dealt with differently you 
would not have any strong objection. Is that understanding of your 
attitude correct? 

Mr. Currie : That does apply to quite a number of the recommendations 
in this paper, but there are also a large number which we think would be 
very harmful to banking in India if they were included. 

Chairman: Could you kindly tell us those items? 

Mr. Currie: I shall start with the items which we are prepared to 
leave for your Committee’s consideration. These are:—Item 4—we are 
willing to leave that to your decision. In the same way No. 5 and No. 8, 
prohibition of the managing agency system for banks. I don’t think that 
exists. 

Mr. L&mond : One case. 

Mr. Cassells : It does not say for banks in my copy. 

Chairman: It is intended for banks. 

Mr. Currie : No. 9 we leave to the Committee. Also No. 18—selection 
of only firms of auditors of long standing, experience, etc. Also (b) 
appointment of two auditors, one by the directors and the other by the 
shareholders. No. 15—the provision requiring auditors to bring to notice 
all irregularities discovered by them. We are not quite clear to whom. 

Chairman: To the shareholders. That is in their audit report. 

Mr. Currie : No. 16—provision to give the right to auditors to make any 
report they like. We do not quite like that “any report they like". 

Mr. Manu Subedar: That means all defects which come to their know¬ 
ledge. 

Mr. Currie: In the same way No. 17—provision to authorise auditors 
to pay surprise visits, we leave to your Committee. Also Nos. 18 and 
21. I am not in agreement with No. 20. No. 26—provision that the 
expenses of enquiry should be borne by the State if it results in prose¬ 
cution—A.s far ns that goes I am in agreement, but the latter half of the 
question we are not in agreement with. We think that if an applicant- 
makes an application and money is spent and it proves to be frivolous, 
he ought to pay for it. 

Chairman: What about 22 ? 

Mr. Currie : We are not in favour. 



Chairman : Then you cannot be in favour of 26. 

Ur. Currie: We are in favour of the first part of 26 but with the 
;rest we are not in agreement. 

Mr. Currie : No. 27—we are iu agreement. 

Chairman : What do you mean when you say you are in agreement? 

Mr. Currie: We are in gaeement to leave it to your decision. No. 
28 we are not in agreement with, because it is conceivable that circum¬ 
stances might arise when it would be desirable that the director of a bank 
might be director of another bank doing a different form of business. 

Chairman : When you say you are not in agreement, you mean you are 
opposed to any legislation about it? 

Mr. Currie: Yes. No. 29 we are prepared to leave to your Committee, 
but Mr. Chairman, I would like to point out that in my own particular 
concern, we should be reduced to about 3 partners if such a law existed. 
We do not quite know what No. 30 means. 

Chairman: The Act should specify that persons who do not satisfy 
certain conditions will not be eligible for the office of the director of any 
bank. 

Mr. Currie: In the case of an undischarged bankrupt or something of 
that sort? 

Chairman: Yes. 

Mr. Currie: Well, I think we can leave that to your decision. 

Chairman: It is quite possible that wc might r ot resort to legislation 
on many of these matters, but these are all the outstanding items on 
which we desire that some legislation might be made. 

Mr. Currie: No. 31—prohibition against the director of a bank acting 
as its liquidator—we are not in agreement if it if voluntary liquidation. 
Nos. 32 and 33, we think, should be left to the shareholders. We do not 
feel that, there should be any legislation about that. No. 36 restriction 
of Chairman of a board of directors acting in that capacity for more than 
3 vears. We are quite prepared to leave that to your decision. No. 38— 
provisions requiring inclusion of certain particulars in the directors* report— 
we are not quite clear what that means. 

Chairman: That is again for the shareholders and probably refers to 
things like what Dr. Trip refereed to, namely, details of valuation, etc. 

Mr. Currie: I am quite prepared to leave thit to your Committee. 
>so. 41—provisions requiring that the names of the Manager etc.—we are 
in agreement with. Nos. 42 and 43 we leave to your decision. With 
regard to No. 43, in Dr. Trip's country, I gather, they have the same 
practice. 

Dr. Trip: In my country it is always done. 1 may say it is the general 
practice with regard to all joint, stock companies. 

Mr. Lam and: I think also with regard to the staff? 

Dr. Trip: Yes. They all get. a share of the piofils. 

Mr. Maim Subrdar: Is there no wrangling over how the profils shall be 
shared? 

Dr. Trip: There is the hoard of directors. 

Vot,. IV 2 v 
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Chairman: Therefore you do not advocate any action with regard to 
that ? 

Dr. Trip: No. From my point of view I do not recommend any action, 
but if it is necessary with regard to the conditions in this country, I do 
not object. 

Mr. Cassels: Our Committee are not unanimous on this point. 

Dr. Trip : It is not a question, I think, ot uutuiimity, it is only a 
question of the practice in different countries. 

Mr. Currie : No. 40—we leave to your Committee. No. 46 we leave 
to the Committee. No. 47—we are not quite clear what it means. 

Chairman: That is a question of transfer of bank shares. 

Sir Hugh Coclce : If a man is indebted to the bank he has shares lodged 
with the bank, and the bank would refuse to give them up. That is 
what it amounts to. 

Mr. Mann Subedar: If in the case of a debtor, these assets are not 
otherwise sufficient and he wants to transfer his holding in the bank to 
some other debtor, the bank’s debt gains priority. That is a general provi¬ 
sion in the joint stock companies’ Act in tlvis country, under which the 
joint stock company can refuse to transfer the cash. 

Mr. Larnond: That is not the point—it is liens. 

Sir Hugh Cocke : Now' this suggests that it should be confined to partly 
paid shares and should not be allowed to operate for fully paid shares. 
I do not see any difference myself. 

Mr. Manu Subedar: If there is a substantial holder of partly paid shares 
and he transfers them to a weaker holder, then in the even of liquidation 
the bank loses the support of that substantial holder; they do not want 
to lose that. 

Mr. Larnond: I don't see it. The broker must put up good shares it 
he sells them to anyone. 

Mr. Mann Subedar: It certainly does not restrict the market. 

Mr. Currie: 1 do not think we are in agreement with that. No. 48— 
there again we are not quite sure what the proposal is. 

Mr. Larnond : I think it is with regard to realisation. 

Dr. Trip : Special mortgages for short-term credits, for instance, for 
a year? 

Mr. Manu Subedar: The idea was this that at present properties mort¬ 
gaged to banks are registered with the Eegistrar, who is overloaded with all 
sorts of documents including documents of private parlies. Therefore a 
bank, if it wanted to know ■whether this property was mortgaged to another 
bank would take a long time. No borrower w>ould be in a position to put 
one set of security on equitable mortgage without registered mortgage 
by one bank and to transfer it by registered mortgage to another bank. 
A case occurred in Calcutta where on the same property one man raised 
money from two banks. 

Mr. Larnond: That was an accident. 
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Chairman : The Committee's summary is this: it is stated that owing 
to legal difficulties, complicated procedure and expenses of mortgage people 
pre unable to utilise land for creating credit and it is with .that objecjb in 
view that these bankers’ mortgages have been proposed. 

Mr. Manu Subedar: In this case a banker’s mortgage should have 
priority in a court of law. Ordinarily what happens is, that the mortgagee, 
when he tries to release the property, has all sorts of difficulties cn account 
of people’s prior claim on the property under various laws. The bankers’ 
mortgage ought to be free from all these complications. 

Chairman: Item (48) in Statement B which reads “Proposal to create 
a kind of Bankers’ mortgages with certain concessions’’ is a recommenda¬ 
tion based on the Sub-Committee’s Beport contained in para. 117 thereon. 
What are your views on that? 

Mr. Currie: I leave it to your Committee to decide. W T ith regard to 
item 51 I am not sure why blank transfer of shares should be prohibited. 

Mr. Buckley: By making such a regulation the banks would be prohi¬ 
bited from making advances against shares held in any name other than 
the name of the borrower. What happens to-day is that people buy shares 
which are in the names of other persons and these shares are deposited 
with banks as security for advances. The reason why they do not want 
to transfer the share is to avoid the stamp duty thus entailed. 

Mr. Currie: In that case we have no objection to the suggestion, if 
a special stamp duty could be arranged. 

Chairman: Now that we have exhausted this paper the Committee 
yrould naturally like to know the reasons for your objection to certain 
items, where you say legislation is not required. 

Mr. Currie: With regard to item (1) under Statement B, we are of 
opinion that clean advances, as Dr. Jeidels told you, may be the basis of 
advances which a bank legitimately makes and to make any stipulation 
in regard to the capital of the bank seems to be hampering its proper field 
of activity. 

Chairman: If we wanted to make a provision there it will immediately 
conflict with the statement you have made elsewhere. 

Mr. Currie: That is so. Items (2) and (8) also practically fall under 
the same category. With regard to item (7) we do not see how it ia 
possible to draw any hard and fast line with regard to long and short 
term business. 

Chairman: It may conflict again with some of our recommendations 
on Industrial Finance. 

Mr. Currie: Yes. We are of opinion that with regard to item (10) 
we cannot make legislation at the present moment because the co-operative 
movement covers only a very small proportion of agricultural finance at 
present. With regard to item (11) we tore of opinion that it will also 
conflict with the development of banking in India. 

Chairman: With regard to item (12) I think your view is that those 
people who do not conform to certain conditions in law will not be allowed 
to use the term "Banker” or “Bank”. 
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Mr. Manu Subedar: Can we not have Mr. Currie’s view as to why a' 
legislative provision in regard to this matter should not be made in the 
case of foreign concerns working in this country? 

Chairman: If you are prepared to discuss it in connection with the 
paper on foreign banks I am prepared to leave it there for the present. 
As it is, there are certain paragraphs in the body of this document which 
are reserved for such discussion. 

Mr. Currie: With regard to item (14) I do not know what that really 
means. 

Chairman: In the absence of Sir Hugh Cocke, I would ask Mr. Manu 
Subedar to explain the position. 

Mr. Manu Subedar: I do not say I am necessarily in favour of this 
item. The point is that on the last day of the working year when the 
balance sheet is prepared banks generally show an increase in the cadi 
position by selling a lump of Government securities and so on. This is 
almost a universal custom among banks and by this regulation the auditor 
should be enabled to give the every day cash position just to enable the 
public to judge the comparative cash position. I do not, however, insist 
upon this. 

Chairman: Will not this item be covered by item (16)? 

Mr. Manu Subedar: Item (16) is a permissive legislation but this is 
obligatory. 

Chairman: Anyway w'e will leave it et that. 

Mr. Currie: Item (19) we do not like this legislation. Management 
should not hold proxies but the directors are the proper representatives of 
the shareholders to represent the latter’s interests. With regard to item 
(20) we are not in agreement as the practice is for the banks themselves 
to have the accounts of branches audited by their own Inspectors and these 
returns are accepted by the auditors who audit the accounts of the bank. 

Mr. Manu Subedar: At present the auditor says that the returns of the 
up-country branches have been incorporated into the main accounts. The 
auditors themselves do not know the exact position of up-country branches 
except through these returns which are placed before them by the manage¬ 
ment. 

Mr. Casseh: The practice is, except in the case of large up-country 
branches where separate audit is done, small branches are inspected by 
the bank’s own inspectors which are accepted by the auditors. 

Chairman: Is there any provision in the English Act with regard to 
this point? 

Mr. Currie: No. It is only the practice. 

Dr. Trip: I would like to ask whether it will meet your point if this 
subject were left to the discretion of the shareholders. In my country, 
the shareholders are given the power to call for audited reports, if they 
so desire. The management has to follow the wishes of the shareholders. 

Chairman: Therefore you will have no objection if such a provision is 
made in the Indian Banking Act as well? 

Dr. Trip: I think that is the right thing to do. It is better to leave H 
to the shareholders to decide. 



Mf. Catselt : The situation in is much the same as it is in 

England. There is no statutory provision in that country but it is only 
the custom. 

Mr. Manu Subedar: They will have to give notice of resolutions in 
advance. Shareholders are not a mobile body, and their power ds restricted 
by the fact that they will have to call a special meeting and pass tb A re* 
solution (s) at that meeting and again confirm the resolution(s) at the 
next meeting and for this a certain majority is provided. Shareholders 
have infinite power under law, but their power is difficult to exercise. 

Dr. Trip: It is everywhere the same. If you put in a strict provision 
it will be harmful to the bank. It will have to spend a lot of money on 
the investigation by the auditor of branches every year. 

Dr. Friederich : In my country, we have no legal provisions with regard 
to audit of commercial banks. It is left to the managing committee and 
the board of directors. In case shareholders want special audit they can 
get it. If the majority ask for it, it will have to be done. Every bank 
has its special auditing department and its inspectors have to go round 
and inspect the bank’s branches. 

Chairman : (22). Your point is that it should be left to the Beserve 
Bank, but you would not object to a Controller of Banks? 

Mr. Currie : If the Reserve Bank thinks it necessary, with regard to 
the position of the country, we quite agree. 

Chairman : (23). We consider that one-tenth is most useful for an 
ordinary industrial concern. It will do no harm to a credit concern like 
a bank. 

Mr. Currie: Such an application would probably result in a run on the 
bank. In the 1929 Act, in England, I think one-third was laid down. 

Chairman: (24). The same thing applies here. If people want to sub¬ 
ject a bank to such a strain on its credit, they should have sufficient motive 
to induce them. 

Mr. Manu Subedar : (25). Would you give the authority to any one in 
the country to prosecute a person connected with a bank who is criminally 
liable? The banking company may do it, Government may do it, but 
Government have at present no adequate machinery. As a matter of fact 
those who put this forward find that various people involved in frauds, with 
regard to banks have escaped scot-free. 

Mr. Ramdag Pantulu: As a matter of fact anybody can prosecute. 
Section 90 C. P. C. authorises any private individual to do so. 

Mr, Manu Subedar: How then has it happened that these people 
responsible for frauds have escaped? If a bank has gone into liquidation 
the liquidator is concerned with his own business of clearing up, and he 
has no personal motive to institute a prosecution. This is a social wrong 
and it induces other people to do the same, but if a man is brought to 
book, it will have a deterrent effect, and to that extent it would do good 
to banks. 

Mr. Catsele: When a liquidator is appointed it means that the liqui¬ 
dator must report to the court if somebody has been guilty of malfeasance 
in regard to the bank. It is his duty to put this information before the 
Public Prosecutor. 

Mr. Manu Subedar: Would you say if the machinery is lax it does not 
matter? Would you say it is the proper thing for some public authority? 
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Dr. Trip: Everybody who knows such an sot is,' in my country, com-* 
pellet by law, to report the matter to the Public Prosecutor. 

Mr. Manu Subedor : Here what happens is that the Public Prosecutor 
and others who are authorised by law to act do not act quick enough, and. 
the man takes the booty and goes away. We will examine the procedure 
under which it is done at present and if we find it is not sufficiently strong 
to bring to book the guilty, you have no objection to our suggesting addi- 
tional measures. 

Dr. Trip: No. 

Mr. Ramdas Pantulu: Anybody can complain to the District Magistrate 
who is the head of the police. Even in the case of a Public Prosecutor 
somebody will have to complain to him before he can take action. When 
people come forward I do not think district magistrates have been found 
to be lax in having matters investigated. 

Chairman: We can discuss that among ourselves. 

Mr. Currie : (28). A bank dealing in foreign exchange will not be doing 
exactly the same business as joint stock baides. It will be doing business 
with joint stock banks on its own behalf. The directors of that bank could 
very desirably be directors of joint stock h anks In England the directors 
of banks are also directors of banks doing special business such as financing 
trade between England and South Africa, between England and Australia^ 
I think such a regulation would very much limit the number of directors 
of character. 

Chairman: (31). You have stud that you would agree, but you are not 
for voluntary liquidation. (32) and (33)., You want to give the power 
to shareholders alone. 

Mr. Currie: (34). In this case our opinion is that if a director is in 
disagreement with the Board on a question of policy his only means of 
bringing the matter immediately to the notice of the shareholders is by 
immediately resigning frpm the board. A general meeting may not 
take place for another 9 months and in the meantime the policy would 
have been adopted. It is therefore considered that the director should 
be left the power to resign in order to show his disapproval of the 
policy the board is adopting. 

Mr. Manu Subedar : A letter of resignation by such a director, in which 
he gives his reasons, is the property of the .bank and shareholders are not 
entitled to see it. A case occurred where the shareholders wanted to see 
a director’s letter of resignation, but it was not shown to them. 

Dr. Trip: It is another point. 

Mr. Manu Subedar: Mr. Currie said that there should be no prohibition 
in order that the director may be able to draw the attention of the share¬ 
holders to the disagreement on a question of policy. I agree. There is 
nothing in law to compel the management to show the letter of resignat ; oa 
to shareholders. 

Dr. Trip: It is not so in my country. They would ask at the general 
meeting. 

Mr. Manu Subedar : That is after 9 months. 
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10?. Trip : If u t director I hate a strong opinion against the manage¬ 
ment I would put my view in a finance paper and then the public opinion 
■will go into the situation. 

Mr. Manu Subedar: Such a letter of resignation should be circulated 
to shareholders so that they will know. A certain number, let us say 5 
per cent., must have the right to ask for the circulation of the letter. 

Dr. Trip,: That comes under (37). 

Mr. Manu Subedar: An enquiry is a much more serious thing than the 
policy on which a director has resigned. 

Mr. Ramdas Pantulu: Would it be in the interests of the bank? 
Suppose he makes allegations against other shareholders. Each case should 
be left to be decided on* its own merits. 

Mr. Manu Subedar: (37). Some of us might favour a one-third provi¬ 
sion. One shareholder who is troublesome may come with a long Ust of 
50 queries. If a substantial body of shareholders wanted some information 
then perhaps there is some case. 

Mr. Currie: What do you call a substantial body? 

Mr. Manu Subedar: I should say one-tenth. 

Dr. Trip: Shareholders have the right to convene a general meeting. 
They can put there all the questions they like. I do not say they are all 
answered. I think it should be left to the mangement and the directorate 
to decide whether it is in the general interests of the company or the bank 
to give information or not. 

Chairman: A specific proposal was placed before us, based on section 
(54) of tbe Canadian Eank Act, that directors should submit to shareholders 
all such further statements of the affairs of tbe bank as the shareholder* 
may require by a bye-law passed at a general meeting or at any special 
meeting of the shareholders called for the purpose. 

Dr. Trip: It is not all the information they want to get. 

Chairman: That, is provided for by section (54) of the Bank Act of 
Canada. 

Dr. Trip: I think it would not be so objectionable. A general meeting 
of the shareholders have to decide, and then it is a question of what the 
majority of shareholders want. There la the difference. 

Dr. Ryder: If it is done by a resolution that will be acceptable. 
Chairman: You would have no objection to a provision on the l>nes of 
the Canadian Bank Act.. 

Mr. Ca»teis: We would not. object to that. 

Mr. Manu Subedar: (39). It merely means every institution doing 
banking business in India will come under the law relating to this. 

Chairman: Every institution registered under the Indian Companies 
Act? » 

Mr. Manu Subedar: That is the idea. All that we can reasonably 
suggest, is with regard to banking institutions registered under the law in 
India, and when they are so registered there may be s->me reasonable 
ground for it.. I should like to know Mr. Currie’s views with regard to 
such a provision for institutions registered in India. 



Mr. Currie : I think it is an interference with the rights of shareholders. 
If the shareholders agree to such a restriction it is entirely a different 
matter. 

Mr. Manu Subedar: The shareholders can say that the majority should 
be Indians. 

Chairman : The majority of shareholders, even if they are Indians, may 
not decide to have a majority of Indian directors. It does not make it 
legally incumbent on them to take that action. 

Mr. Manu Subedar : Do you know of any other country where the 
majority of the directors of banking institutions are not required to Be 
the nationals of the country? 

Mr. Currie: In England they are not required. 

Mr. Sarker: No other nationals can be a member of the court ot 
management of the Bank of England. 

Mr. Currie: That is not a commercial bank. 

Mr. Sarker: In Canada? 

Mr. Gaseele : The law is that the majority of the directors must be- 
British bom subjects of His Majesty domiciled in Canada. 

Dr. Friederich: We have such a restriction, not for joint Btock banks, 
but for the Reserve Bank. 

Dr. Trip: In Holland there is no restriction except with regard to the 
Reserve Bank. 

Mr. Manu Subedar: Having regard to the situation in India in which 
foreigners dominate the economic life of the country, would you say that 
such a regulation is not good? 

Mr. Currie: Covering all institutions in India? 

Mr. Manu Subedar: Covering institutions registered under the Indian- 
law. 

Mr. Currie: I do not think so. The regulations should leave share¬ 
holders free to select such directors as they think fit. There is an excep¬ 
tion perhaps in the case of the central institution, but where commercial 
business is concerned the shareholders shculd have the deciding power. 

Mr. Manu Subedar: If the activities of the shareholders are harmful to 
the nation? 

Mr. Currie: I do not see how they will be. 

Mr. Manu Subedar: In the sense of transferring the controlling power 
to alien hands. 

Mr. Currie: Shareholders have still got the control over the directors. 

Mr. Manu Subedar: What we want to do is to restrict their discretion 
with regard to the nationality of directors. 

Mr. Currie: Why should you do it? All that is necessary is that the 
directorate should be efficient. 

Mr. Manu Subedar: Shareholders have discretion over a wide field. 
It is only restricted with regard to the appointment of those who are not 
the nationals of this country. 

Mr. Currie : Would you omit any body who might be very useful to 
them just because he is not an Indian? 
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Mr. Manu Subedar: He might come in in any other capacity than a* 
a director. He may be a manager. 

Mr. Currie : Why should he not be a director? 

Mr. Manu Subedar: He should not have the controlling voice. 

Dr. Trip: It may be a political point, it is not a banking point. 

Mr. Manu Subedar: Having regard ro the peculiar situation in India— 
your country’s economic life is not circumscribed by dominant foreign, 
interests—if a provision is made for this, what will be the harm it will do- 
to the country? 

Dr. Trip: I think the situation of this country is at present dominated 
by political sentiment, and we as experts are not prepared to enter that 
field. Our experience is that there are no legal restrictions in that respect 
in our countries, and if you want to have them I think it would be for 
political reasons with which we are not concerned. 

Mr. Currie: Item (40). I do not know how you are going to fhqd out 
the standard of qualification for the Manager of a bank except through- 
the directors who would naturally make sure that the manager is a capable 
and experienced banker. 

Mr. Currie: Item (44). The depositors should have no right to appoint 
directors; they only deposit their money with a bank; if they do not like a- 
particular bank, they deposit their money with another. The control of 
the bank is the business of shareholders. 

Chairman: Is any such power given to the depositors in any of the 
countries from which you come? 

Mr. Currie: No. 

Mr. Manu Subedar: In the event of u liquidation, you know that credi¬ 
tors have considerable power, both under law and in practice. A sugges¬ 
tion was made to us that some kind of provision such as we have made 
should be provided for. It is a difficult suggestion to carry out, but I 
would like to know whether there is any precedent for this. 

Mr. Currie: We do not know of any. 

Mr. Currie : Item (50). Prohibition of share hawking. This seems to- 
be rather a vulgar way of describing Industrial finance. You cannot for 
instance advise an industrial bank that they must not hawk shares. 

Mr. Lanumd: These arc intended to be their own shares. 

Mr. Currie : Item 51. We have no objection if an exception is made 
for loans against shares. 

Mr. Currie : Item (52). Prescribing, a time limit within which transfers- 
should be registered. This does not seem to be possible. 

Sir Hugh Cocke: It is to prevent the holding of blank transfers for an 
indefinite period which is so common in India. 

Mr. Currie,: If a blank transfer is not produced for registration, how 
are you going to put a time limit? 

Sir Hugh Cocke: I suppose legally the transferor or transferee would' 
not get his money. 

Mr. Currie: It would bring the law into contempt. 

Mr. Buckley: If you legislate for (51), (52) would be unnecessary. 



Chairman : Item (58). The opening of new branches will come in 
another paper. What about the provision requiring information regarding 
the closing of branches? 

Mr. Currie: It seems to me to be entirely a business for the bank itself. 

Dr. Trip: I think there is some contradiction between this clause and 
the recommendation that “banks should expand as much as possible”. 

Chairman: We are not dealing with tlic opening of branches; that will 
come in another paper. We arc only discussing here about the closing 
of branches. 

Mr. Lamond: I think it would merely be an intimation to the Reserve 
Bank that the bank is going to close down. 

Mn Many. Subedar: If there is a party which gives permission for the 
opening of branches, it is good for that party to know why an institution 
is closing down. 

Mr. Currie: There can be no objection to that. 

Dr. Trip: It depends on the question of licensing of new branches. 
This can be a provision quite apart from the licensing power of the Central 
Banking Authority. 

Mr. Manu Subedar : But if there is a licensing authority which gives 
permission for the opening of branches, then that would be the proper 
authority to get this information also. 

Dr. Trip,: If we agree to this, it should not be understood to mean 
that we agree to the licensing authority. 

Mr. Manu Subedar: (61) Prohibition to acquire controlling interest m 
banking institutions without the disclosure of such information to the 
Central Banking Authority. This applies to institutions inside the country. 
In the business world an acquisition is generally done with a definite 
business motive and if there is anv such thing going on in the banking 
world, it should not he underhand, but known to the Coni ml Banking 
Authority. 

Mr. Currie: It may be a matter of buying shares. 

Mr. Manu Subedar: If they acquired control, it would become obli¬ 
gatory on the party to send at the first opportunity information about this 
to the Central Banking Authority. 

Mr. Currie: They may have already broken the law. 

Mr. Manu Subedar: The word ‘prohibition* I am afraid, occurs every¬ 
where. 

Chairman: I think it was stated that if this were done without dis¬ 
closure of such information, the process itself would become illegal That 
is what prohibition means. Tt. would become 3n illegal operation. 

Dr. Trip: If the company made a legal offer and they bought shares? 

Chairman : The intention was that even the purchasing of shares would 
become an illegal operation. 

Dr. Trip: This is not necessary if you have the proper relation between 
the banks and the Reserve Bank. 
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Mr. Manu Subedar : I am afraid we have still to consider the practical 
difficulties. So far as we as a Committee are concerned, this is the first 
time we are discussing it even amongst ourselves; we would not therefore 
be unmindful of the difficulties. But is there any objection in principle 
to this? You know for example that in England an undertaking has been 
given that there? shall not be an amalgamation of any two of the Big Five. 
Therefore a situation has reached where the Central Authority has to 
interpose. In our country there is no such danger. On the contrary, a 
suggestion has been made that every encouragement should be given to 
small banks to amalgamate in order that they, may carry on much better, 
and more economically than they are doing. The idea is to initiate the 
necessary legislation so that the Central Authority would be fully seized 
of whatever is going on in the banking world without having regard to 
rumours. In India rumours play a considerable part on some occasions 
and I do not want the Beserve Bank to be at the mercy of these rumours. 
The Beserve Bank, as a Central Authority, ought to be in definite posses¬ 
sion of direct information. If the acquisition of controlling interest is with 
a view to amalgamation, then there is some other clause which says that 
amalgamation should not take place without their permission and they 
would not as a rule prohibit it. 

Mr. Currie : I fear the provision may hamper amalgamation. 

Mr. Manu Subedar: You can add in your observations that you hope 
that any such provision ought not to hamper amalgamation. 

Chairman,: As it is, amalgamation has been provided for in item (60) 
and to that you have not objected. 

Mr. Currie: We have no objection on principle. 

Mr. Manu Subedar: Item (62); Prohibition against any party, firm, in¬ 
stitution, o»- company operating through a foreign country acquiring con¬ 
trolling interest in any institution doing banking business in this country. 
I want to know the grounds on which the experts think that, there is no 
need for any statutory provision. 

Mr. Currie: The objection to any statutory regulation is that cn prin¬ 
ciple it is objectionable to make any regulation which stops any individual 
or firm from soiling his or its property in ihe best market he or thev can 
find. 

Dr. Hyder: Or in such forms as lie may find suitable. 

Mr. Currie: Yes. 

Mr. Manu Subedar : With regard to this you state that it would inter¬ 
fere with the right of sale in the best market of the shareholders. 

Mr. Currie: It might. 

Mr. Manu Subedar: Is that the only objection? 

Mr. Currie: That is the main objection. 

Mr. Manu Subedar: I can understand, if a principle were involved as 
-exists in your country, namely the right of every one to sell his assets in 
the best market. But the principle was upset in the national interests in 
the United Kingdom. 

Mr. Currie: That was done by the directors taking action with the 
consent of shareholders. 

Mr, Manu Subedar: It was done in a particular manner, hut in effect 
it was set aside in the national interest. 
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Mr. Currie,: Only by the shareholders themselves. 

Mr. Manu Bubedar: Here in this country if it is set aside by law? 

Mr. Currie : Then I think the objection remains. 

Mr. Manu Bubedar: You consider that the controlling authority as a 
third party ought not to interfere with the shareholders? 

iTfr. Currie: Precisely. 

Mr. Manu Bubedar: You do not think that the State ought to take 
such action as it thinks fit in the general interests of the community but 
that individual interests have to submit to general interests? 

Mr. Currie: I am very much against it. 

Mr. Currie: (64) Proposal that depositors of small amounts may be 
given protection and preference by law. I am entirely against any one 
depositor being given preference to any other depositor. 

Sir Hugh Cocke: (65) Provision to the effect that a certificate should be 
obtained from the Advocate General or from the Registrar of Companies 
before anybody takes criminal proceedings against a banking company. This 
arises out of the fact that certain individuals in this country have made a 
point of making repeated charges against banking companies and that 
interfered with their daily operations. 

Mr. Currie: I think in the course of discussions we mentioned that if 
the Advocate General gave his permission for the proceedings to go on, 
the case would be very much worse than before. 

Chairman: If in any of these cases, in which you do not advocate legis¬ 
lation, we later on come to the conclusion that legislation is advisable and 
recommend it, in fairness to you wo shall make a note that you do not 
advocate legislation. 
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Mr. Cassels: Before we begin the proceedings this morning I wouid 
like to say that we have considered the question of this report and we are 
going to do our best to get it in your hands before we leave. 

Chairman : I am extremely grateful to you and your colleagues. 

Mr. Cassels: It means that we will have to devote a great deal of our 
time to it and you will readily understand that we may not be able to be 
present at all these meetings. 

Chairman: As it is I am going to shorten the discussions over these 
papers. There is much which has nothing to do with co-operative credit. 
There are things like land, improvement of condition of the agriculturist, 
rural reconstruction, etc., which are open to doubt as to whether they come 
within the purview of our Committee. I shall tell my colleagues that for 
the present they should confine themselves to asking questions on co-opera¬ 
tive credit, banking facilities. Then they can discuss with the agricultural 
•experts the other ideas put forward in that paper. The position, very 
broadly, is this. We have had a Royal Commission on Agriculture and 
they have dealt with most of these problems which are contained in these 
papers and they certainly dealt with them in a more exhaustive fashion 
than is possible for any expert coming out ta India for 2 or 8 months to 
•deal with. We have a big report dealing with the whole thing. That being 
■so in our discussions with Mr. McDougall and Dr. Fried erieh at this stage, 
Mr. Devadhar, we should confine ourselves to the co-operative credit . 

Mr. Devadhar : Not necessarily. 

Chairman : Later on we will have an opportunity of discussing these 
papers again with you because it will probably come in the subsidiary section 
of our report. So far as I am concerned I had an opportunity of discussing 
Mr. McDougall’s paper with a man who was also on the Agricultural Com¬ 
mission and he told me that his first impression was that even the jute 
societies are not practical propositions. It is quite possible that at a later 
stage we may try and get Sir T. V. Acbarya of the Agricultural Research 
and ask him to join in our discussions but fundamentally the subject is 
outside our purview. 

Mr. Cassels: There is one matter about which I would like to ask— we 
never really settled the question of the verbal evidence being published or 
not. 

Chairman: The memoranda you have given us and the discussions 
with you will have to be published unless you want them to be treated as 
confidential. 

Mr. Cassels: We have no objection to their being published, but I just 
wanted to make sure whether they were going to be or not 

Dr. Trip : I think it would be of some use with regard to our report to 
publish them as then we could make the report shorter. Otherwise we 
would have to put more into our report if the memoranda and evidence 
were not published, but now we can refer to it. 

Chairman: I think I mentioned yesterday that it was certainly-my inten¬ 
tion to publish them. 

Dr. Friederich: Before we start may I make a proposal with regard to 
the changing of the text of my memorandum. On page 7, paragraph 5, 1 
want to put “We are against co-operative apex banks advancing loans to 
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land mortgage banks for long-term mortgage credit” to make clear what I 
wanted to say. 

Chairman: I am not sure what your objection is. I could see the objec¬ 
tion if the apex bank should use short-term deposits for long-term loans. 

Dr. Friederich: I cannot approve of it with regard to the liquidity of the 
apex bank. I am afraid the liquidity of the apex bank will suffer from 
giving mortgage credit with the help of short-term deposits. 

Chairman: That I can see. I have considered it. But what is your 
precise objection to the apex bank taking money on long term debentures 
and advancing that money to a land mortgage bank again for long term 
loans ? 

Dr. Friederich: I make this proposal especially with regal'd to the pro¬ 
posal of starting special mortgage banks because I am not in favour of 
short-term and long-term credit business being mixed in an Apex Bank. 

Chairman: Could you tell me where the mixture is if the Apex Bant 
takes short-term deposits and uses those deposits exclusively for short-term 
credit and also takes long-term debentures and uses that money in advancing 
money to a land mortgage bank for long-term credit? 

Dr. Friederich: Bor instance—Mr. Pantulu will correct me if I am 
wrong—I could see in the balance sheet of the Madras Central Bank that 
debentures were issued but only a part of the whole amount raised by 
issuing debentures has been given to Mortgage Banks. I suppose the 
other part of the money raised has been used for short-term credit. 

Chairman: I mean then, that long-term money is used for short-term 
credit—where is the objection to that? 

Dr. Friederich: No objection at all. But I am not in favour of Apex 
Bank’s raising money by issuing debentures. 

Mr. Ramdas Pantulu: Before we started our central land mortgage 
bank only a few months ago we had only primary land mortgage banks. 
They were issuing their own debentures individually. Government took 
up debentures at half per cent, less than what they sold to the public. 
Then these primary mortgage banks had to go into the market. The 
Registrar said to the provincial banks “if you can raise some money, Gov¬ 
ernment will given an equal amount, and, therefore, will you help these 
banks with accommodation?” Then we issued debentures for 5 lakhs and 
after getting to the extent of 2 lakhs we stopped it because one must have 
a demand for it. We lent out about a lakh, lending it to land mortgage 
banks. We still consider it a sound investment. 

Chairman: All it comes to is this, that it is a special transaction. 

Mr. Devadhar: (to Dr. Friederich) On page 1 of your paper in the para¬ 
graph about working capital you have at the back of your mind, I think, the 
idea that there should be division of the functions undertaken by different 
institutions ? 

Dr. Friederich: I wanted to point out that there is a difference between 
working capital for industries and so on and -working capital for agricul¬ 
ture. I wanted to stress on this point. 

Mr. Devadhar: I did not mean that difference. So far as capital for 
agriculture itself is concerned I think you propose here that there should be 
different types of capital financed by different types of co-operative institu¬ 
tions. Will you be in favour of having three different types of institutions? 
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Dr. Friederich : Two types will do. 

Mr. Devadhar: That is co-operative societies which deal with agricul¬ 
ture ? Do you also know that some of our societies if they have surplus 
funds, give money even for, say, land improvement where the period 
extends for 3, 4 or 5 years. 

Dr. Friederich : I have no objection if these are surplus funds. 

Mr. Devadhar: Would you like primary societies to restrict their opera¬ 
tions only to that extent? 

Dr. Friederich: It is sounder than in case that the working capital 
required for this purpose is borrowed from a central bank. 

Mr. Devadhar: You would not restrict the operations of that society to 
such an extent as could be obtained but eertamly on the basis of the local 
capital required you would advise borrowing from provincial banks up to 
a certain extent? 

Dr. Friederich : Yes, but not like it has been done. At present the 
working capital of most primary local societies with exception of those 
in 2 or 3 Provinces consists to the largest extent of loans borrowed from 
Central Bank. Therefore the financial position of these primary societies 
is unsound. I am not in favour of this financial position. It is much 
better to start sound and to develop on a sound line—that means to' 
develop according to the deposits which may be acquired and not to- 
start at once on a broad credit basis, on rather a unsound basis. 

Chairman: Have I understood you correctly to mean that in regard 
short-term credit, namely from 6 months to one year, you have no objection 
to the primary societies meeting a portion of the demands on it from loans 
taken fror central banks? 

Dr. Friederich : I_have no objection. 

Chairman: Eut if that primary society wants to grant what we may call 
intermediate credit, that is over one year but up to whatever it may be, 

3 or 4 years, then your recommendation is that these loans must be granted 
out of monies obtained by deposits ? 

Dr. Friederich: Yes. Otherwise you will always find that a society 
may get into a precarious position. A Central Bank wants that loans 
given to local societies shall be repaid w-ithin a fixed period. If the society 
borrows and lends it out for a number of years of course then it may happens 
that it will be impossible for the society to repay. 

Mr. Devadhar: I see. Therefore, you would only let the society borrow 
to the extent which it will be in a position to repay out of capital profits. 

Dr. Friederich: This remark has been made with regard to repayment 
of debts of cultivators. This should be done out of the net profits obtained 
from agriculture. 

Mr. Devadhar: I am at present dealing with primary societies which 
lend money to cultivators and I am trying to visualise a picture of a culti¬ 
vator who is a member of the co-operative society and whose ordinary needs 
are met by this society. Sometimes it happens that a society may be in 
a position to lend money for ordinary improvement of land where the loan 
will have to be spread over 3 to 5 years. 

Mr. Ramdas Pantulu: You find in agricultural societies about 8 crores 
of their own share capital is reserved. Will you admit that they can lend 
for intermediate purposes some of their share capital, because it is their 
own capital? 
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Dr. Friederich: I have no objection. 

Mr. Dbvadhar: In the last column where you speak of deposits. There 
is no question, in my opinion, that the total contribution towtftds the 30 
crores of these primary societies is not only 8 crores, it is little more than 
8 crores. I know several societies where large sums of money have been 
deposited—I instanced to you that society outside Poona. It has not 
borrowed a single rupee on a capital of something like 2 lakhs a year. In a 
case like that would you have any objection to liquidating old debts of 
members, or giving longer loans? 

Dr. Friederich: It should not be done on principle but it can be done to 
a certain extent. That depends always on whether the liquidity and sol¬ 
vency of a society is touched by giving such loans. You cannot decide that 
generally, it is a matter for the Manager. 

Mr. Devadhar: I can assure you that when a society undertakes a trans¬ 
action of this nature, it generally goes without saying that it is of long 
standing and has acquired some experience and some prestige. What I 
wanted to know from you was whether on the basis of the experience you 
have had in your own country you would have any objection to such 
surplus funds being given for improvement of land, etc. ? 

Dr. Friederich: I have no objection if it is done to a reasonable extent. 

Chairman: Your point is one of principle and the sense of it is that 
short-term money should not be utilised for long-term credit. If, on the 
ether hand, a primary society has money either of its own or money which 
is raised by long-term deposits, or money which it can get from the central 
bank on long-term credit, say, for 4 or 5 years:, then would you have any 
■objection for that primary society to grant long-term credit subject to those 
limitations ? 

Dr. Friederich: Not long-term credit, intermediate credit. 

Mr. Devadhar: What would be your definition exactly of this intermedi¬ 
ate credit? 

Dr. Friederieh : Perhaps up to 3 to 5 years. In my country it is done 
up to 3 or 4 years, the utmost period is 5 years but under no circum¬ 
stances longer. 

Mr. Devadhar: If there is provision available for accommodation, you 
would do it? When there are eases in which a longer period is necessary, 
beyond 5 years, for repayment out of additional profit, what method would 
you suggest? 

Dr. Friederich : That is a matter for land mortgage banks. 

Mr. Devadhar : I should like to know whether you would be in favour of 
a sufficiently long period. In some countries the period is sometimes 75 
years and even 100 years. At present some feeble attempt has been 
made to start land mortgage banks with some help from Government in 
some places and in some places separating it after some time, but the 
point is of funds. They will have to spread it over a very long period. 
No bank would be prepared to undertake that kind of responsibilities, so 
funds will be necessary, the repayment of which will have to be spread 
over a long period. What would your advice be to secure these funds? 

Dr. Friederich: In our paper on mortgage banks we suggested the issue 
of debentures. We are in favour of Government supplying a portion of the 
share capital. 
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Mr. Devadhar: There is another alternative, namely, guarantee of 
interest. Would you be in favour of that? 

Dr. Fricderich: In our paper we are not in favour of any guarantee. 
That is our joint opinion. 

Mr. Devadhar: You prefer subscriptions of equal shares of debentures to 
guarantee of interest on the part of the State? Which would you prefer, 
the State subscribing to share capital or the debenture capital or to the 
guaranteeing of interest thereon? 

Dr. Friederich: My view is self-help is the best help in all these matters. 

Chairman: As Mr. McDougall has dealt with this subject in his paper 
I suggest that it is better to deal with this matter v\ hen we come to discuss 
his paper. 

Mr. Devadhar: Are you not in favour of State help at least in the begin¬ 
ning to foster the growth of the co-operative movement? For a parallel I 
might mention that at the commencement of the co-operative movement 
the State offered help up to the extent of Rs. 2,000 if an equal amount was 
aj»o collected by the public. 

Dr. Fricderich : For instance, with regard to marketing societies I am in 
favour of this organisation being subsidised by Government. 

Mr. Devadhar : My point is that you cannot expect these new societies 
to start and function all of a sudden without State help; but after some 
period it might be possible for them to stand on their own legs. 

Dr. Friederich: I have no objection to State assistance being given under 
such circumstances. 

Mr. Devadhar: What is your idea, at which rale do you think Govern¬ 
ment should advance money? 

Dr. Friederich: It must, if at all, be at a very low rate of interest. 
For instance, in my country when Government lends money it is usually 
given at a very low rate and sometimes without interest. 

Mr. Devadhar: How much lower than the official rate? 

Dr. Friederich: It is generally done at 8 or 4 per cent, when the official 
rate is 6 or 7 per cent. 

Mr. Devadhar: What is the period of repayment? 

Dr. Friederich: It is always rather short. Sometimes it may extend 
to a period of from 8 to 5 years. It all depends on circumstances. 

Mr. Devadhar: You told us that in Germany some advances are made 
without interest and some with interest, would you please let us know if 
Rs. 10 lakhs were to be made as State aid, then what would be the interest 
rate that would be charged? 

Dr. Friederich : It depends on the special kind of societies. If you 
want to start co-operative dairies then, you should have a good amount 
of block capital and in such cases money is partly lent without interest. 
Then in the case of forming marketing societies, erecting warehouses, 
godowns and so on, money is sometimes partly advanced without any 
interest. 

Mr. Ramdas Pantulu : May I know how Government helps the agri¬ 
culturists in the case of a widespread failure of crops? 
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Dr. Friederioh: In such cases it is the duty oi Government to remit the 
taxes fully or partly. 

Mr. Devadhar: What Government generally does is by providing loans 
to agriculturists which is sometimes done through co-operative societies. 

Dr. Friederioh: I would rather prefer the remission of land revenue- 
under such exceptional circumstances than granting of loans. In my 
country, in such matters Parliament has discretion vested in it. 

Mr. Ramdas Pantulu: Mr. Darling in his book on “Some aspects of 
Co-operation in Germany, Italy and Ireland”, says as follows:— 

“Loans are made at the moderate rate of 4J per cent. ThiB or 5 per 
cent, is the usual rate for village banks throughout Germany. 
A few will charge as little as 4 per cent, a few more as much 
as 5J per cent, but these are outside rates. Bates have not 
changed much since the movement started. In 1879 for 
instance the average rat.e was not more than 6—£ per cent. 
Now that money is dear it may be necessary to raise them 
again. Meanwhile a member of a village bank can easily 
borrow at 1$ to 2 per cent cheaper than Government and at 
nearly 3 per cent, cheaper than if he dealt with a commercial 
bank”. Are these statements correct? 

Dr. Friederioh : I suppose these rates refer to prewar conditions in 
Germany. I might say they are generally correct. 

Mr. Ramdas Pantulu: May I know what the prevailing rates for borrow¬ 
ing and deposit are in Germany? 

Dr. Friederioh: It is very difficult to generalise but I might say that 
at present the lending rate is generally between 7 and 10 per cent, on an 
average - while the deposit rates are between 4 and 8 per cent. 

Mr. Manu Subedar: Would you not say that these high rates are due 
to the present state of German finance which has not yet recovered? 

Dr. Friederioh: Certainly, it is due to abnormal conditions. In 1924 
most of our primary societies had to charge even up to 24 per cent, for 
their lending and it was not considered usurious because of the lade of 
capital in Germany. 

Chairman: Therefore, the rate of interest really would depend on the 
availability of capital. 

Dr. Friederioh: That is true. It must, however, be admitted that con¬ 
ditions in my couniary and this country are not the same. I would say that 
if you have to strengthen the Usurious Loans Act in this country, the best 
way would be to limit the rate of interest. And I admit that one cannot 
fix the rate for all over India, because, in my opinion, conditions in India 
are not the same in all provinces. 

Mr. Manu Subedar: Do you not think that if discretion is given to the 
presiding judges to decide what is a usurious rafe and what is not and if 
the judge is supplied with facts and figures about the interest rates in the 
locality from time to time, would that not be enough? 

Dr. Friederioh: If the judges are properly informed about local condi¬ 
tions from time to time, then it will be enough. 
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Mr. Manu Subedar: Supposing 150 per cent, interest has been asked 
for—then I say that anybody will say that it is a usurious rate without doubt. 
But, my suggestion, is only with regard to the rates of interest which lie on 
the border line. 

Dr. Friederich : I have no objection to the judges deciding this matter. 

Chairman: As a matter of curiosity, would you tell me the pre-war 
lending rates in your country? 

Dr. Friederich : They were between 4 and 5 per cent, as described in 
Mr. Darling’s book. 

Chairman: And what were their borrowing rates? 

Dr. Friederich: About 3 to 4 per cent, per annum. 

Mr. Devadhar: You told us that Government assists these enterprises 
with capital. Would you tell us whether there are other forms in which 
Government gives assistance to industries supplementary to agriculture? 

Dr. Friederich: I propose that these people shall become members of 
agricultural co-operative societies. • I am not in favour of these special 
societies for special classes of people. We have all kinds of State help in 
our country and I think the best State aid for agriculture in your country 
is, in my opinion, education. It is especially required for the agricul¬ 
turists. 

Chairman: Mr. Devadhar’s point seems to be this. Is it the practice in 
Germany for the State to give indirect assistance to these co-operative credit 
societies? 

Dr. Friederich: No direct assistance is given to primary credit societies. 
State funds are given to the Apex bank (Prussia Central Co-operative 
Bank) and it lends in its turn to the central banks and primary societies. 

Chairman: Therefore, your point is that State assistance is not given 
in the form of capital to primary societies? 

Dr. Friederich : That is so. With regard to credit societies State 
assistance is given directly only to marketing societies. 

Chairman: There is no subsidy from the State in the form of paying a 
portion of the recurring expenses of primary societies. Is that so? 

Dr. Friederich: No such subsidy is made. 

Chairman: In India so far as I know the State makes some assistance 
by meeting a share of the cost of audit of the primary isocieties. Mr. 
Devadhar is only trying to find out whether some such indirect assistance 
is also given to co-operative societies in Germany and if so, in what form? 

Dr. Friederich: I might say that so far as to the meeting of the current 
expenses of co-operative societies the State does not help in any way. 

Mr. Devadhar: Sometimes it is necessary to take into account the 
backwardness of the people and it is not enough if they are advanced 
money, but they must be given proper guidance by meeting the pay of a 
qualified Secretary or by providing the services of an officer of Government 
for the purpose and so on. 

Chairman: I now quite follow your point Mr. Devadhar. Is it neces¬ 
sary to examine Dr. Friederich on that point. You know that the Royal 
Commission on Agriculture who went into the matter fully has recom¬ 
mended that it should be done. 

Dr. Friederich: I might say that there is no parallel for it in my country. 
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Chairman: Is it any use trying to find out certain facts? He could 
only talk with reference to conditions prevailing in Germany. The Royal 
Commission on Agriculture loured all over India, and so far as I reoollect, 
it is one of their recommendations in regard to co-operation. To the best 
of my recollection the Government of India have commended that recom¬ 
mendation for the acceptance of provincial Governments. If that is so, 
is it any use pursuing that matter with Mr. Friederich? 

Mr. Dcvadhar: My point was that this kind of assistance is at present 
being giveD by some of our big banks. We utilise in backward areas some 
portion of the profits wo make in areas where people are sufficiently ad¬ 
vanced. To that extent some assistance was made available by Govern¬ 
ment at the earlier stages. I wanted to know whether at the stage at 
which co-operation in his country was more or less similar to that of co¬ 
operation here, his Government thought it necessary to give that kind of 
assistance directly or through banks. 

Dr. Fricdcrieh: I told you direct assistance is given to marketing 
societies and indirect assistance to co-operative societies generally. Apex 
banks also got direct assistance. Loans are given to them and they are 
able to discount bills of exchange of primary societies, especially trade 
hills which come through societies, for instance, hills against purchase 
■of manure, seed, machines, etc. 

Mr. Dcrndhar: Is any concession given by the State? 

Dr. Friederich : 1 cannot say concession. Our apex bank Prussia Central 
Co-operative Bank) is more or less a public bank. In case Government 
gives money to it money is safe, because Government has always the control 
over the bank’s funds. 

Chairman: Wo. have finished with the capital part and we are now 
really on what I call current expenses of societies. Mr. Devadhar's point 
is tliis. Money may he there, hut current expenses have to he incurred 
for distributing, and the area being a backward tract the current expenses 
are beyond tlie means of the primary society. In cases of that sort Gov¬ 
ernment have made grants towards the current expenses of the societies, 
.ill ho wants to know is a question of fact. In Germany have ever eon: 
ditions like this arisen, and have Government under such conditions 
rendered direct assistance towards the current expenses of primary 
societies ? 

Dr. Friederich : No, not for current expenses, only for special purposes. 

Chairman: Apart from capital, current expenses may be normal current 
expenses or they may be special current expenses. The illustration which 
was given refers to special current expenses. 

Dr. Friederich : There is really no parallel. 

Mr. Devadhar: I had in Bombay 90 co-operative societies for sweepers, 
scavengers, etc. It was considered part of our welfare work. We orga¬ 
nised societies for the pur|>ose of redemption because they were heavily 
in debt. I approached the Registrar who made certain grants for meeting 
the expenses. What I meant was but for this assistance in the beginning 
and the help of the Servants of India Society, Wadia Charities, etc., that 
work could not have been done. Because of that work people of that 
type know what it was to take advantage of co-operation and how to co¬ 
operate. There are similar conditions in some backward tracts. Up to a 
certain extent would you not admit State assistance? 
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Dr. Friederich : In my country we are not in favour of State assis¬ 
tance. In your country there are quite different conditions and so State 
aid may really be absolutely necessary. I have no objection. 

Dr. Hyder: Before the war in the districts which are now under 
Poland, the State bought land and gave it to Germans living there. This 
is a form of State assistance for a special purpose. 

Dr. Friederich: Yes. 

Mr. Dcvadhar: There was one society which was organised for sugar 
cane cultivators. In the beginning for certain years Government gave the 
assistance of Mamlatdars with a salary of Bs. 150. They had technical 
knowledge and also revenue powers. That assistance was very useful. 

Dr. Friederich: 1 am not an advocate of State assistance. Such a 
system is in reality unsound. The business of every society should be 
run on business lines. State, aid may be given in case of famine and so 
on and may be given directly to the people but not through primary 
societies. 

Mr. Devadhar: Supposing there is a backward tract: the area where 
Gonds live in the. Central Provinces. Government felt that by making 
some contribution to current expenses for a year or two years, it would' 
help the growth of co-operative institutions in thal part of the country, 
Similarly, with regard to untouchables. How would you say that Govern¬ 
ment would be wrong in giving that assistance? 

Chairmen : It is not a question to be put to Dr. Friederich. He is not 
aware of the conditions in India. As Dr. Hyder pointed out State assis¬ 
tance was given iu Germany in certain tracts, in Ireland also such assis¬ 
tance was giveu. If Dr. Friederich studies conditions in India for, say, two 
years, lie will be able to give a correct opinion. 

Mr. Devadhar : In our recommendations we sball have to deal with 
cases where financial assistance will be necessary, and in order to make 
that assistance truly effective some kind of indirect assistance will also be 
required. In order to make the case strong for that I put this question. 

Dr. Hyder: The principle which you rightly enunciated has got to be 
modified in the light of special conditions, special needs, special circums¬ 
tances and special purposes. There are people who own nothing, who are 
heavily indebted and who have no life in them. What is the State to do 
with them? Is it to follow a policy of laissez faire? 

Dr. Friederich: That is not my opinion. 

Chairman: Your remark applies to places where people have reached a 
certain standard of living and where they could be expected to take greater 
care of themselves. But surely in the case of the people and the areas 
Mr. Devadhar referred to it cannot apply. 

Dr. Friederich: They all are inhabitants of India and Government 
should take care of them. 

Chairman: In your own country years ago the people were liberated 
from serfdom through State assistance. Therefore, when you said that 
it is not done in your country, even that is not absolutely correct. 

Dr. Hyder: One cannot apply a general principle. Friederich the 
Great helped the officer class which was ruined by' the Silesian wars. 
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Dr. Friederich: I should like that we deal with the present conditions 
because what has been done you can find in books, but you cannot find 
in them material enough of the present conditions. 

Chairman : Mr. Devadhar’s point is this: there are special conditions: 
would you advocate Government assistance? Your first reply was that 
you did not advocate it under any circumstances. It is all right for 
normal cases. But India is not composed entirely of these normal cases. 

Dr. Friederich : On page 11 second section of my memorandum I put 
•down my answers clearly. 

Chairman : Even that is not complete. It refers to crop failures and 
special fields such as land improvement and irrigation. But apart from 
these owing to backwardness of certain localities and classes such as un¬ 
touchables, etc., without Government assistance towards a share of the 
current expenses it may be practically impossible to start co-operative 
societies. 

Mr. Devadhar: It may be social thraldom, it may be financial thraldom. 

Dr. Friederich : I advocate financial assistance in special conditions for 
special classes of people. 

Dr. Hyder : Your principle will be all right in this country if we had the 
same level of education, the same level of enterprise and the same num¬ 
ber of agencies as you have in Germany. So long as differences exist you 
would not press for the advocacy of your principle. 

Mr. Ramdas Pantulu: Government practically bears the entire ex¬ 
penses of about 3,000 societies of depressed classes. 

Mr. Devadhar: I will tell you why I am pursuing this question. This 
high sounding principle of laissez faire has its limitations, and the fullest 
advantage of these limitations has been taken in other countries. So when 
these lessons are taught to us, I want to refer to their example. State 
help is one of the necessary evils. He makes an exception in the case of 
education. 

Dr. Friederich : I am really not competent to decide questions of social 
reform. My personal view is, however, that social reform is in reality 
necessary for this country. 

Mr. Devadhar: We have in urban areas limited liability co-operative 
societies though unlimited liability societies are also coming into existence. 
You were advocating unlimited liability in order to distinguish credit 
societies from joint stock banks. 

Dr. Friederich : I intend to put forward a special paper on urban banks, 

Mr. Devadhar: I am now talking of primary societies with limited 
liability. 

Dr. Friederich : Most of your urban banks are limited liability institu¬ 
tions. 

Mr. Davadhar: Eank is a bigger proposition. You are using bank in 
the sense of urban societies. You will write a paper on urban societies. 

Dr. Friederich: Urban credit societies. 

Mr. Devadhar : And there you will deal with the question of unlimited 
liability. 

Dr. Friederich: Yes. 
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Mr. Devadhar: In regard to societies for people who are heavily in¬ 
debted have you any suggestions to make? 

Dr. Friederich : I have already dealt with Ms question the other day. 
'We shall have to deal with this question again in our paper on mortgage 
banks, because I think the discharge of debts is especially a matter for 
mortgage banks. Of course, they can only discharge debts of landowners. 
As regards tenants, their position is very difficult. Here considerations 
•of Government interference should come in. 

Mr. Devadhar: Uneconomic people cannot be helped. I understand it. 
Apart from landholders there is another class of people who are not alto¬ 
gether hopeless, who have small pieces of land but who are heavily in¬ 
debted. 

Dr. Friederich: Mortgage banks are for all landowners, big or small. 

Mr. Devadhar: We have to classify people according to their needs. 
The demands of some are as large as Bs. 50,000. It is no use grouping 
them along with others. Can you give us definite suggestions with regard 
to small land-owners who are heavily indebted, but who are not hopeless? 

Dr. Friederich: These should be helped as far as possible by credit 
societies or by mortgage banks. It is a matter of charity in the case of 
people who are hopelessly indebted. 

Mr. Devadhar: You have in your country electricity supply societies, 
etc. Do they also receive assistance towards the creation of block from 
State? 

Dr. Friederich: No. 

Mr. Devadhar: Are they not called industrial concerns? 

Dr. Friederich: These are no special concerns. . Agriculturists and all 
■other people in a village join together to instal and work conducting wires 
and transformer stations. They enter into a contract with the electric 
generating company for the supply of current. The societies supply on 
this basis current to the people in the village. 

Mr. Devadhar: You said State is willing to assist industrial concents. 

Dr. Friederich: I was only speaking of marketing societies and not of 
industrial concerns. 

Mr. Devadhar: Have you a large number of wage-earners’ societies? 

Dr. Friederich: We are not in favour of starting special societies for 
wage or salary earners. We prefer to join all kinds of people together. 
We have societies for wage earners, for. salary earners such as those founded 
by school masters or other officials living within a town. But we do not 
advocate them. The reason is this. If you join all kinds of people toge¬ 
ther money demand and supply can be beter balanced. One class of people 
need, for instance, money at a special time, another class at another time. 
The same with regard to the supply of surplus funds. 

Mr. Devadhar: Was there a stage in the devolution of the agricultural 
population in your country when it was thought necessary by the State to 
give some kind of relief to agriculturists? 

Dr. Friederich: There were, for instance failures of crops, of wine 
growers. They were given special loans by State banks through credit 
societies. 
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Dr. Hyder: Apart from the special rates offered by the Railways. 

Mr. Manu Subedar: There are special rates to encourage local produc¬ 
tion and export thereof. 

Dr. Friederich: I am not an expert as regards railway tariffs. I can 
only say we have preference tariffs. 

Mr. Devadhar: You spoke about indigenous bankers yesterday. I have 
now in mind the case of a. man who has got his debts. He is now trying 
to make up with the money lender. To help him sufficiently, provision is 
made in tho Agricultural Relief Act ; provided banks will help, he can get 
his debt to the sowcar discharged by taking advantage of this provision and 
others of the kind. But these have really not been found helpful' to him. 
Have you any suggestions to make with regard to enabling the agricul¬ 
turist to get rid of his past debts in as amicable a manner as possible? 

Mr. Ram das Pantulu: The Provincial Committees have said that some 
agency is coming forward to advance the money. It is merely a substitu¬ 
tion of the security for the amount. Tf there is anybody to give him a 
ready payment to discharge his old debt, would you object ? The Central 
Provinces Government advanced money similarly. 

Dr. Friederich : T have no objection to advance money for discharge of 
old debts. 

Mr. Devadhar: You would have no objection if Government were 
induced to do it? 

Dr. Friederich: No. I think tho Assembly would have to consider 
measures of this kind, and in case a majority is of opinion that loans should 
be given, I can have no objection. 

Mr. Devadhar: This is net a ease which can be dealt with by an 
ordinary society. This problem will have to be solved with very large 
fina nc ia l assistance from Government and engineered, assisted or negotiated 
by a certain body. Taking the condition of affairs as it obtains here, you 
would be in favour of something of a loan? 

Dr. Friederich: Yes. 

Mr. Devadhar : In the beginning very few people understood co-opera¬ 
tive societies and so we had to take Government help, but now a stage has 
came when. Government assistance is not necessary. Government might 
set up some machinery. 

Dr. Friederich: Yes, they might set up something like a Refunding 
Old Debts Board which we have had in our country. 

Mr. Devadhar: We call them Arbitration Boards. So in your country 
where people were heavily indebted, the State came in to give assistance? 

Dr. Friederich: In my country Government have had to deal with these 
questions especially after our inflation period. We saw a solution only 
in giving Deutsche Renten bank loans. In 1020 a bank long term was 
founded for stabilising our currency which gave 600 million marks out of 
its capital to agriculture, and about 240 million marks to traders and supply 
societies, so that agriculture had about 840 million marks out of the funds 
cf this public bank. This money went from this special institution to our 
Reserve Bank (Raichobank) and from the Reserve Bank to the Apex Bank 
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and from the Apex Bank down to Central Banks and primary societies. 
This public institution for stabilising currency had to be dissolved accor din g 
to an agreement with our former war opponents and in 1925 another insti¬ 
tution was formed called Bentenbank ICreditanstalt, a credit institution 
of banks. * 

Mr, Devadhar: It is something corresponding to an apex agency? 

T)r. Fiir.ilcrich: Yes, to refund old debts with ike help of banks in¬ 
terested in agriculture. Ylonoy has to be supplied av issuing debentures. 
Debentures are issued not only in Germany but even in foreign countries 
and T can say that the largest portion of the working capital of these public 
institutions has been supplied by borrowed money from America. 

Mr. Mann Subedit!': Are these foreign debentures guaranteed in any 
way ? 

Dr. Fricdcrich: They are guaranteed by mortgages’ mortgage lands or 
debentures. 

Mr. Marta Subcdur: They are mortgaged on ti e assets. But whose 
guarantee is it? The guarantee of the State or of the Reichs Bank or of 
the public bank? 

Chairman : The ltcuten bank Kredit-anstalt is a State bank? 

Dr. Fricdcrich: It is a public bank, no State guarantee is necessary. 

Mr. Mann Subeditr: The debentures are issued cn the guarantee of the 
State bank? 

Dr. Friederich: Yes. 

Mr. Devadhar : I want to understand the meaning of the word 'public’. 

Dr. Fricdcrich: “Public” means ‘‘State”. 

Dr. Hydt'r: The profit of a business may be plus or minus and is the 
difference between receipts and expenses, is it not? It may be a positive 
or ;i negative quantity, but it depends upon what you get out of this 
difference between receipts and expenses. 

Dr. Fricdcrich : Yes. 

Dr. Hyder: I was woiuhriug whether you had obtained through some 
source any arithmetical figures as to receipts and expenses relating to 
agriculture. Have you had any figures supplied to you by anybodv in 
regard to receipts and expenses? 

Dr. Frederick: No. In my country agriculture is at present not pro¬ 
fitable, expenses are larger than receipts. 

Dr. Hyder: You made a statement that Indian agriculture is not pro¬ 
fitable. That may be so or may not be so, but is a banker you would 
realise that the whole question can be solved onlj if we can have these 
two items, receipts and expenses, expressed in figures. I have been a 
long time after these receipts and expenses, and I have served on many 
Committees, but we never came aeross any receipts or expenses. I quite 
realise the importance of These matters, ‘but to bring the matter to a 
conclusion and to settle this question whether Indian agriculture is pro¬ 
fitable or not, I want to know the receipts and expenses expressed in 
figures. 
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Dr. Friederieh: I understand you want to know whether agriculture 
gets a net profit. 

Dr. Hyder: I am not comparing this country with another country. 
Before we qre able to do so. we should have these items expressed in 
arithmetical figures. Has anybody given you these figures? 

Dr. Friederieh: No. We made up our minds according to our experience 
and facts read in books. I read, for instance, a book by Professor Zakir 
Husain on agricultural constitution in India. 

Dr. Hyder. I could quote to you a passage from Darling but I do not 
like to go to that extent. It may always be a fallacy, but I would like 
to discover the facts and from those facts draw conclusions. Here is a 
general proposition supported by general principles. The surest way to 
settle that business is to get the facts and the facts are those expressed 
in mathematics, those relating to receipts and expenses. I can give you 
my own experience: we had this matter coming up in the Taxation Enquiry, 
in the Agricultural Commission and here we have this on the Banking 
Enquiry. The facts from which conclusions have to be drawn are not 
there. The general principles are there, they will not carry us far. 

You recommend a certain policy to be followed by co-operative credit 
societies .and you refer to debit and credit rates. Are debit rates rates on 
deposits or rates on loans? 

Dr. Friederieh: Debit rate is the lending rate, and credit rate is the 
borrowing rate, the former on loans and the latter on deposits. 

Dr. Hyder: You recommend a policy and you say that it is wrong to 
start with low credit rates in order to get low debit rates. Would it be 
wrong to have low borrowing rates in order to get low lending rates? It is 
a question of ordinary economics; that is to say, taking the supply end 
the demand price, do you find that there is any scarcity of funds? 

Dr. Friederieh: According to the statistics supplied to me with regard 
to primary societies, there is scarcity of funds. 

Dr. Hyder: Your impression is that if the deposit rate were high, more 
deposits would be attracted? 

Dr. Friederieh: Yes. 

Dr. Hyder: If you keep your borrowing rates high, you would have to 
keep your lending rates high, unless the expenses in connection with the 
management of the local bank were nil. Unless the State stepped in and 
said that they would undertake the expenses, the two rates would always 
have a tendency to be apart from each other and they could only be equal 
on the supposition that there were no expenses of any kind whatever in 
•connection with a co-operative credit society. I submit to you that unless 
this position arises, if we had high borrowing rates, we should have inevit¬ 
ably high lending rates. 

Dr. Friederieh: Primary societies have now a lack of capital. Money¬ 
lenders charge rather high rates of interest and co-operative societies charge 
rather low rates. To take a loan from a primary society is much cheaper; 
on the other hand, moneylenders charge from 12 to 80 per cent, and make 
a profit. You have this difference between the rates of interest charged 
by moneylenders on an average and the rates charged by societies. Even 
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if the societies increase their rates by say, 3 per cent., their lending rates 
are on an average much cheaper than the lending rates of moneylenders. 
The societies should,. I think, allow this 3 per cent, for deposits more than 
they do at present and I am convinced that a part of the capital of the 
moneylenders would get to the primary societies. They would look after 
investment in primary co-operative credit societies because it would be a 
profitable investment. Where primary societies get enough capital in this 
way, they can lower their credit rates, in order to restrict the increase of 
deposits to that amount which can be invested profitably. 

Dt. Hyde? : This is a question of the rates in relation to the volume 
of either lending or borrowing and I put it to you that if you start from 
this position, i.e. t taking a high rate on deposits, you must undoubtedly 
attract a large volume of deposits, but inevitably you will have to keep 
the lending rate at a high level, unless the expenses were nil. if you 
start with a high rate of interest, undoubtedly the moneylenders would 
come in. Everybody’s money would come in, and because the local village 
b ank s have certain duties imposed on them the capital entrusted to snch 
a village bank is secure. But the primary consideration for the peasant 
is what the bank is going to charge. 

Dr. Friederieh : I was told by an Indian the other day that it would 
be amazing how my country has been developing since the inflation of 
1923. It has been on the lines marked by me that we have been building 
op our economic srtucture and our co-operative societies in Germany. 

Dr. Hyder : We come back to the point put to you by the Chairman, 
namely, that it is a matter of the quantity of capital that is forthcoming. 

Chairman : As I understand the position, the present policy regarding 
these co-operative institutions is something like this: the primary society 
obtains its funds partly from deposits and partly from central banks. It :s 
possible that the amount it gets from central banks is larger than, the 
amount it gets from deposits. The effect of that, as Dr. Hyder points 
out, is in the direction of lowering the lending rate. Your proposition is 
that more money should be obtained locally and for this purpose the borrow¬ 
ing rates of the primary society should be increased, so that money now in 
the hands of moneylenders may flow into the society. Have you at til 
considered to what extent the borrowing rate, i.e., the rate paid on deposits, 
will have to be raised to make that policy effective? The moneylenders, 
so far as we have seen from the Provincial Reports, get something like 18 
■to 24 per cent. In order to attract that money, the rate on deposits will 
have to be raised, not by 1 or 2 per cent,, but probably by 10 per cent, 
or even more. That was Dr. Hvder’s point. Therefore, it will have an 
inevitable effect on the lending rate. The present position is that central 
banks obtain money from deposits at central stations where cheap capital 
is more readily available; they may also get part of their capital from apex 
banks, these being in the centre of the province cheap capital is much 
■more readily available. You want to reverse the process. 

Dr. Friederieh : We must consider the risk which money-lenders take 
in lending their minev all kinds of people. The high rate of interest 
is to a certain extent an equivalent to the risk. Where there is no risk, the 
rate is lower. Therefore, I am of opinion the credit rate of a society will 
■not have to be raised ns much as indicated in order to get fundB of money 
lenders. 
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Mr. Manu Subedar: Have you considered the relative volume of the 
existing funds which they get centrally at a cheap rate and the funds which 
they will attract by this new method of raising the rate locally, and Hie 
advantage and disadvantage? They cannot raise funds at two different 
rates. If they raise the deposit rate by 3 per cent., they would have to 
give the increased rate on deposits all round and they would lose the exist¬ 
ing benefit. It all depends on whether it is worth while. Have you 
considered the likely volume of local borrowings? 

Dr. Friedcrich: I have taken all points into consideration and I con¬ 
sider my proposal as the best basis for developing your primary societies. 

Mr. Manu Subeilar : You said that moneylenders would come to deposit 
with the primary societies it tho rate is increased by 3 per cent. 

Dr. Friedcrich : At some places more at others less capital would be 
attracted. 

Mr. Manu Subedar : Supposing we told you that the gap between the 
society’s borrowing rate and the rate which moneylenders are realising 
is not really 1, 2 or 4 per cent., but much move, would it not be futile tc 
take action in the direction suggested by you ? 

Dr. Friederich : To raise the credit rate to a very high percentage is out 
of thu question, but 1 think the proposal is made from experience and it 
should be tried. 

Mr. Mam: Subedar: Are there any districts in which it is possible. 

Dr. Friederich: I am quite convinced that a trial will bring success. 

Dr. Hydcr : 1 do not want to entirely destroy your proposal and that 
is not the spirit in which I, as a member of this Committee, look upon 
the proposal ot experts from foreign countries. In so far as your object 
is to raise the rate slightly in order to attract deposits from local people, 

I agree with you. But the difficulty is this: take for instance the pros¬ 
perous canal tracts in the Punjab. 

Dr. Freiderich: Of course it may be done only in districts where you 
have hope of success, not in districts where you know it is hopeless. I 
am always for individual policy. 

Chairman: But then the policy will have to be directed by the Apex 
Bank. If some Central authority finds that this is a feasible proposition 
and will nob tend to raise fundamentally the interest rates, I have no object- 
tion to the policy, but the fundamental aim of the policy should be to 
gradually bring down rates of interest at which money is lent out to the 
agriculturist. Will you accept that proposition? ,, 

])r. Friederich: Yes, Sir. 

« « * * * 

Dr. Friedcrich: 1 have prepared an appendix to my memorandum in 
order to show that the proposals I have made with regard to your primary 
co-operative societies ceutral banks and provincial banks have not been, 
invented. I took them from the Provincial Committee’s reports and from 
facts collected in India, I have only given the main references. 
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Chairman: The particular matter we are discussing is not included in 
one of your points. 

Dr. I'rkilerkh : No, that- is a special proposal which, in our opinion, is 
necessary for developing the co-operative movement in this country. 

Chairman : Therefore, so fur as this particular proposal goes, it is not 
based on any suggestion appearing in the report of any Provincial Com¬ 
mittee. 

Dr. Fricdci 'icli : No. Jt is a suggestion made by experience of my 
country. After the iuHatlon of our currency nearly no money was available 
for agriculture. Therefore, we had to make all jxnssiblu endeavour in order 
to get deposits. Now, after having had success, this policy has been aban¬ 
doned aud wo have returned to the ordinary policy. Our Reserve Bank 
is now against this policy because wo have nearly sufficient capital and 
we are pressed to lower the borrowing i ate in order to obtain a cheaper 
lending rate. If I may be allowed, i shall gi%e ym a short explan¬ 
ation. At the present- stage of co-operati >n in India, your central 
banks aud provincial hanks have sufficient moi.ey, so that* these banks 
have to invest large sum- in t iotvrnment s..ostriiM'\ which caused losses 
»>y depreciation. I know this condition, but nevertheless. I made my pro¬ 
posal having regard to the following consideration: von have money supplied 
to provincial and central banks, if my policy is followed, you get a further 
money supply to primary societies. I may be right or wrong, but one 
thing ds certain, that if you pay a higher price lor goods, you always get 
a larger supply, therefore, the co-operative societies will get more money. 
Up to now you had only those two sources of supply, the provincial and 
central banks, in future you will get- a third source, namely, tin* primary 
societies, and. therefore, the assistance renderoi to co-operation will in¬ 
crease. J.n consequence, according to the law of supply and demand, 
money will become cheaper. I am ready to explain the details. I have 
thought over my proposal several times with regard to the conditions in 
India, I have thought it over again this afterhoo.i. hut I must stick to my 
proposal. 

Chairman: May I make some observations? You fully admit that 
this arrangement would have the effect of raising the lending rates of 
primary societies. You said that this arrangement was adopted in your 
country when capital was not available. If «ipital is not available, it 
must be attracted by increasing the deposit rate, though if capital is ab¬ 
solutely non-exist-ent, an increase in the deposit rate by itself would not 
attract capital. Assuming that the arrangement was necessary in your 
country nt « stage when there was dearth of capital, the object of adopt¬ 
ing it was to obtain capital at higher rates of interest. You admitted 
that when conditions changed, the process wan abandoned. Wlmt is the 
position in India? The primary societies are lending at certain rates. 
You admit that they aro getting the whole of the capital required for thleir 
purpose? 

Dr. Friederich: Not the whole capital. 

Chairman: You admitted that the co-opemtivc structure as a whole is 
investing money in Government securities. Taking the oo-operative 
structure on a whole, the primary’ societies ore obtaining all the money 
they want, i.e., all the monov they can usefully lend against proper secu¬ 
rities or against the maximum credit they can give to individual members. 
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That is indicated by the fact that taking the structure as a whole larger 
sums are invested in Government securities. I think either you or Mr. 
McDougall or both drew attention to that feature of the situation. There¬ 
fore, the present is not the time to take any measures which would have 
the effect of raising the interest rates against the borrowing peasant. As- 
matters stand, in India even an increase of one per cent, in the lending- 
rate to the agriculturist will hit him very considerably. The point is 
where is the need for it. On the other band, Air. AIcDougall in his 
paper has suggested that certain sums of money which now go into the 
coffers of Government should be made available for financing co-operative 
institutions. I shall discuss this specific proposal with him when the 
time comes. To my mind the only advantage of that proposal is a 
further cheapening of the interest rates. It is the cheapening of interest 
rates to the agriculturist which is fundamental. Assuming that the rate 
is now 10 per cent, and it is reduced to 9 per cent., even the one per 
cent, reduction to the poor peasant of India counts for a good deal. On 
the other hand, if we are to pursue your proposal and raise the rate of 
interest from 10 to 11 per cent., I should think that this will affect the 
peasant very considerably, and unless it is proved to be absolutely essen¬ 
tial, I for one would hesitate to advocate the proposal. There is no need 
for it at the present moment, because taking the co-operative organisation 
as a whole, money is adequate. When more money is required, it will' 
be time enough to consider how that money is to be found. The money 
may have to be found as Air. McDougall has suggested, by Government, 
not by his compartmental system which even authorities in England would 
not accept, but by means similar to that adopted in England and also in 
America. The whole object in England also was to reduce the rate of 
interest which otherwise the unfortunate agriculturist would have to pay. 
The relief to the agriculturist is the fundamental idea of reducing the in¬ 
terest rate, and the proposal to my mind goes absolutely against that 
fundamental idea. 

Dr. Friederich: I am not convinced. I may say that I am also aim¬ 
ing at the same purpose which you are aiming at. 

Chairman: I have placed before you all my arguments and, therefore, 
on this matter you and I will have naturally to differ. So far as our 
Committee is concerned we shall discuss the subject amongst ourselves 
and if the majority agrees with you and disagrees with ue, then it will be 
in your favour. The fundamental issue is how is the burden of interest on 
the agriculturist to be reduced. And the present arrangements have been 
brought about after a very close study of the situation of this country by 
expert committees, including if, I remember aright, thh Maclagan Com¬ 
mittee. This has been the result of experience gained by people who 
know all the ills of this land, people who have come into intimate contact 
with the needs of the country. And now when you base your convictions 
after going about the country for about 3 months and come to an entirely 
different conclusion, I must say, we agree to differ. 

Dr, Friederich: My point is that the primary societies have not got 
enough means to satisfy the needs of their members and so it is that I 
want to tap other resources and my whole thoughts have been concen¬ 
trated on that point. That is why i suggested that the rates of interest 
on deposits with the primary societies should as far as possible be increased. 
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Chairman: I fully realise that by raising the rates of interest on 
deposits you can attract more capital. The real point, however, is 
whether that proposition would be in the best interests which you have 
at heart in connection with this co-operative financing arrangements. So 
far as we know these primary societies do not suffer from want of capital, 
i.e., the loanable capital. It is true that they must meet all the demands 
on them but the demands have first to be scrutinised. There are limits- 
imposed on the amounts of loans to be given to any particular indivi¬ 
dual. Surely you would not advocate the grant of reckless loans. In 
fact, in the course of examination of other witnesses by our Committee, 
a doubt actually arose in our minds whether even now these advances, 
to members of primary societies are sufficiently scrutinised from the point 
of view of security behind it and certainly the conclusion which we arrived 
at and supported by the Committee was that at the present moment the 
movement is not suffering from dearth of loanable capital. That being- 
so your suggestion does not give any positive benefit but it results in rais¬ 
ing the rate of interest to the unfortunate peasant and to mv mind that 
is a fatal objection to the proposal and the present arrangements have 
grown up not- casually but evolved as a result of years of experience. The 
matter has been examined by the Provincial Committees and they have 
all said that this is the best arrangement under the present conditions. 

Mr. Ramdas Pantulu: In fact the tendency, of late, has been—apart 
from all arguments put forward by non-official co-operators—for the Regis- 
trars of Co-operative Societies to discourage the primary societies from 
accepting deposits from non-members. I might in this connection read 
what Professor Kaji has said in his book on "Co-operation in Bombay”:— 

"Non-members’ deposits show the confidence that outsiders feel in 
societies and non-members do not hesitate to extend periods 
year after year. But when societies become negligent and 
accumulate arrears, they raise a hue and cry suddenly. Not 
only is the credit of the societies affected, but practical diffi¬ 
culties in regard to the future finance of the societies by 
Central Banks, arise. Non-members’ deposits are, there¬ 
fore, being discouraged of late, and the result can be seen 
from the fact that the percentage of such deposits to the total 
working capital has gone down from 17 in 1928 to 11 in 1928. 
The best course would appear to be to frame and enforce a 
Rule prohibiting primary agricultural societies from accept¬ 
ing non-members’ deposits unless satisfactory arrangements 
for fluid resources, approved by the Registrar, are made”. 

Chairman: That is another point in favour of my argument. 

Mr. Manu Subedar: Subject to correction, I might say that there is 
at present a certain definite relationship between the rates at which people 
take deposits. The provincial organisation takes deposits as it likes. The 
central banks are not allowed to take deposits at any rate more than the 
rate at which they receive their resources from the provincial bank and 
I also understand the primary societies are not allowed to borrow at rates 
TiigVmr than the rates at which they get their funds from the central banks. 
There is, therefore, a definite system adopted in India after many years of 
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experience; and under your scheme it might happen that the deposit 
rates offered by societies should be actually higher than the rates at 
which they borrow from the central banks. Is that not the position.? 

Dr. Fricdcrich: I agree. T might say that primary societies an* the 
germs of co-operation and 1 should go even so far as to say that they 
should be permitted to accept deposits at 1 per cent, more than they can 
get loans from the Central Bank. 

Mr. Mmm Subedar : Therefore, you would relax this rule? 

Dr. Friederich: Yes. 

Mr. Manu Subcdar: At present everything is done by rules and regu¬ 
lations. While things are loft to men who arc not possessed of a very 
high standard, they have naturally got to be directed from the top and 
as I. understand it the whole idea of the central hanks ere nothing hut 
federations of societies, then, if you think of placing some discretion 
in the hands of primary societies, you should first have the requisite quali¬ 
fied staff to manage them. 

Dr. Friederich: That is quite true. 

Mr. Manu Subcdar: But there may be practical difficulties apart from 
those pointed by the Chairman. 

Dr. Fricdcrich: I agree with your considerations, but it is the duty of 
auditors to guide the policy of these societies with regard to the rates of 
interest. 

Mr. Manu Subcdar: Let mo now come to your other point where \ou say 
that you expect the moneylenders’ money Vo come in under your scheme. 
Supposing some of us were of opinion that the moneylenders’ money would 
not come in under your programme by your offering a few per cent, move 
than those allowed for deposits now, then what remarks do you offer? 

Dr. Friederich: If it is impossible to get move money by raising the 
credit rate then I admit that my scheme is not workable or wrong. 

Dr. Hyder: Let me tell you that there are three classes of people 
living in the village, (1) members of co-operative societies, (2) the money¬ 
lender and (3) the agricultural moneylender. Mr. Subedav has already 
dealt with the question of the moneylender. I shall now take up the 
other two points. Do you know what the agricultural moneylender is 
after? Let me tell you that his eye is only on land. So that whatever 
the rates of deposit, may be you will not be able to attract money from 
him. Therefore, your source is dry there. Now with regard to the members. 
Let me say that there is no use raising the interest rates until the habits 
of thrift, efficient methods of agriculture and education are imparted to 
them. Apart from these considerations I would ask you to look at these 
aspects from the theoretical aspect of it. No doubt it may be technically 
true that you might be able to attract, a little more. 

Dr. Friederich: In regard to the considerations now made, may I ask 
a few questions? Why are the agricultural credit societies in 
this country not able to finance the biggest percentage of agriculturists 
for their current needs. I have actually found it- in the provincial 
report that the co-operative movement has touched onlv a very small per¬ 
centage of the people. 1 naturally answered this question considering that 
there is a need for more funds by the local credit societies, and I thought the 



721 


best way of solving the problem would be to increase the deposit rates to 
attract more capital which could be utilised in financing the needs of agri¬ 
culture. 

Chairman: I think I may be able to answer your points. Your first 
proposition that the present co-operative societies have touched only a 
small part of the agricultural population is undeniable but the reason of 
that is not that there is dearth of capital. Therefore your first assump¬ 
tion is not wholly correct. The reasons are manifest. They have been 
brought out very largely in the Report of the Royal Commission on Agri¬ 
culture who studied, as it were, the human aspect of the problem very 
fully. The reasons, arrived at, if I have to summarise them, are the 
want of education and want of workers, both honorary and official; and in the 
one province where improvements have been possible in that direction, the 
Punjab, a larger proportion of the agricultural population has already been 
touched by the movement. That it is not suffering from lack of capital is 
apparent fromi the fact that all these apex banks have large sums of money 
invested in Government securities. If it were possible for them to issue 
larger sums in the shape of loans, they would have done so, but the 
fact is that they cannot lend more to societies because the existing societies 
cannot lend more to the existing members without overstepping the margin 
of safety. Perhaps, if it were possible to establish themselves at places 
where there are no societies at the present moment, more capital would 
be needed. But the reason for the fact why more societies are not estab¬ 
lished is the dearth of workers and the want of education. The fact is 
that the agriculturist himself does not understand the full value of co¬ 
operation. You yourself have noticed the fact that these banks have in¬ 
vested large sums in Government securities and have suggested that they 
should be used for the granting of larger advances. But how can they 
do it? In the case of the existing primary societies if they overstep the 
limits of caution to which they resort to at present, the result would be 
that there will be many outstanding debts which cannot be repaid. That 
position can only be improved by providing other things other than capital. 
Therefore, I come back to my fundamental proposition. I assume that 
if more money were made available by granting higher deposit rates and 
if it were permissible for primary societies to lend money broadcast with¬ 
out looking after any security, it might do it. But that would mean the 
deterioration of the movement as a whole. It will only add to the num¬ 
ber of moribund societies and also add to the number of bankrupt societies. 

Dr. Hyder: My own questions are directed towards the structure, 
principle and management of co-operative societies. With regard- to the 
structure of the co-operative society there are three bodies which you have 
mentioned in your paper; general meeting of members, managing com¬ 
mittee and the supervising board. May I ask who is to determine the 
credit worthiness of each member? Is it going to be the general meeting 
of members or the managing committee or the supervising board? 

Dr. Friederich: It should be the managing committee and the super¬ 
vising board. 

Dr. Hyder: The whole point of the co-operative society is this. That 
it should consist of people who are neighbours who know each other. 
If the credit worthiness were to be determined by the managing com¬ 
mittee and the supervising board, then the benefit of free and open dis¬ 
cussion by the whole body of members would be lost. Granting and. 
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filing credit are two different things. Fixing may be done in an open 
meeting. But granting -is actually the work of the executive who may 
not grant up to the amount fixed. 

Dr. Friederich : There is only one point to be considered. There is, for 
instance, a village of about 300 people. I really cannot understand that the 
members of the managing committee do not know the position of the other 
members. In my country in a village all people know one another and 
members of the managing committee should know everybody thoroughly. 

Dr. Hyder : The reason for my proposal is this. The members of 
the managing committee will have the benefit of the criticism of other 
members, iou total up this. When a member applies for accommoda¬ 
tion, it is for the executive to decide whether credit up to the limit fixed 
should be given. You say that the thing is done at a meeting of the 
managing committee and not at that of the general body in your country. 
Is that the system? 

Dr. Friederich: Yes, it is so everywhere. 

Dr. Hyder-. What are the functions of a general meeting? 

Dr. Friederich: It has to consider the balance sheet, auditor’s report, 
report of the managing committee, report of the supervising board, election 
of members to the managing committee and the supervising board, also 
of action to be taken in case members are not satisfied with the work of the 
managing committee or the supervising board. 

Dr. Hyder: What of the size of the society and the managing com¬ 
mittee? 

Dr. Friederich: Managing committee 5; membership of the society 
varies from place to place, it is between 50 and 100. 

Mr. Devadhar: All pursuing the same occupation? 

Dr. Friederich: Mixed. 

Dr. Hyder: Our ideal in this country is that the membership must be 
small. The smaller the number the greater the chances of success, more 
efficiency, more knowledge, more experience and more education in the 
use of credit. 

Dr. Friederich: The bigger the number of loyal members, the greater 
the efficiency. 

Dr. Hyder: You would admit that in the government of any business, 
a bank or a trading company, there must be a limit to its size determin¬ 
ed, firstly, by the capacity of the head to the management, and secondly, 
by the konwledge that- people have. Between these two limits lies the 
proper number. 

Dr. Friederich: May I correct my statement? In 1913 the average 
number of members of our credit societies of the biggest union of agricul¬ 
tural co-operative societies in Germany was 100; in 1928 the average 
number was 112, the highest number- (Province—Westphalia)—was 213, 
and the lowest number (Province Nassau II) was 69. 

Chairman: These are unlimited liability societies. It may be all right 
in theory, but in India you can not persuade members to accept in prac¬ 
tice the idea of unlimited liability. If they were joint stock concerns, I 
for one would have agreed with you that there must be no limit to the 
maximum number. It is bound to depend on how many people agree to 
share among themselves this unlimited liability. 
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Dr. Friederich: The biggest, percentage of societies of which I gave 
the average number of members, has unlimited liability. 

Chairman: I admit that, but what is the state of education in Ger¬ 
many and here among the corresponding classes of people. 

Dr. Hyder: You have in a village in your country the schoolmaster, 
some retired official, some businessman and then what you may eall 
the head of the village. The difficulty we have is that the message is 
there, but it has not reached the people. Our priest, our schoolmaster, 
our retired military man, our businessman, our headman, are out of the 
show. There our chief difficulty lies. 

Dr. Friederich: That is why I strongly stressed the point of education 
and the training of secretaries and treasurers. 

Dr. 'Hyder : Our schoolmaster is shifted from one place to another. 
The headman is mostly the head of a faction at loggerheads with other 
factions. The retired military man is a man of influence, has a conscious¬ 
ness of better life being possible. The businessman, unfortunately, is after 
the cultivator, so that in management lies our trouble. 

Dr. Friederich : For supplementing my statement I may tell you that on 
tht 1st January 1930, 88 per cent, of the German agricultural credit 
societies had unlimited liability. 

Chairman: I should like to know what proportion of the members was 
literate because that is a very pertinent factor when we compare condi¬ 
tions in India. 

Dr. Friederich : 100 per cent. 

Dr. Hyder: There lies our difficulty. 

Mr. Devadhar: The main object is that agriculturists should get more 
money. The general rule that is followed here is to estimate the assets 
by inspectors or by departmental officers and loans are not granted beyond 
.a fraction of the estimate of assets: in Madras it is l/8th. If we want 
more money to go into the hands of agriculturists at low rates of interest 
a change should be brought about in the percentage or fraction that is ob¬ 
served by banks. The best thing is to have the proportion raised. Do 
you think that is right. 

Dr. Friederich: Something must be done to remove the present state 
of affairs. 

Mr. Devadhar: In individual cases where there is a need which is far 
beyond the limit laid down for a member or a society, on special repre¬ 
sentation by the managing committee the Registrar's sanction is given tc 
the advance. 

Dr. Friederich: Then you have an ideal position in the co-operative 
movement in this country. From my study of the provincial reports on 
co-operation I found that the provincial committees were quite convinced 
that something was wrong in the co-operative system and I made my pro¬ 
posals accordingly, because I have been of the same opinion. I see more 
and more that, i suppose, according to your opinion it is not necessary tt 
make any change. 

Chairman: None of us hold that view. The point is this. In re¬ 
gard to the provision of credit facilities, the information before us, which 
is the information in the provincial committees’s reports, is that the 
movement is not suffering from lack of funds, but from causes that were 
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mentioned by Messrs. Devadhar, Hyder, Manu Subedar, and Ramdaa 
Pantulu, with his 15 years experience in this movement. The provin¬ 
cial committees also have mentioned these. The evil is the inefficiency 
and selfishness of many of the managing committees and a lack of under¬ 
standing of co-operative principles by the general body of members. 

Dr. Friederich : That is a matter of education. 

Chairman: A remedy which will have the effect of raising the rate of 
interest against the peasant is not to our mind the remedy. The remedy 
you have already mentioned in several parts of your paper, and so has Mr. 
McDougall. The remedy lies not only in education of the peasant him¬ 
self, but also in the provision of workers both honorary and official. Here 
the only proposition is: Is there a dearth of capital and is it necessary to 
adopt this proposition which will undoubtedly have the effect of raising 
the rate of interest which the agriculturist gets from the primary society?' 
In fact many of the provincial reports advocate that steps ought to be 
taken to reduce the lending rate to the peasant, and when we read the pro¬ 
vincial reports and picture to ourselves the situation, it seems to be the 
direction in which relief is required. Therefore, when you put in the 
proposition that higher rates should be offered to attract deposits, I was 
considerably puzzled. But the other points you referred to—want of 
education, want of self-consciousness—we all admit they are all there, and 
they are things which require remedy by Government action, but that is 
not a question of provision of capital. 

Mr. McDougall: I am not in favour of increasing the interest unduly. 
But if they take deposits at a slightly increased rate of interest would it 
not be for the benefit of the whole movement? 

Chairman: Money borrowed from depositors is not its own capital, it 
is borrowed capital and the people who deposit the money may be non¬ 
members. If more members brought in money I agree it is an advantage. 
Money deposited by non-members is certainly, from the point of view of 
the co-operative movement, identical with if not at a lower level than, 
money borrowed from a central bank. 

Mr. Devadhar: I can tell you my own experience round about Poona. 
In the beginning some societies were started by me and others also under 
my direction. The impression got round that there was very good super¬ 
vision and people advanced money. I negotiated for certain loans, but 
after some time I withdrew. These societies offered a higher rate of in¬ 
terest than the bank would allow on deposits and something like Rs. 75,000 
were obtained at something like 7 per cent, from my friends with whom 
they came into contact, through me at the earlier stage, the bank rate for 
deposits being 6 per cent. The societies thought it was cheaper for them 
to get deposits at 7 per cent, because the bank would charge them 8 per 
cent. Owing to bad management the societies failed, and these depositors 
came to grief who if they had deposited their money in the central bank 
would not have lost it. 

Chairman: That point of management Dr. Hyder mentioned. 

Dr. Friederich: .My recommendation should be regarded as relating to 
the raising of money required by the co-operative movement, especially for 
sale and marketing, in the future. 
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Chairman: There are other considerations unfortunately. It is not 
only a question of raising money. As Dr. Hyder and Mr. Devadhar 
pointed out, the primary societies are not at present equipped to handle 
the deposits from non-members, and even in that connection the accept¬ 
ance of your proposal would lead to the bankruptcy of many of these 
societies. I am simply following Mr. McDougall’s ideas. If it was neces¬ 
sary to have more funds for the purposes to which you refer, viz., market¬ 
ing, sale, etc., and if funds could not be raised and supplied by central 
banks and provincial banks who are better equipped to handle these large 
masses of deposits, then the only solution is for Government to step in 
and come to the assistance of the movement as has been actually done 
in England to gain the same object by passing the necessary legislation. 

Dr. Friederich ; I understand, of course, that the policy of getting depo¬ 
sits is pursued on business considerations. I stressed on the point manage¬ 
ment on business principles. That may be applied to this question too. 
With regard to deposits from non-members I say on page 4 that members 
should on principle receive a somewhat higher rate of interest on deposits 
than non-members. 

Chairman: How are you going to catch the money-lender? I think 
we understand each other. Let us leave it at that. 

Mr. Devadhar: You would have the credit worthiness of a credit 
society or a. member assessed by the managing committee and the super¬ 
vising board? 

Dr. Friederich: To assess the credit worthiness of the members is a 
matter for the managing committee and the supervising board. In my 
country they know the financial posi ion of all the members. The mort¬ 
gages of people are recorded in a register which is open to the public and 
kept by the courts. On one side the assets and on the other the liabilities 
of the members have to be considered. 

Mr. Devadhar : What is the relation of the amount of money actually 
given to an individual or collectively to a society to their assessed credit? 

Dr. Friederich : We have in this connection no rules. The managing 
committee and the supervising board have to assess the borrowing power 
■of the members on their own responsibility. That is the first point. The 
second is, can any good security, or collateral mortgage be given? In this 
case credit to a certain extent can be granted. 

Chairman: Let us take a society of 50 members. Member A’s net 
assets may amount to, say, Bs. 1,000. Is there any rule in your co-opera¬ 
tive societies that the credit worthiness of that man should be assessed 
at a certain percentage of his correct net assets? 

Dr. Friederich: No rule. No union has given any instructions with 
regard to this assessment. If you issue any rules, a society which makes 
a loss by granting credits may say, “we have been advised like that”. 

.Mr. Manu Subedar: Do you insist on the lodgment of the securities? 

Dr. Friederich : Good sureties. 

Mr. Manu Subedar: That is not security. 

Dr. Friederich: We have a special kind of surety: in case the debtor 
is not willing to pay on the due date, then you can go to the surety and 
demand payment without having proceeded against the debtor. 
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Ch. Mukhtar Singh: It is likely that in some cases the member may 
get more than his assets. 

Dr. Friederich: That may occasionally happen, but not usually. All 
points, e.g., assets, character, sureties, securities and so on have to be 
taken into consideration. In these agricultural societies bankruptcies are 
very rare. 

Mr. Devadhar: I think it is mostly due to a higher percentage of edu¬ 
cation and to good management. 

Ch. Mukhtar Singh: I think it is mostly due to the fact that the co¬ 
operative movement is too shy to advance any money to the cultivator- 
There is no dearth of capital in the movement, but the cultivator never 
gets enough for his needs. I want to understand how you get over this 
difficulty in Germany. Here you advance money to the extent of one- 
third of a member’s assets. Have you any rule in Germany to the effect 
that he will not get more than a fixed percentage of his assets and is it in 
operation in practice? 

Dr. Friederich: All points are weighed before an advance is given. 
If a man wants Rs. 300, the managing committee or the supervising board 
can say that he should be given only Rs. 200. The amount is usually 
advanced on surety or on collateral mortgage. 

Ch. Mukhtar Singh: But in any case you do not insist on any hard and 1 
fast rule that the man should not get more than a certain amount. 

Chairman : He would not be able to obtain a surety in India. 

Ch. Mukhtar Singh: Sureties are there. ' 

Mr. Manu Subedar: Is it a fact that in the co-operative movement in 
India security of land is not taken? 

Mr. JRamdas Pantulu: It is taken. In most provinces there are both 
kinds of loans, surety loans and mortgage loans. They are very largely 
mortgage loans, but in a particular locality where the surety is a sub¬ 
stantial man and the surety himself does not borrow, the panchayat or the 
management has the discretion to give a surety loan. 

Chairman: Let me make the point clear: in the case of a surety loan, 
even the maximum limit does not apply, the managing body can settle 
the amount of the loan irrespective of one-third of the assets. Is that 
so? 

Mr. Ramdas Pantulu: No. A maximum borrowing power is fixed for 
each society and also for individuals either in the bye-laws or in the 
rules, in some provinces in the bye-laws, in others in the rules. The 
society says to the individual ‘I will lend you Rs. 500, or Rs. 1,000 or 
Rs. 3,000’. In fact in some societies the maximum borrowing power 
is Rs. 50,000. The Managing Committee have the discretion to advance 
a loan either on sureties or on mortgages. If they feel that the sureties 
are not sufficient security, they take a mortgage registered in the usual 
way, but our societies are exempt from court fees and stamp fees. 

Chairman: That answers Mr. Subedar’s question. 

Mr. Manu Subedar: It does not answer my question. We never dis¬ 
cussed this question amongst ourselves and had no opportunity of ex¬ 
changing our views. My impression is that a society lends to a member 
who has got lands and who was a good member at one time. The loam 
continues, and in the meanwhile this good member, having borrowed 
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from the society, also goes out and mortgages his land to a moneylender. 
Such a thing is inconceivable to me on banking principles. If I were 
a creditor, I would sit on the assets of the man until my money is paid 
and I would not allow him to go out and borrow. I was informed that 
such a thing does happen. 

Mr. RamdcL8 Pantulu: It is of course open both to the principal debtor 
and the mortgagee to go and mortgage the lands outside. The whole 
safety of the movement consists in mutual knowledge of the transactions. 
As soon as a man mortgages the property, the panchayat will take prompt 
steps to call up the loan. It may in some cases happen that owing to 
the property having been mortgaged the society will lose, but there is the 
unlimited liability of all the members and, therefore, everybody will see 
that the man pays up the loss. I have not come across a single case in 
which a depositor has lost a single pie during the last 25 years by the 
fraud of any member. Even in liquid societies people have paid up to the 
last pie. Not a single depositor has come to the public and complained 
that he has lost a pie. I quite agree that it is open to him to mortgage 
and defeat the society. 

Mr. Manu Subedar: In the case of unlimited liability of the other 
members it is the other members who pay. 

Mr. Ramdas Pantulu : The other members are called upon to pay only 
ultimately when the society is liquidated. The unlimited liability in prac¬ 
tice is the ultimate contributory liability when the society is liquidated. 
So long as the society is working, the other members are not called upon 
to pay a single pie. It is in their interests to see that the man pays. 
They would bring such pressure to bear not only on the principal debtor 
but also on the surety that the money is paid up. But of late when¬ 
ever there is the slightest doubt about the solvency of a man, the societies 
are resorting to mortgage loans. In Madras 80 per cent, are mortgage 
loans and 20 per cent, are surety loans. Non-officials .as well as officials 
are discouraging mortgage loans as there are many difficulties in a mort¬ 
gage loan under the Transfer of Property Act. A mortgage loan is very 
difficult to recover; so, as far as possible surety loans are given for short 
terms as these are easily recoverable and are more liquid. But invari¬ 
ably in long-term loans mortgages are taken. 

Mr. Devadhar : Up till now great stress was laid upon what we call per¬ 
sonal security as the best means of getting money in the last resort on the 
basis of unlimited liability. But now in our province also we are advised 
to take land mortgages. 

Dr. Friederich: When I referred to security, I implied both surety and 
collateral mortgage. 

Mr. Devadhar: With reference to your suggestion (3) under ‘Central 
Co-operative Banks’, I should like to ask whether you would be in favour 
of branches being started instead of having one central bank for each 
political district. 

Dr. Friederich: I had in mind the considerations referred to in the re¬ 
ports of Bengal, Bombay and Bihar and Orissa, please see my appendix. 
I am personally not in favour of sterling branches, but I should prefer the 
starting of pay offices. 

Chairman: Are you in favour of a co-operative society in a particula* 
village starting a pay office in another village? 
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Dr. Friederich: No, I am not in favour of starting pay offices by local 
societies. Even in the case of villages societies managed by full time 
employees md comprising neighbouring villages, I am not in favour of 
pay offices. 

Chairman: You are for “one village, one society”? 

Dr. Friederich: that is the ideal, but it is not sound in case of a very 
small village. In Bengal there is a rule under the Co-operative Societies 
Act prescribing that a society should not have more than 50 members. If 
a society would get, say, 70 members, they have to start a second society 
in the same village. 

Chairman : I see the point, but I was only trying to find out what you 
meant by pay offices. If you do not want that one society should cater 
for the requirements of move than one village, there is no need for a pay 

office. 

Dr. Friederich : I spoke of central banks. 

Mr. Devadhar: If you intend to have a political district of the type 
we have here in which there are 800 or 900 societies and one central 
bank, our experience is that it is of great advantage to the members of 
the societies. It is better from the educational, financial and repayment 
point of view. 

Dr. Friederich: I have no objection against branch banking if it is pro¬ 
fitable, but in case branch banking is too expensive, would it not be better 
to start pay offices? One big society or urban society can have a pay 
office of a central bank. There a local society can pay in money on credit 
of its account with the Central Bank, or it can get money from such an 
office. 

Mr. Devadhar : Are they receiving centres or distributing centres ? 

Dr. Friederich: Both. 

Mr. Devadhar: Then it becomes regular banking. 

Dr. Friederich: At a branch you find the accounts of every society 
within the area of operations and the headquarters is the place where the 
statements from branches are collected. 

Chairman : In common parlance a pay office only means a disbursing 
office. 

Mr. Lamond: Yes. 

Chairman: That was the reason why Mr. Devadhar asked you this 
•question; what you contemplate really is a branch bank on a small scale. 

Dr. Friederich: A sub-office. 

Mr. Devadhar: At sub-offices you receive deposits. Branch offices 
receive deposits and give loans as directed by the head office. I can tell 
you from experience that'it is found, administratively, exceedingly con¬ 
venient to have a branch office. 

Chairman: It is only a question of words, though it is diSerent in 
banking parlance. A branch bank wants a better staff than a sub-office. 
In your case the question of staff does not arise, because you have mostly 
honorary workers. 

Mr. Devadhar: We have paid men also. 
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Mr. Ramdas Pantulu : We have in Madras what are called out-agencies 
which disburse and collect, but do not tap deposits. 

Chairman : Your objection to having regular branch banks, I take it, 
is based on the score of expense? 

Dr. Friederich: Yes. In case the expenses are relatively small, I have 
no objection to branch banking. In my country we found branches ah 
ways expensive, so that we have established only sub-offices. 

Chairman: It is only a question of degree. It may be a sub-office to¬ 
day, but with the growth of business, it may be found more profitable to 
make it a branch bank. 

Dr. Friederich : Perhaps we may change the words ‘pay offices’ into 
sub-offices or branches. 

Mr. Manu Subedar: In Germany you have succeeded in developing the 
co-operative system to such an extent that the primary society was self- 
supporting before the War. Let us not take the present disturbed condi¬ 
tions. 

Dr. Friederich: Yes. 

Mr. Manu Subedar: That means that the primary society received its 
deposits from its members and from others in the place and these deposits 
were more or less sufficient to meet the needs of its members. 

Dr. Friederich: Yes, usually. 

Mr. Manu Subedar: That postulates two things, one is that there is a 
surplus savings in the community, and secondly, that the needs of the 
members are perhaps not so extensive as in India. Could you give us a 
general idea as to what percentage of your members are borrowers? 

Mr. Manu Subedar: If you take a particular pre-war date, say, 31st 
December 1913, would you have a very large number of members as 
borrowers or would you have some borrowers, some depositors and some 
neither? 

Dr. Friederich: The latter would be the case. Mostly people join 
,a society as members only in case they are in want of money. 

Mr. Manu Subedar: But there are a certain number of members who 
are free from debt to the societies at any particular time? 

Dr. Friederich: Yes. 

Mr. Manu Subedar: Have you compared the position of India in this 
respect and found that there are a large number of members who are 
indebted prior to their joining the society ? Therefore, the point raised by 
Ch. Mukhtar Singh, arises, viz., that the agriculturists do not get all they 
need. 

Dr. Friederich: Yes, they are in an unsound position. Therefore, I 
am very much in favour of getting deposits from people who have 
money to spare' and who can join as members. In most societies members 
get a higher rate than non-members, so I want also to attract creditors 
to your societies. 

Mr. Manu Subedar: Have you considered the point of view which 
Mr. McDougall has raised in his paper, namely, that agriculture must 
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be a profitable industry? If it is profitable, the need for borrowing would 
be less and small surplus may actually constitute deposits. 

Dr. Friederich : Yes, I have considered it and, therefore, I stressed 
the point too. 

Mr. Manu Subedar: Therefore, do you not think that the progress of 
the co-operative movement is hung up with the general question whether 
agriculture is profitable or not? 

Dr. Friederich: The future development of co-operation in this country 
will largely depend on whether you have profitable agriculture or not. 

Mr. Manu Subedar: We have heard so much about education. I put 
it to you whether in your opinion it is not the case in India that people 
who join a society with unlimited liability do not understand in all cases 
what they are laying themselves in for and whether the spread of edu¬ 
cation may not have the reverse consequence of actually reducing member¬ 
ship rather than increasing it. 

Dr. Friederich: I have recommended that agricultural societies should 
be allowed to have limited liability. Your point may arise in a village 
society, therefore you must be able to transform it into a limited society. 

Mr. Manu Subedar: Would you not be assisting the co-operative move¬ 
ment by having a parallel organisation wherever it is not possible to start 
societies with limited liability? 

Dr. Friederich : My Union is a union for the area of a Federal State 
and we ahve a large percentage of credit societies with limited liabilities. 
We are very much in favour of transforming societies from the unlimited 
into limited liability in case there is a desire for it, but there must be 
a “reserve liability. 

Mr. Manu Subedar: The reserve is also limited. It costs some money? 

Dr. Friederich: Yes, the “reserve” is limited. The liability is realizable 
only in the case of a bankruptcy. 

Mr. Manu Subedar: Coming to the portion of your statement where 
you talk of the connection of commercial banks with agriculture, would 
you say that in your country commercial banks do not finance agriculture? 

Dr. Friederich: They do, especially in the north of Germany. 

Mr. Manu Subedar: Is there any principle about it or is it merely a 
question of finance? 

Dr. Friederich : It is a question of finance . 

Mr. Manu Subedar : Where there is a branch of a commercial bank 
and the agriculturist is willing to borrow on terms which are usually 
adopted by commercial banks, you would not ask the agriculturist not to 
borrow? There is no need for divorcing them when they wish to manage 
each other? 

Dr. Friederich : In case the terms are agreeable to both, I have no 
objection. 

Mr. Manu Subedar: Your objection, I take it, is on two grounds: one 
is that it is not safe for a bank to lend out on long-term credit. 

Dr. Friederich: I am very' much afraid that by giving long-term 
credits to agriculturists a commercial bank is likely to suffer, and its 
solvency may be affected. 
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Mr. Manu Subedar: If she commercial bank floated a certain amount 
of debentures for this specific purpose, there will be no question of solvency. 
Let us say, it takes two lakhs of rupees of debentures for five or ten 
years, using these two lakhs for the purpose of long-term credit. The 
question of solvency will not then arise. 

Dr, Friederich: I am not in favour of this mixture of functions at all. 

Mr. Manu Subedar: If special institutions are to be started for long 
term credit they must justify separate management. Where there is no 
justification you will have to fall back upon some machinery for that 
purpose. 

Dr, Friederich: There is always a danger if long and short-term credit 
business are mixed together. In case you have a very strong manage¬ 
ment, then there may be no danger. 

Mr. Manu Subedar: But if the long-term department is absolutely 
separated from the short-term department then there can be no fear. 

Dr. Friederich: Then it may be more useful to start a special bank. 

Mr. Manu Subedar: Then, I am afraid, your paragraph under discus-: 
sion is not properly worded; because you say in India the difficulty is that 
most of the agriculturists are of smal 1 size. If they are not, I presume 
there would be no objection. 

Dr. Friederich: In so far as they are effected on the business principle 
of a commercial bank, I will have no objection. 

Mr. Manu Subedar: But apart from the business principles is your 
objection based on the ground that the agriculturist is a small party, or 
do you base your objection on the ground that from what you think of 
your German experience you would naturally prefer to have a special and 
separate institution to deal with long-term credit. If we adopt separate 
institutions, then is it suggested that the commercial bank should not 
make itself available unless it raises long-term debentures for this purpose. 

Dr. Friederich: I have to insist on my principle that commercial bank¬ 
ing and this long-term credit business should not be mixed together. 

Mr. Manu Subedar: With regard to your suggestion about money¬ 
lenders, would you agree to the general principle that credit rate^ charges 
for loanable money are dependent on the principle of supply and demand? 

Dr. Friederich: Yes. 

Mr. Manu Subedar: Therefore, would you say that one of the explana¬ 
tions of the high rates prevailing in India in agricultural districts is due to 
the shortage of the supply of credit ? 

Dr. Friederich: I think we have already discussed these matters this 
forenoon. 

Mr. Manu Subedar: I am now referring to the money-lenders. You 
say in your memorandum “It may be conceded that these high rates are 
equivalent to the risks run by the lenders. On the other hand, loans are 
not usually being advanced on grounds of generosity or philanthropy, but 
for making profits,” and so on. I put to you a very general_ question of 
principle, that rates depend on supply and demand. The high rates in* 
India must, therefore, be due to a larger demand and smaller supply. 

Dr. Friederich: Much depends also on the risk run in doing the money- 
lending business. 



732 


Mr. Ramdas Pantulu : The rate for money depends not only upon tha 
demand but also on the position and status of the borrower and the 
security that is offered. 

Dr. Friederioh: That is so. 

Mr. Manu Subedar: I notice you say that land constitutes a good 
security ? 

Dr. Friederioh: Here I am referring to sureties, collateral mortgages, 
etc. 


Mr. Mami Subedar: Would you include land as a good security if it 
is not mortgaged? 

Dr. Friederioh: Yes, if it will be mortgaged in favour of a society. 

Mr. Manu Subedar: People of good financial position get credit more 
easily than others. Therefore, the financial position of both the creditor 
and the debtor is the criterion an all these matters. 

Dr. Friederioh : Yes, I agree. 

Mr. Manu Subedar: If he offered land as security, you would expect 
the society to accept the same as mortgage and lend credit. 

Dr. Friederioh: Yes. 

Mr. Manu Subedar: But if he offered gold ornaments instead of land 
would you consider it a good security ? 

Dr. Friederioh: It is certainly a sound proposition but it is only doubtful 
whether the management would be able to correctly judge the value of 
the ornaments. 

Mr. Manu Subedar: In my country those who have established this 
movement have proclaimed that it is unwise for co-operative societies to 
do any business on the security of gold ornaments: In fact one of the 
Registrars in the Provinces actually said that he would not allow this 
because it would weaken the co-operative principle. I, as a businessman, 
cannot understand this at all. What are your views in this matter? 

Dr. Friederioh: I agree with you. If the managing committee can 
assess the value of gold ornaments, I do not see any reason why the best 
security should not be accepted in the absence of other securities in 
the case of a particular member. 

Mr. Manu Subedar : Do you think the principle of the co-operative move¬ 
ment would be undermined if the society gave a loan on the security of 
ornaments or the Central Bank actually took a mortgage on land. 

Dr. Friederioh: Co-operative principle is not undermined. In my 
country people have no gold ornaments. In such cases -where people cannot 
give any tangible security but good sureties then the societies can give 
credit on such sureties. 

Mr. Ramdas Pantulu: Do they get loans from limited liability credit 
societies on sureties? 

Dr. Friederioh : Yes, there is no difference at all. 

Mr. Manu Subedar: You exclude the giving of credits to individuals 
by the central banks. Would you confine their lending transactions to 
societies? 

Dr. Friederioh: Yes. Loans should be given to societies only. 
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Mr. Manu Subed.ar: Will you tell me the reason why you would not 
allow a central bank if it had excess funds which are available for use. 
You know the societies’ borrowing limits are definitely limited by the 
statute. Is there any reason why by law there should be a shutting out of 
the central institution lending out to individuals other than societies? 

Dr. Friederich: It should not be done only as a business principle. 

Mr. Manu Subedar: You say as a matter of business principle these 
institutions are set up to help societies. I agree. I also agree that 
societies should have the first claim on their funds. If this institution had 
at any time surplus funds what is the objection to their using these 
surplus funds for granting loans to individuals with perfect safety? What 
would they do with those surplus funds? 

Dr. Friederich: My main objection is only with regard to matters of 
principles. When you consider the present state of affairs in the co¬ 
operative movement, then I am really not in favour that central banks 
should develop commercial banking with individuals. 

Mr. Manu Subedar: Some of us may differ and say that co-operative 
banking, as it is, is dangerous, and it would not be so dangerous if com¬ 
mercial banking is carried on by them. 

Dr. Friederich: It may be that the funds of a society at a slack season 
may be given to individuals, but in times of moving crops, etc., when 
societies need help and cannot be helped, then there will be some diffi¬ 
culty. Therefore, it is usual for the central bankB to keep money in 
excess in cases of emergency and other urgent needs of agriculture and 
so on. 

Mr. Manu Subedar : You do not approve of the issue of mortgage de¬ 
bentures by co-operative apex banks as is done in Bombay, Madras and 
the Punjab, but are you aware that no harm has been done to them by 
their doing so till now? 

Dr. Friederich: Yes; that is perhaps because the Government is 
behind the issue. 

Mr. Manu Subedar: Then what would be the position till mortgage 
banks are established? Until mortgage banks are established these apex 
banks should not do this business. Is that what you mean? 

Dr. Friederich: That is so. 

Mr. Manu Subedar: Therefore, the long-term advances which these 
banks have begun to give with very beneficial results would be stopped. 

Dr. Friederich: In Madras, Bombay and the Punjab some land mort¬ 
gage banks have been started and others can follow soon. 

Mr. Manu Subedar: Have you compared the total amount of mortgage 
banks in a province with the turn-over of these mortgage banks? 

Dr. Friederich: I know the activities of these mortgage banks at the 
present time are rather on a small scale but with! the growth of such banks 
the position will improve. 

Mr. Manu Subedar: At present loti of funds are locked up by long-term 
loans. Therefore, the provincial banks are now thinking of issuing de¬ 
bentures so that there • may be no difficulty of meeting these long- term 

loans. 
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Dr. Friederich : I cannot understand why central banks should have 
still more money, while they themselves do not know/ where to invest their 
money, why should they issue debentures and get more money. I think 
it is much better if these mortgage banks are started and central banks 
invest their money in debentures of these mortgage banks. It might 
be more profitable for them to do so by investing a part of their surplus 
money. 

Mr. Manu Subedar: You advise them to buy up the debentures of the 
mortgage banks. 

Dr. Friederich : Certainly: I do not say that these papers should be 
trustee securities all at once. 

Mr. Mtinu Subedar: Just as they are purchasing Government securities 
now, they could also invest in these debentures of land mortgage banks. 
That is your point? 

Dr. Friederich: Yes. 

Mr. Devadhar: So you are in favour of having a separate institution for 
the purpose. 

Dr. Friederich: Yes, to have a separate bank, 

Mr. Manu Subedar: Page 7. You say we see no need to start an 
All-India Co-operative Bank. There is an Association of Provincial Banks 
in India, and if they agree to co-operate and start an all-India show do 
you see any serious objection to it? 

Dr. Friederich: I refer to recommendation No. 65, page 249 of the 
Madras Report. I have no objection to the existing association. It will 
be very useful. As regards an All-India Bank if TJ. P. gets a provincial 
bank, then you will have 9 provincial banks—there is no possibility of any 
more banks coming in—constituting the new bank and supplying its whole 
capital and taking the whole risk, and, therefore, I am not in favour of it. 

Mr. Manu Subedar: The nine provincial banks might keep 51 per cent 
of the shares in their hands and.let the public subscribe to 49 per cent. 

Dr. Friederich: In that case the provincial bank will become the inter¬ 
mediary between the top bank and the central banks. The top bank cannot 
live without any profit, and the co-operative movement has to pay for it. 

Mr. Manu Subedar: Your point will doubtless be considered. . But 
supposing, after full consideration, they decided to start an All-India Co¬ 
operative Bank, is there any objection to it? 

Dr. Friederich: I have no objection. But in my opinion the provincial 
banks are the right agencies to which discount facilities should be given 
by the Reserve Bank when it is created. In case you start an All-India 
Bank you will have to rule that this facility should be given to the top 
bank. Then you have one intermediary more. This makes money more 
expensive for the co-operative movement. 

Chairman: We have information that the Indian Co-operative Banks 
Association have decided not to start an All-India Bank. 

Mr. Manu Subedar: That is why I said, ‘Supposing they decided other¬ 
wise,’ and I wanted to know whether there was any objection. I under¬ 
stand that there is a top co-operative bank in Germany. 
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Dr. Friederich: It corresponds to your provincial bank. I have seen 
the work of the provincial banks at Calcutta and in the Punjab. I am of 
opinion that their business is rather on a small scale. I have advocated 
in my memorandum the participation of Government. It should be con¬ 
sidered according to my personal view whether provincial banks, should in 
the future, be allowed, not at present, to extend their business by dealing 
with municipalities, public bodies etc. I perhaps touch here the business 
■of commercial banks. 

Mr. Devadhar: This morning you were suggesting that our primary 
societies should build up as much capital of its own as possible. One of 
the methods that was tried in getting that capital is compulsory deposit. 
Would you be in favour of that? 

Dr. Friederich: In your country it may be right to have compulsory 
deposits. Deposits are for promoting thrift. I have no objection. 

Mr. Devadhar: In certain societies if a member borrows, say Bs. 100, 
he is asked to deposit 10 per cent, or 5 per cent, on which he gets 
interest at 6 per cent. That is the usual rate for deposits. In that way 
there are some societies that have built up 50 per cent, or 60 per cent, 
of local capital. If the same process goes on, in about ten years they will 
all be self-supporting. A small society needing, say, Bs. 10,000 can build 
up its capital in this way. Is that an ideal arrangement? 

Dr. Friederich: If members agree, I have no objection, because it is 
the freewill of the members. 

Mr. Devadhar: In some of our districts to-day this system is intro¬ 
duced by a bye-law. This morning you suggested that an agency might 
be formed for the purpose of raising money in order to liquidate debts. 

Dr. Friederich: It was your opinion that it could be done by a Gov¬ 
ernment measure. 

Chairman: If Government wanted to do it, he would have no objection. 
He did not mention any outside agency. 

Dr. Friederich: With regard to the discharge of prior debts. 

Mr. Devadhar : You have any parallel anywhere to such a step? 

Dr. Friederich: In former times it was done in my country. 

Mr. Devadhar: Could you point out to us the extent to which it was 
done by placing a note in our hand? 

Dr. Friederich: It was Dr. Hyder who referred to the liberation of 
the peasants. Peasants having debts and were helped to get rid of them 
by Government assistance in starting special institutions. 

Mr. Devadhar: Something like this was done in Ireland, for landless 
labourers. I am speaking of people whose lands are encumbered to such 
an extent that they really cannot consider themselves to be free masters. 
I want to know whether any scheme has been tried anywhere for such 
kind of people? 

Dr. Friederich: In my country no special institution has been started 
for discharging such debts. We have a lack of capital and we have to 
appeal to foreign capital. 
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Mr. Jamal Mohamed: You speak of prosperous agriculture. Your 
idea is to borrow at a high rate and lend at a cheap rate. How could you^ 
do both? 

Chairman: We have discussed it for four hours. 

Mr. Jamal Mohamed: Agriculture has become profitless or even im¬ 
practicable. As it is now, you will have to look at it in some other way 
than banking. 

Chairman : Have you seen Mr. McDougall’s paper on marketing? 

Mr. Jamal Mohamed: The difference between the cost of production, 
and the sale price is such that mere marketing improvements will not 
solve the question. 

Chairman : That is unfortunately Mr. McDougall’s view. Therefore, 
I suggest that you tackle him on "that. He has developed other means 
of making agriculture profitable in a second paper. Dr. Friederich has not 
touched this question. 

Mr. Jamal Mohamed: He must have in his mind the situation in his 
country. Here conditions are different. By marketing perhaps you can 
get instead of 80 per cent., 85 per cent. But when the difference between, 
the cost and sale price is as much as 20 to 30 per cent., as it is now 
for the last 2 or 3 years, it is really a serious problem. I own some land r 
I know all about it, I am not even getting 1 per cent, on it. If you can 
solve the problem have you got any other suggestion? 

Mr. Devadhar : It is uplift work. 

Chairman : There are many other suggestions. We are now discussing 
only one aspect of it which has been discussed by Dr. Friederich in his 
paper. We will first concentrate on his proposal which relates to the 
provision of credit facilities. Having finished it we will take up the paper 
on marketing, that will be some time towards the end of next week. Then 
we will discuss with him these wider issues with which we are not really 
concerned, but we will make our observations. It is not for us to suggest 
remedies. I notice that Sir George Schuster in his speech in the Legis¬ 
lative Assembly yesterday said that some economic council will remedy 
matters of that sort. Strictly speaking, it is outside our purview, still 
for dressing up our report we shall have to sav something, and, therefore, 
I wish to^give members full opportunity of ‘discussing the matter with 
Mr. McDougall. 

Mr. Jamal Mohamed : What I felt was this. The subject will divide 
itself into: banking, better marketing, and land reform. I am afraid we 
cannot refer to all these. 

Mr. Dcradhar: It is summed up by better farming, better business and 
better living. 

Mr. McDougall: With regard to my paper on increasing the outturn 
of agriculture, it was primarily to enable my own Committee to make up 
their minds. It may not be of interest to your Committee, but we decided 
that it would be as well to include it. 
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Chairman: As I told Mr. Cassels all the papers we have feceived from 
the experts will find a place in one of the appendices of our' report. 
My point was simply this. In the first instance the discussion 'will be 
confined to improvement of trade facilities, thereafter in regard to the 
portions of your first paper which relate to non-credit items such as land 
redemption, education, etc. Similarly, your paper on marketing will also 
be considered at that stage. First of all, I want to concentrate the atten 
tion of my Committee on credit facilities portion of both papers with which 
we are primarily concerned. The other thing will certainly be discussed 
with you before you go. 

Mr. Jamal Mohamed: The position is that the agriculturist will have 
to stick to it, whether there is profit or not. 

Mr. McDougall: Industry is dependent on the 75 per cent, producers. 

Mr. Jamal Mohamed: The whole 100 per cent, lives on agriculture, 
•even the other 25 per cent. They cannot prosper unless the other 7-5 
per cent, prosper. 

Mr. Ramdas Pantulu: Without agriculture no trade, no commerce. 

Mr. Jamal Mohamed: You are of the opinion that it is urgently neces¬ 
sary to protect the agriculturists against usurious money-lenders. How is 
the thing to be done unless Government would step in? You want to 
attract money at a higher rate and lend at a lower rate. I cannot see 
if it is at all a banking problem. 

Dr. Friederich: We reserve our opinion with regard to special measures 
against usurious money-lenders. 

Mr. Jamal Mohamed: You want long-term credit for land improve¬ 
ment, purchase of land, etc., to bo done through land mortgage banks. 
Money for that should come from Government either by way of a loan 
or assistance. 

Dr. Fried erich : That touches Mr. McDougall \s paper. 

Mr. Jamal Moham.od: You speak of primary societies as balancing 
centres for the demand and supply of money. Where to get the money 
from, that is the trouble. You say that ‘loans should not be given in one 
lump, but successively according to the needs of the debtor’. That is a 
good principle, but who is to decide it? 

Chairman: Apparently, the answer to that is that the management of 
the co-operative society would decide it. 

Mr. Ramdas Pantulu: When the debtor asks for the loan in instalments, 
we give it to them accordingly. 

Mr. Jamal Mohamed: But how much of it is used in manuring? 

Mr. Ramdas Pantulu: The village' society is expected to know it. 

Mr. Jamal Mohamed: But do they know it? Would you recommend 
the inclusion, in the management of these societies, of some local practical 
farmers ? 

Chairman: It is a question which we shall discuss among ourselves. 

Mr. Jamal Mohamed: You say that co-operative work will considerably 
be forwarded by the efforts of Government to establish in the villages 
primary schools for removing the illiteracy of the people. Our position here 
is that we are not able to have compulsory education for want of funds. 

Von. iv. 2 x 
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Dr. Friederich: I can only .say that in my country we have compulsory 
education. I cannot say anything on this with regard to this country. 

Hr. Jamal Mohamed : If at all anybody can do it, it is the Government. 
In the next paragraph you say: 

“In financing Indian agriculture, the Government will always have 
to help in times of emergency in consequence of crop failures". 

I presume you refer to times of flood or famine? 

Dr. Friederich : Yes. 

Mr. Jamal Mohamed: Sometimes in flood time sand is thrown on 
land. 

Dr. Friederich : I refer to all hinds of emergency. 

Mr. Jamal Mohamed : In such cases would you not recommend Govern* 
ment giving free grants of money without interest? After all it is »Ibo to 
their interest. If the land is not cultivated, Government would not get 
any land revenue. 

Dr. Friederich: I suppose we discussed it. 

Chairman: We have been discussing all these problems when you were 
not here. 

I have heard it stated that commercial banks do not play any great 
share in financing the needs of the agriculturist. On the other hand, 
Mr. McDougall in his paper says that in Scotland joint stock banks play 
a large part. 

Mr. McDougall : In England also. 

Chairman : Hero is the report of a Committee presided over by Sir 
Theodore Chambers in 1923 and they give certain figures which are stag¬ 
gering to me. They say: 

“Aggregating the information which wc have received we find that 
no less a sum than 4G§ millions sterling is at present out on 
loan to farmers from the five leading banks, of which 26 
million represents loans for the purchase of agricultural land 
and 20 millions normal loans for current trading.” 

Therefore not only do they grant large loans for short term purposes, but 
they also grant large sums in loans for long term purposes. Ilow they do 
it without contravening sound banking practice I do not know. Then I 
turned back to the report and tried to find out how they do it. They say: 

“Bank loans are mainly made by way of uncovered personal over¬ 
drafts or against the security of a personal guarantor or 
against collateral security such as share certificates, title deeds, 
life insurance policy”. 

'Apparently, on some of these securities they do not hesitate even to grant 
long term loans. Therefore, it is not a fact that this is business which is 
not dene by commercial banks. They do it if they have the agency there. 
That would be the first item. In India branch banks do not exist and th:3 
bears out a point to which I have drawn attention in your paper on com¬ 
mercial banking. There is no branch bank at .any important rural centre, 
and obviously it cannot undertake that class of business. The second point 
which came out when we were discussing commercial banking was that 
in India clean advances are not given to the same extent as either !q 
E ngland or in Germany. In England apparently these clean advances are 
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given to farmers by way of uncovered personal overdrafts or the security of 
a personal guarantor or collateral security. These are of course secured 
advances but they cannot be given in India, because the branch bank is 
not there. 

Mr. McDougall: And something more. English farmers are what you 
call large farmers with a considerable amount of capital at stake. That is 
the distinct difference between India and England. I cannot tell what 
the average farm is, but the bulk of the money which is lent out by English 
banks is lent on farms on anything from 50 acres to 10,000 acres. 

Dt. Friederich : I may add that our commercial banks deal also to a 
certain extent with our bi'g landholders in the north of Germany. In India, 
however, there are on an average small holders. There is, therefore no 
parallel for dealing with commercial banks. 

Mr. Lamond: We also do that to a small extent with zamindars, one 
zamindar guarantees another. We finance the seasonal operations. 

Mr. McDougall: I have suggested in my paper that credits can only 
be granted to farmers in India through co-operative societies with the 
unlimited liability of the whole village attached to it. I do not think that 
in England or Scotland banks would be prepared to lend out as freely on 
very small firms. There is a great difficulty in keeping in touch with/ them. 

Mr. Lamond : They would not advance to small holdings? 

Mr. McDougall: No, most of them are big farms. 

Chairman: This report certainly does not indicate that this operation is 
restricted to the big farmers. I shall read another passage from the report 
of the Chambers Committee: — 

“Credits from the banks is of course restricted to men having bank¬ 
ing accounts. Admittedly there are many farmers without 
them in Great Britain today”. 

Therefore, from this it does not seem that the operation is restricted to big 
farmers. It is given to any farmer who has a banking account with a bank. 

Mr. McDougall: That is quite true. 

Mr. Jamal Mohamed: People who have accounts with banks may be 
big people; small people may not have accounts. Indirectly, it means that 
credit is more or less restricted to big farmers. 

Chairman: That brings me to my point. If at important rural centres 
there were branch banks, farmers would have current accounts with branch 
banks. If that were so and if banks in India followed the English custom, 
the branch banks would make advances not only for short term credit but 
also for long term credit to all farmers who have bank accounts with 
them. 

Mr. Jamal Mohamed: But the real question may be this: even in om 
country there are big zamindars or mirasdars. 

Chairman: They cannot be in lack of funds, because they have agents 
at these big places where there are banks already. They do not find 
any difficulty at all and we are not concerned with them. I was concerned 
with the farmers in general and I was referring to the English custom. 

Mr. Jamal Mohamed : But there is this difference that here big land¬ 
lords have no' difficulty in finding money and they are comparatively few, 
while in England the farmers are mostly big landowners. 


2x2 
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Mr. MoDougaU : 75 per cent, of the English fanners are tenant farmers. 

Chairman : In fact Mr. McDougail first stated they were big fanners, 
then I read a passage from the report of the Chambers Committee to show 
that credit was not confined to the big man as against the small man, but 
that accommodation was given to everybody having a bank account. 

Mr. Jamal Mohamed : But the small farmers may have accounts with 
the bank. 

Chairman : Here they cannot have them, because we have not got the 
bank. It is Mr. McDougall’s paper which led me to consider this point. 
He refers to that as the usual practice in Scotland. There is no question 
of the bigness or the smallness of the man. 

Mr. Jamal Mohamed : Then there is this question of food production; 
they produce much less than their requirements, and they are fairly well 
protected. 

Chairman: There is no question of protective tariff for food. In England 
too the position about agriculture at least was. as bad as it is in India 
and as a result of the measures adopted in recent years, the position has 
somewhat improved; it is still not quite so good as in many other countries. 

Mr. McDougail : The amusing thing is that England is standing up 
so well to the conditions. It is standing up better than almost any ether 
country in the world. It is very difficult to explain. 

Mr. Jamal Mohamed : May I request Mr. McDougail to give us a short 
statement of the measures taken to improve their position in England. It 
may not exactly apply to this country, but it may be useful. 

Mr. McDougail: I am afraid not, conditions are so entirely different. 

Mr. Jamal Mohamed: But it may throw some suggestion. 

Mr. McDougail : What the report says with regard to long term tenants 
is perfectly true. After the War, banks and other people had more than 
sufficient funds. When conditions became difficult after 1925, they realized 
that they could not afford to have this money frozen and they did not 
like the situation. It was to overcome this difficulty that the Agricultural 
Mortgage Corporation was established. 

Chairman : What I was driving at was that the statements which we 
were listening to about commercial banks are not established by actual 
facts in England itself, where commercial banking has continued on most 
cautious lines. I fall back on the proposition which was started. Firstly, 
if the system of commercial banks in India were more extended or had 
penetrated into rural areaB and secondly, if commercial banks had done 
business more on the basis of clean credits with their customers, their 
deposits would have provided for a certain amount for accommodation to 
farmers to meet both their long term and short term requirements. 

Mr. McDougail: I cannot tell you. Owing to the smallness of the 
farms and owing to their comparatively small tenure, I doubt very much 
if banks in India could have done that. Lala Harkishen Lai would be able 
to give you interesting information of what happened in the Punjab with 
regard to his banks. 

Dr. Friederich : I wapt to say something in this connection. To a cer¬ 
tain extent there is a parallel between my country and India, because we 
are a country with prevailing small size holdings. In 1925 we Had in 
Germany 5,096,533 holdings and out of this number 8,027,481 hol ding s 
were only up to 5 acres size. Everybody knows that my country DM 
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developed the agricultural co-operative system and it is due to this that 
our commercial banks are not eager to deal with the small farmers co¬ 
operative societies are, therefore, more or less, the only agency for supply¬ 
ing the necessary funds to these people. 

Chairman: I can fully understand that position. If the working of 
these small holdings is arranged for through the agency of co-operation, 
naturally the same agency provides credit facilities. 

Dr. Friederich: But nevertheless our co-operation touches the biggest 
percentage of our agriculture. 

Chairman: I can quite see that. In England they do not follow the 
same system of co-operation. Therefore, apparently, joint stock banks have 
greater scope. But in India the holdings are smaller than the holdings in 
England and even personal credit cannot be as good as it is in England. 

Dr. Friederich : It will be necessary to say something more to make 
the conditions clearer. You country is a country of prevailing tenancy and 
my country is a country of prevailing landowners. 86 per cent, of the 
area of the land is cultivated by landowners. 

Chairman: I see that aspect fully. Here a large percentage of the 
people have not got the same right in the land itself as they have got in 
other countries like Germany. There again it is a question of security. 
The security of the man here is not worth as it is in Germany. 

Mr. McDhujall: Many of our small holdings have a good turnover. 
For example, in my own village I know one farmer having 12 acres has an 
income of probably not less than £2,000. 

Chairman : Therefore, the proposition is not that the work in itself is 
not done by commercial banks in any part of the world. The peculiar cir¬ 
cumstances in India, in which 1 include the want of development of branch 
banking and also agricultural conditions, i.e., small holdings, insecurity of 
tenure, etc., really operate against the adoption of any savings. My next 
point bears on the question of rural indebtedness. Here we have this debt 
of 900 eroros. In Germany too you said there is a huge amount of rural 
indebtedness. Have they in Germany ever at all considered the question 
of clearing up the debt? It, would not be a practicable proposition, but 
supposing it were practicable for the Government of India to borrow 900 
crores and pay all the existing debt, would that result in any good to 
the peasantry of the land? 

Dr. Friederich : ft is a matter for the Government to decide. 

Chairman : ft is really a financial problem and as a matter of fact there 
is a good deal of material in your paper to furnish an answer to this question 
in the broadest aspect. Supposing every one of the peasants were freed 
from his existing debt, would any other factor, e.y., that connected with 
the position of the peasant, in this country, including his want of educa¬ 
tion, etc., lead to his again getting into debt? 

Dr. Friederich : That is the fear I have. In my opinion the indebted¬ 
ness is not only 900 crores, but it is more. 

Chairman: I wanted to have your opinion about Germany. Your con¬ 
ditions of agriculture are better, your conditions of education are better, 
the development of co-operation is much better than in India. Have the 
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German Government thought of any plan by which they could wipe out 
the indebtedness of the peasant, which amounts to something like 900 
crores there also? 

Dr. Friederich : It would be impossible. The majority are non-agricul¬ 
turists. Therefore, it would be sure that the Parliament would not be in 
favour of such a measure. Only 23 per cent, of the population of Germany 
is supported by agriculture (agriculturists and family members). 

Chairman: I fully agree that in a democratic country like Germany 
where the executive is fully responsible to the legislature, conditions will 
naturally be different. 

Dr. Friederich : The Renten Bank Kreditanstalt is a public bank which 
gave help to a certain extent to the agriculturists. But only a small per¬ 
centage, about 5, of the indebtedness has been relieved. 

Chairman : Therefore, your point is that about 5 per cent, of the in¬ 
debtedness was relieved through the agency of a State Bank. Who found 
the money ? My point is that when your Bank gave a loan to another bank 
was it done on strictly business principles, i.e., did they expect the loan to 
be repaid or was it done as a grant from Government? 

Dr. Friederich: No grant from Government. A part of the capital has 
been suppb'ed by them. 

Chairman: My point is that if the Renten Bank makes advances in 
that 5 per cent, of cases through other banks in the expectation that it will 
get back the money, then it becomes a business proposition. The other 
banks then passed on that money to the peasantry. 

Dr. Friederich: It was a business proposition. The money had to be 
paid back. 

Chairman : There is one other matter which has not been discussed here. 
It has been referred to in a way in Dr. Jeidels’ paper. It hag been suggest¬ 
ed to us by some witnesses and some of the enthusiasts of the co-operative 
movement that there should be no bar on the co-operative banks taking 
part in ordinary commercial banking business. What is the position in 
Germany. Is that permitted in Germany for co-operative banks to do 
all forms of commercial business? 

Dr. Friederich : Co-operative banks are restricted to deal with members. 
Members may be traders. It is obviously rquired that credit societies are 
at full liberty to do any sort of commercial banking business for the 
members except speculation in futures. 

Chairman: Therefore, in your country there is no restriction to their 
doing all sorts of commercial business so long as that business is only done 
to and on behalf of the members of societies? 

Dr. Friederich: That is so. As I have said speculation in futures is 
not allowed. 



743 


9 th March 1931 . 


FINANCING OF FOREIGN TRADE. 

(Provisional conclusions arrived at by the Indian Central Banking Enquiry 

Committee.) 

1. We consider that it is not desirable that the country should be 
dependent on the facilities afforded by non-Indian institutions for the 
financing of foreign trade. 

2. In view of the foregoing statement we recommend the establishment 
of at least one new Indian institution for financing the foreign trade of 
India. 

3. Further, in view of the fact that the chances of the successful entry 
and operation of such an institution depending upon private initiative and 
enterprise are meagre, we are of opinion that the said institution must 
exclusively handle the work connected with foreign remittances of Gov¬ 
ernment. It is understood that when the Reserve Bank is established, the 
Reserve Bank will take the place of the Controller of the Currency in 
deciding the rate of Government remittance. 

4. The State should subscribe the share capital of the bank at the 
start, and 10 years after the establishment of the bank the question of 
issuing shares to the public may be reviewed by Government. 

5. The proposed bank should be established in the next two years ir¬ 
respective of the simultaneous establishment of the Reserve Bank. 

6. It has been suggested to us by witnesses that joint stock banks 
should do exchange business. We consider it desirable that this policy 
should be pursued. This development should assist natural growth of 
the Indian share in India’s foreign trade, both directly by the facilities 
afforded to the customers of these banks and indirectly by providing a 
further stimulus to the foreign banks under the stress of competition to 
assist the Indian merchants to a greater degree. 

7. In yiew of the Committee’s provisional conclusion No. 12 under the 
heading “Money Market’’ the inference follows that there is no reason why 
the State Exchange Bank, when it is established, should not foster the 
introduction of rupee bills for import business. In fact, the exchange 
banks may well make efforts immediately in this direction provided the 
importers are prepared to adopt the arrangement. 

8. It is recommended that any bank, Indian, or non-Indian wishing to 
do banking business in India should be required to take out a license from 
the Reserve Bank, when it is established. This is partly necessary in. 
the interests of depositors and partly for giving the Reserve Bank some 
control over the banks operating in the country. 

9. It has been urged before the Committee that the opening of new 
branches by the exchange banks and the Imperial Bank of India affect 
the branch banking activities of the other Indian joint stock banks. The 
Committee recommend that in order to ensure a well ordered development 
and extension of joint stock banking in the country any bank desiring to 
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open a new branch in India should be required to obtain the approval of 
some authority in India, preferably the Reserve Bank, before doing 
so. 

10. Licenses should be freely granted to the already established banka 
and it would be the business of the licensing authority to see that the provi¬ 
sions of the law and any other conditions specified in the licenses are 
complied with. 

11. In addition to periodic statements from the exchange banks along 
with other member banks provided for in the Reserve Bank Bill, annuaT 
statements showing their assets and liabilities relating to their Indian 
business, as prescribed by the Reserve Bank from time to time, should be 
furnished bv the exchange banks to the Reserve Bank as a condition of the 
grant of licenses. Such statements will be exhibited by the exchange 
banks along with the balance sheet at all their offices. 

12. The returns to be submitted by the exchange banks to the Reserve 
Bank shall be audited in such manner as may be prescribed by the Reserve 
Bank. 

N.B.—Conclusions Nos. 8, 9, 11 and 12 will be included in the conclu¬ 
sions relating to the Regulation of Banking. 



Chairman. —To-day we will take up the paper on “Financing of Foreigiv 
Trade’’, and we shall be glad to hear what you gentlemen have to say on- 
the paper which was sent to you. 

Dr. Trip : Mr Chairman, as I take it- the first 5 conclusions all relate to- 
one question, that is the establishment of an Indian exchange bank. It 
is proposed that this* Bank will be established by the Government, that 
the Government will take the share capital and that that Bank will ba 
entrusted with the work connected with the Government foreign remit¬ 
tances. We are against this proposal. We think in the first place that 
it is unfair. We. only find that for the first conclusion which is for consi¬ 
deration that “it is not desirable that the country should be dependent on 
non-Indian institutions for the financing of foreign trade’ ’ no reasons are 
given. From the banking point of view—and of course we can only look 
at this proposal from a banking point of view—we see no reason for that 
undesirability. The only argument that we could find would be that there 
might be a danger that these foreign exchange banks would withdraw from 
the country and that then the country would be deprived of an agency to 
finance its foreign trade. Now that, in our opinion, is absolutely incon¬ 
ceivable. It is not a real matter of fact possibility that 18 banks, and 
generally speaking 18 very strong banks, doing their work all over the 
world would, all at once as long as they are not compelled to do so, with¬ 
draw from the country. One might as well be afraid of the possibility of 
all the Indian joint stock bunks at the same moment stopping their work 
and going into liquidation. We find here a second reason from a banking, 
or a business point of view, that Indian merchants are at present not 
sufficiently helped by the foreign banks. Some people made that allegation 
and we dealt with it in our memorandum on foreign trade, but although 
perhaps in some respects the policy of the foreign exchange banks oould 
be changed we consider that no proof has been laid before us in support of 
this allegation that would give rise to this general criticism against the 
foreign exchange banks. So our first conclusion with regard to this proposal 
is that it is, from a business point of view not well formed. In the second 
place we think the proposal unfair. We wrote in our paper on industrial 
finance that we think it unfair and unjust that an institution created with 
Government capital should enter the competitive field and should compete 
with existing corporations. The more so is the case here where, we are 
convinced that the present hanks who work this field do it in a very effi¬ 
cient and very satisfactory way. I can say that from my own experience 
because many of these banks work in Java too and T know from the ex¬ 
perience of the Java Banks that thev do their exchange business in a most 
efficient and most modern and highly developed way So there is from a 
banking point of view not the slightest reason to increase the number of 
banks that work in this foreign exchange field Aparr, from that, we think 
the proposal is unfair with regard to the position of the Indian joint stock 
banks. Perhaps here the danger for a sound development of banking in 
this country would be even greater. We take it, although it has not been 
stated in the paper itself, that the new State Bank would be allowed to 
take deposits and we take it too, the new bank would be allowed to do 
business which follows out of their exchange transactions and business in 
upcountry places. We fear that from these two activities, the taking of 
deposits and the doing of inland business, a strong competition would 
-esult and that the Indian joint stock banks would feel that competition 
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very strongly. Of course nobody can tell what the future will be 
but as we see it we think it more likely that the deposits that the 
new bank would attract would come, specially in the first years, 
from the Indian joint stock banks. We don’t think that the traders 
and business life, as long as they have not a thorough experience of 
the soundness and efficiency of the working of the new bank, would 
like to break their relations with the existing foreign exchange institu¬ 
tions. On the other hand where in any case the position of some of 
the Indian joint stock banks is not so very strong it would be considered, 
that not only to serve the nationalist movement of the country but 
also as a kind of wise self-protection, it would be advisable to transfer 
a part of the dposits from these weaker Indian joint stock banks to the 
new State Bank, as the deposits of that State Bank would 
practically be guaranteed by the Government. I think that it cannot be 
doubted that if that conception proves to be true the banking position of 
this country would be harmed. That proves, in our opinion, that the pro¬ 
posal is unsound. As I have said already, the banking situation of the 
country does/ not require the establishment of a new institution. That is 
not feit by the Committee and so it thinks it necessary to apply artificial 
measures in order to create this bank. I have mentioned already the 
first artificial measure viz., that the capital should be taken by the Govern¬ 
ment. The second artificial measure is that the new bank should, get mono¬ 
poly of the foreign remittances of Government. We think this proposal 
thoroughly unsound. The Government remittances ought to be entrusted 
the Reserve Bank. Section 28 of the Reserve Bank Bill provides that: 
"‘The Governor-Genera] in Council and other public bodies shall under¬ 
take to entrust the bank with such conditions as may be agreed upon 
with all their money, remittances, exchange and banking transactions in 
India and elsewhere”. So we consider this as the sound principle that 
is practically of universal application. In all countries the remittance 
business on behalf of the Government is/ done by the central banking insti¬ 
tution, and we think that that is of the greatest value for the Reserve 
Bank in order to follow the sound and strong policy. It would, in our 
opinion, seriously weaken the position of the prospective Reserve Bank 
if the work connected with foreign remittances/ of Government were taken 
away from it. As we see it, the Reserve Bank will have, as I said -when 
we discussed the money market, to build up its own stock of foreign 
exchange, and it is out of this stock of foreign exchange that the foreign 
remittances on behalf of the Government will be done; so that 
if this proves to be true then the Reserve Bank cannot say in 
advance whether the purchases of foreign exchange that they effect are 
on behalf of Government remittances or in order to strengthen the credit 
of the Reserve Bank for its liabilities, or even to be enabled to sell them 
later in the market or to the banks in order to strengthen the position of 
the rupee. At present the Government remittances are generally made 
by the tender system. I, for one, am not much in favour of that system, 
apart from the present circumstances, of course, and I think it quite con¬ 
ceivable that the Reserve Bank will soon come to the conclusion that it 
is preferable not to continue that system but to effect the Government 
remittances out of their own stock and to spread them over the whole year. 
One of ihe strongest -weapons that, with regard to the international posi¬ 
tion of the rupee, is in the hands of the Reserve Bank seems to be the 
possibility, that they get from this monopoly with regard to Government 
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remittances, to regulate with the Government, the time and the amount 
ol these remittances in a certain period. They can in concert with the 
Government either slacken the remittances and decrease the amount that 
is remitted in a certain period when the position of the rupee is weaker 
or they can speed these remittances and increase the amount when the 
position of the rupee is strong and the foreign exchange comes into the 
market. I cannot see how the Reserve Bank would be able to fulfil this 
task, to which we attach the greatest value, if the work connected with the 
foreign exchange business of the Government were taken away from it 
and given to another institution. We thought that the Central Committee 
was prepared to accept our suggestions to strengthen the position of tho 
Reserve Bank, and, therefore, I may say that we are now disappointed to 
see here a proposal which would, in our opinion, seriously interfere with the 
task of the Reserve Bank and would weaken the position of that institution. 
On all these grounds we come to the 1 conclusion that it would not be desir¬ 
able for the banking position of the country, and especially for the position 
of the prospective Reserve Bank, if these proposals were made by the 
Central Committee. I am, moreovr, if I may sav so, convinced that it 
would leally weaken the authority of the Central Committee if they come 
before the public with such a proposal at the present moment. As far as I 
know, especially after the War, State, banks are in the international world 
looked upon as undesirable and objectionable, and I do not think that inter¬ 
national confidence in the policy of this country would be strengthened if 
it came to establish a State Exchange Bank. What should be done, in 
our opinion, is that no action should be taken before the Reserve Bank is 
constituted and has gathered enough experience to advise Indian joint 
stock banks what action they could take. Eor, in our opinion, the only 
way in which without harm to the banking position of the country, an 
Indian Exchange Bank could he started would be that Indian joint stock 
banks should among themselves create such an institution, subscribe to 
its capital and work it in concert with and on the advice of the Reserve 
Bank. If that could be done, I think, a sound and right solution would be 
achieved. That is our opinion. 

Chairman: We are confining to paragraphs 1 to 5. I now ask my col¬ 
leagues whether they want to put any questions. 

Mr. Bushforth: With reference to the first provisional conclusion you 
said you could not agree from a purely banking point of view. I can quite 
understand that. It is not the banking point of view that made us to 
come to that conclusion. But assuming that we have come to that con¬ 
clusion and we think that a new Indian institution is desirable, could you 
suggest any practical method by which it could be established? 

Dr. Trip: I finished by saying that the only suggestion that we can 
make is that it should be done only by the joint stock banks. We have 
the impression that the Indian joint stock banks are strong enough to 
create by themselves a satisfactory foreign exchange hank, and I think 
it would be a sound and good policy if they created their own agency. 

Mr. Bushforth : In that case they would voluntarily iiave to relinquish, 
all their desire to do foreign exchange business themselves. That is one 
of our troubles. 

Mr. Currie : The British Overseas Bank was formed by the Lancashire 
Bank, the Scotch Bank, ourselves and various other banks which were 
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wnriring successfully for some years. 

Mr. Ruuhforth : Do the public deal with the bank or do the joint stock 
banks hand on their clients to that bank? 

Mr. Cvrrie : What happens is that credit is arranged abroad by that 
bank, and the joint stock banks who are members of the bank take the 
credit they require. 

Mr. Rush forth : Has it branches abroad or does it work through 
agencies? 

Mr. Currie : Yes. They work through agencies. 

Mr. Ruahforth : If we decided to start an Indian Overseas Bank it 
would not be necessary to consider anything more than the joint stock 
bonks putting up the rupee capital and arranging for agencies overseas. 

Dr. Trip : You have international acceptance corporations to do ex¬ 
change business. Banks form an institution in order to do international 
acceptance business. One such institution was not confined to Dutch 
banks, other banks of other countries took part in it. 

Mr. Ruahforth : You get back to your old difficulty. Your joint stock 
banks do want to have a linger in the pie, and they would not be content 
finally to hand it over to the common institution. 

Mr. Currie : It is useful. Joint stock banks have learnt exchange 
business by supporting it. 

Mr. Sarker: What exactly arc your objections to the State participat¬ 
ing In the initial stage by providing the capital of the new exchange lank. 

Dr. Trip: The objection is on principle. We see exchungc banks do 
their business in a very efficient way and there is no question of inefficient 
handling of the foreign trade of the country. We think that Government 
should not enter this field. In the second place it is no concern of Gov¬ 
ernment, and Government will have to do so many things in the near 
future that the money could be applied in a bettor way than this. 

Mr. Sarker: That is the principal objection, there is no other. 

Dr. Trip: Tn our opinion they are sufficient. 

Mr. Sarker: In Japan they have a State Bank. 

Dr. Trip : So far as I know the situation in Japan is a special one. 
The Bank of Japan docs no foreign exchange business. It does the in¬ 
land business, the credit giving and other work that is done usually by 
the lteserve Bank of a country. The foreign business is done by the 
Yokohama Specie Bank. T do not tiiink it is an advisable and satisfactory 
position. 

Mr. Sarker: Can we do the same thing here. 

Dr. Trip : I would certainly not advise, because you have not so much 
experience ns to place the foreign exchange business and inland credit 
giving business in two separate hands. I am certainly of opinion that 
these two tasks should be in the same hands. 
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Mr. Sarker: What about the National Bank of France? Capital was 
subscribed by Government for financing their export trade. 

Dr. Trip: I must say I do not know that. In France the institution 
is for acceptance business, not for financing foreign trade. 

Mr. Sarker-. The Bank participates in tin. foreign trade. (League of 
Nations Paper No. 10.). 

Dr. Trip: 1 must say there was a question of pioneer work. There 
was no acceptance work done in France. Probably Government thought 
it necessary for the country to do that, and entered the field. But that 
is not the question here. There is no question of pioneer work in foreign 
•exchange business. 

Mr. Sarker: You say if the joint stock banks voluntarily start to 
exchange bank you have no objection. 

Dr. Trip: No. 

Mr. Sarker: If they want Government assistance in the initial stage, 
■do you object? 

Dr. Trip: I should have objection to that. If the joint stock banks feel 
that it is desirable for their position to enter this field they are strong 
enough to do that, and it must be left to them. 

Mr. Sarker: Even if they ask for some assistance for the first five or 
ten years after voluntarily forming a common institution, you will oppose it. 

Dr. Trip: Yes. 

Mr. Sarker: You will oppose any form of State assistance? 

Mr. Shanmukham Chetty : The provisional conclusions of this Com¬ 
mittee are based on the fundamental assumption which is contained in 
paragraphs 1 and 2 of the Provisional Conclusions. I do not think it would 
be proper for us to discuss with the experts whether the feeling that we have 
in this matter is right or wrong. Rightly or wrongly, we feel that we cannot 
depend and continue to depend on foreign institutions for financing our 
foreign trade, and we, therefore, want to devise some means whereby 
at least a part of the financing of foreign trade will be in the hands of 
an Indian exchange bank. What I would like to discuss with you is,— if 
you are prepared to concede the assumption underlying these paragraphs— 
the difficulties and objections that might be raised from a banking point of 
view to the proposals that we make. You would assume that rightly or 
wrongly we go on this assumption; we want the foreign trade of the 
country, at least a part of it, to be transacted by Indian institutions; you 
assume that we want it, and help us in finding out ways and means of 
achieving that end. 

Dr. Trip : I shall assume that you want it. But I can not conceive that 
we came here for that purpose. 

Chairman: Dr. Trip began by saying that he sees no reason for the 
first assumption. Of course it is open to the members of the Committee 
to discuss with him the reasons which led him to arrive at that con¬ 
clusion. There is no question, at the present moment, of the Committee 
going back on that conclusion. The whole thing has now been discussed 
and Dr. Trip’s attitude is that he sees no reason for the first coocluaiM. 
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If you want to discuss with Dr. Trip why we came to that conclusion it iff 
open to you to do so. If you do not want to discuss, it is also open to 
you not to discuss. Obviously Dr. Trip and his colleagues can not start 
with the acceptance of the assumptions. I take it that Mr. Chetty would 
be perfectly entitled to put questions such as: supposing this is the 
assumption, have you any suggestions to make? I see your caveat. You 
began by saying that you did not accept the assumption. But supposing 
Mr. Chetty or any member of the Committee including myself were to- 
put the question to you—assuming that the assumption stands, have you 
any suggestion to make? There are two different aspects. You question 
the assumption, and, as I said, any member of the Committee is at 
liberty to discuss with you the assumption, but then comes the second 
stage, that is, we may ask you—assuming that the assumption stands, 
have you any suggestions to make proceeding on that assumption. 

Dr. Trip: I quite see your point, but I think that makes our position 
very difficult. If we are asked to assume that Government think a certain 
measure of such interest to the country at large, then of course Govern¬ 
ment could do it although under normal circumstances it would be abso¬ 
lutely unsound. During the War Governments of practically all countries 
took measures which were from economic, financial and banking points 
of view, absolutely unsound. But how can we concede the assumption if 
we do not see the real reasons from a banking point of view. And, of 
course, if you tell us—we think that for the general interests of the country 
this question is of such paramount interest, you must draw your conclu¬ 
sions.—We ciannot agree either to the assumption or to the conclusions? 

Chairman: It is open to anybody to discuss the assumption with you 
and your colleagues. The next point is, if it is assumed that the assump¬ 
tion stands, have you anything to tell us as to how a scheme, sound from 
the banking point of view, can be worked out. 

Mr. Shanmuhham Chetty : Whatever might be the line of argument 
taken by my colleagues on the Committee, I at least do not want to discuss 
the reasons underlying this assumption that we have made because I con¬ 
sider that this is a question of broad national policy. I will give an analogy. 
We have got the Tariff Board. Now Government have assumed and have 
declared that it is their policy to give discriminating protection to Indian 
industries, and from time to time they refer to the Tariff Board for 
investigation the cases of certain industries. It is not open to the Tariff 
Board to say Government is wrong in following this policy beeause free 
trade is better than protection, but it is for them, taking it for granted 
that this is the policy of Government, to devise ways and means of carry¬ 
ing out their policy. Now, that is the line I want to take with the foreign 
experts on this question. We have to take for granted that it is our 
national policy to bring into existence a state of affairs by which a part 
of the foreign trade of the country will be in the hands of Indian institu¬ 
tions and we shall not continue to depend on foreign institutions 
for the financing of foreign trade of this country. I do not want 
to discuss the assumption with the experts, but having made this assump¬ 
tion I want to examine with them the soundness or otherwise of the pro¬ 
posals that have been made to achieve that purpose. That is my posi¬ 
tion. 

Dr. Trip: Tt sounds very sound and clever. It is in mv oninion abso¬ 
lutely impossible to sennrate the two thinns. You can make the assump¬ 
tion that all kinds of industries should be started here although the- 
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fundamental conditions are not present in the country. You put such 
an assumption before me. What is the use of discussing with me as to 
how it should be done if I think the fundamental conditions are lacking. As 
far as I can see, it is not possible for me to free your assumption from 
the consideration whether it is necessary for the interests of the country. 
The only sound solution that we can see is that Indian joint stock banks 
should do it among themselves. 

Mr. Shanmukham Chetty: Therefore you are coming to the method 
which we shall presently discuss. You say if it has to be done, let the 
Indian joint stock banks join together and start this foreign exchange 
business. I have another alternative and I want to discuss it with you. 

Dr. Trip: You must give your reasons why you think my proposal is 
not useful. 

Chairman: The first item in the terms of reference to our Committee 
is the development of banking with a view to the extension of indigenous, 
co-operative and joint stock banking, with special reference to the needs 
of agriculture, commerce, and industries. There is no harm in my telling 
you, it is the unanimous conclusion of the Committee, I alone reserving 
my opinion, not dissenting. If we feel that the development of foreign 
trade cannot proceed properly without Indian institutions it is perfectly 
legitimate for us to come to that conclusion. I fully realise what you 
say—the present banks are there, etc. We have also discovered that in 
Japan dt was only after the institution of the Yokahama Specie Bank that 
the people of the country managed to secure a large and growing share 
of the business connected with the foreign trade of that country. That 
fact is there before us. We have also statistics. Therefore it may be 
perfectly correct for us to come to the first conclusion. What Mr. Chetty 
said would be absolutely within the terms of reference. Mr. Chetty’s 
second point was, assuming that this provisional conclusion stands, whether 
you as an expert have any means of indicating to us a sound plan by 
which it would be possible to start a purely Indian institution for manag¬ 
ing the financing of the foreign trade of the country. You have yourself 
made a certain suggestion in that connection. Mr. Chetty may have 
another, I do not know. You have incidentally brought to our notice 
the objections connected with the particular measure which we had in 
view. All that Mr. Chetty wants is to kndw whether you have a solution 
and if so, to discuss with you and your colleagues the solution or other 
methods of solution. Let us proceed on that basis. 

Mr. Shanmukham Chetty: You suggested at the end of your remarks 
that if it has to be done, the joint stock banks should join together and 
do the business. At least by implication you have conceded that there is- 
a method of doing it. 

Dr. Trip: I said that if you want to start an Indian exchange bank, 
the way I mentioned is the only sound way. 

Mr. Shanmukham Chetty: In paragraph 3 of your memorandum you 
said: 

“It can scarcely be denied that the Exchange Banks because of 
their resources and experience are strong competitors”. 

You concede in this statement that the position that foreign exchange 
banks now occupy as a result of their resources and experience is so strong- 
that any new institution that comes into existence will find :t rather diffi¬ 
cult to compete in this class of business with the foreign exchange banks. 
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Indian joint stock banks should wait until the Reserve Bank is constituted,. 

Mr. Shanmukham Chetty : What I want to make clear in my mind 
is that you agree that, even if an Indian institution came into existence 
to-morrow, either by joint stock banks joining together or by starting a 
Reserve Bank, the resources and experience of the foreign exchange banks 
are such that the force of competition will be very severe indeed, and 
that it would be very difficult for the new institution that comes into 
•existence to compete with the foreign banks. 

Dr. Trip : I nrnst mike a point here. It is not in order to bring in 
any nationalistic feeling. If you have an Indian institution that is managed 
by men who know their task and who work efficiently, the Indian traders 
•should go to that bank. 1 know the national feeling in the matter. If 
you have some Indian institution in which the trade and business life have 
confidence, I cannot see that it will be difficult. 

Mr. Shanmukham Chetty: Therefore the only way in which an Indian 
institution can successfully compete with the foreign banks would be 
either by Indian businessmen, actuated by motives of patriotism, going to 
this Indian bank for their foreign business or by some sort of extraneous 
help to the institution. 

Dr. Trip: If the terms are the same, it is quite sound for them to give 
preference to their own bank. 

Chairman : If the national feeling is very strong in favour of an Indian 
joint stock bank, that feeling may show itself in one of two ways: either 
by the individual Indian trader going to the Indian bank in preference to 
any other bank or—that is where Mr. Chetty comes in—by the Indian 
public as a whole through their Legislatures agreeing that the Indian 
bank should be provided with some form of State assistance. Your argu¬ 
ment was that if there was that amount of national feeling in the country, 
the Indian businessmen would go to the Indian exchange bank in pre¬ 
ference to a foreign exchange bank: but it may also happen that Govern¬ 
ment, if it is fully responsible to the Legislature, may give some form of 
State assistance to the Indian exchange bank which will secure the object 
in view. If they did that, they will have before them the precedent of 
Japan. I am not here discussing your other argument which may be very 
forcible, that even if that is done it must not be done in a way which will 
affect the operations and the sound working of the Reserve Bank. 

Dr. Trip : I do not sav that Indian traders and businessmen should 
undertake to make sacrifices on behalf of this bank. I only said that if 
the Indian institution was on the same sound lines and gave the same effi¬ 
ciency to Indian business life, the Indian traders would give it preference. 

Mr. Shanmukham Chetty : Therefore we come back to the point whether 
the strong position that the foreign exchange banks now hold in the Indian 
banking world is so formidable that a new institution that comes into 
existence will be able to offer the same facilities and the same efficiency of 
service without some extraneous assistance? 

Dr. Trip : I cannot say that it would be impossible. Of course, they 
would have smaller business in the beginning, but they would build it up 
especiallv when they are based on the work of the Reserve Bank. 

Mr. Shanmukham Chetty: My point is this: you have yourself con- 
-ceded that the position of the exchange banks, their resources and ex¬ 
perience, make them very strong competitors. From that I am entitled 
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to draw the inference that if a new institution that comes into existence - 
could be expected to offer the same efficiency, and the same terms as the 
existing institutions, it would in the early stages at any rate require some 
extraneous help. Otherwise there is no meaning in the statement that you 
have made that these foreign banks, by reason of their resources and ex¬ 
perience, are very strong competitors. 

Dr. Trip : Yes, in my conception competition is always desirable or 
sound for a new institution if it works in a prudent and proper way. 

Mr. Shanmukham Ghetty: The new institution must certainly work 
prudently and in a proper way, but to enable it to compete with the exist¬ 
ing institutions on terms of equality and to enable it to do the same econo¬ 
mical service, it requires some extraneous help in its early stages at any 
rate. 

Dr. Trip -. I do not agree. 

Mr. Shanmukham Ghetty ; Then I do not Irnow what exactly is the 
implication of your statement that they are strong competitors. 

Dr. Trip: That is a statement of fact. They are strong competitors, 
in the first place among themselves. 

Mr. Shanmukham Chetty: And much more 90 in comparison with a 
new institution that comes into existence. 

Dr. Trip: Therefore the new institution cannot expect to get a very 
large part of the foreign exchange business in the beginning, and so they 
may want some help on the part of the Reserve Bank. 

Mr. Shanmukham Chetty: But the Indian trader will not go to this 
Indian institution simply by reason of his patriotic Bentiment, unless the 
new iustitution offers the same facilities and the same efficient service as 
the existing institutions. 

Dr. Trip: Yes. 

Mr. Shanmukham Chetty: To enable the new institution to offer that 
efficient and economical service, you must give some sort of help, so that 
it might compete with the existing institutions. 

Dr. Trip: I do not want to give it such a sort of help. 

Mr. Shanmukham Chetty: I am not suggesting the sort of help to be 
given, we shall come to it later. Do you concede the general proposition 
that some help ought to be given to enable this institution to compete? 

Dr. Trip: No. 

Mr. Shanmukham Chetty: Then how is this new institution at the 
very inception to give that efficient and economical service as the existing 
institutions. 

Dr. Trip: When a new institution is started, it will always have to com¬ 
pete with existing institutions. 

Mr. Shanmukham Chetty: The new institution might be killed in the 
course of a year? 

Dr. Trip: Therefore they must look at the basis of their work. How 
could it be killed? 

Ur. Shanmukham Chetty: Simply by the force of competition. 

Dr. Triv: The 'existing institutions want to make some profits too. 
Tfeev work on a Drofitable basis and I do not see why a new institution 
should not work on the same basis. 

Yon. iv. 2 v 
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Mr. Shanmukham Chetty: I leave that argument at that. In criticis¬ 
ing the scheme that we have put forward, I take it you will examine it 
from the point of view of (1) how it will affect the Reserve Bank ^2) how 
it will affect the joint stock banks, and (3) I suppose you will also take 
into consideration whether it will unjustly affect the existing position of 
the foreign exchange banks. I suppose these are the three points we have 
to consider. 

Dr. Trip: Yes. 

Mr. Shanmukham Chetty: You say that the establishment of a new 
institution of the nature contemplated by us will interfere with the task 
•of the Reserve Bank and will weaken its position. I want to understand 
this position a little more clearly. As I understand the Reserve Bank 
Bill, the function of the Reserve Bank is this: at will no doubt under clause 
'20 be entrusted with the task of undertaking the foreign remittances of 
the Government but in discharging that task, I anticipate that in normal 
circumstances the Reserve Bank will simply take the place of the Controller 
of the Currency. I will explain my idea. My conception of the function 
of the Reserve Bank in foreign remittances is this: I do not expect the 
Reserve Bank normally to come into competition with the exchange 
banks in the financing of the foreign trade just as I do not expect the 
Reserve Bank to come into competition with the joint stock banks in 
commercial banking business. I expect- that either by the tender system 
or by any other system the Reserve Bank will simply act as the Agents 
of the Government in securing the sterling requirements of Government 
from the open market. I anticipate that it is the function of the Reserve 
Bank to enter the open market in the matter of remittances only when the 
upper and lower gold points are disturbed. 

Dr. Trip : Not when they are disturbed, before they are disturbed. 

Mr. Shanmukham Chetty: Or when there are forces that will tend to 
disturb the upper and lower gold points. Then it is the function of the 
Reserve Bank, by means of the Bank Rate or by entering the open market 
operations, to check the tendency of disturbing. So do you agree with me 
that it is not the function of the Reserve Bank to compete normally with 
exchange banks, whether foreign or Indian? 

Dr. Trip: It must be well understood that the work of the Reserve 
Bank will always have some oompetitive influence; otherwise it could 
not work at all. Even if you assume that the Reserve Bank wants to sell 
to, or purchase from, the existing banks and not in the open market, my 
point still stands that the Bank can do that work efficiently only if it is 
free the whole year round to decide on the time when it will try to 
get foreign exchange and upon the amount it wants to get. That is quite 
apart from the question whether it does it with the foreign exchange 
banks or in the open market. 

Mr. Shanmukham Chetty: You said you are not in favour of the present 
tender system. 

Dr. Trip: I did not say that about Government; I said that for the 
Reserve Bank it is not the most desirable method. 

Mr. Shanmukham Chetty: When the Reserve Bank comes into exist¬ 
ence, what do you think will be its normal operation in the matter of 
remitting Government money? 
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Dr, Trip: I can tell you how it is done, for instance, by the Java Bank. 
In the beginning of the year we get from Government the scheme of remit¬ 
tances. Though they are not bound to the scheme, we suppose that it 
would be followed on" behalf of Government and that remittances would be 
made to Holland, England, America, etc. 

Chairman-. That is the budgetary scheme, as put down in the budget? 

Dr. Trip: No. 

Mr. Shanmukham Chatty : Government must give to the Reserve Bank 
some programme of their remittances for the whole year. 

Dr. Trip: Yes. They are always entitled to change the programme. 
The Java Bank could establish their policy beforehand in order to be able 
to make the remittances. As soon as they get offers for an exchange from 
the banks or, if they cannot get them from the banks then, in the open 
market, they buy beforehand or before the date of the remittance of the 
foreign exchange, and they are prepared to remit when Government wants 
it to be made. There was 'an occasion when there was weakness in the 
market and the position of the Java Bank actually was weak. The Java 
Bank consulted the Government and advised them to postpone a portion 
of their remittance and to finance their foreign needs by drawing on credit 
as the British Indian Government always do with the Treasury at home. 
In this way the market was not disturbed by remittance on behalf of the 
Government. When the position of the market became strong, the Java 
Bank bought again in the market from private banks and the remittances 
were resumed and the insufficiency of the former period was covered in the 
next period. So there is always a regulating factor in these remittances 
for Government. I think that is the ideal system that I can conceive of. 

Mr. Shanmukham Chetty: That is practically the kind of scheme that 
was contemplated by the Indian Currency Commission. In fact you will 
remember that when we discussed the Reserve Bank Bill we contemplated 
that the Reserve Bank should do the same in the matter of Government 
remittance. No doubt the Reserve Bank, after knowing the requirements 
•of Government in advance or obtaining the programme of Government re¬ 
mittance, will decide the best time when the sterling requirements have 
■to be purchased. The main point in the scheme is that the Reserve Bank 
ought to be the judge. When Government once gives the Reserve Bank 
.its programme, it is for the Reserve Bank to decide the time when it will 
purchase its requirements. That is the main function of the Reserve 
Bank? 

Dr. Trip: Yes. 

Mr. Shanmukham Chetty : Normally in making provision for these re¬ 
quirements, the Reserve Bank will purchase only from the existing bankers. 
It will not enter the open market. 

Dr. Trip: It is nob necessary and as long as it is not necessary, it is 
preferable to purchase foreign exchange from the banks. 

Mr. Shanmukham Chetty: Not only is it not necessary, but it would 
•not be preferable to compete in the open market without any reason. 

Dr. Trip: If they cannot get the foreign exchange from the banks, they 
will have to take it from the open market, but if they wanted for their 
policy and they could not get it from the banks, they will take it from the 
open market. 

Mr. Shanmukham Chetty: It will certainly be competent for the 
Reserve Bank to go and purchase in the open market, if they wanted, but 
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if the Reserve Bank made up their mind that during one month they 
must cover themselveB to the extent of 5 million sterling, they would in. 
the first instance go to the exchange banks and if the exchange banks are 
able to give the sterling at what the Reserve Bank consider a proper rate, 
they will normally purchase from the existing exchange banks. 

Dr. Trip: I must say that I should not think that it would be the right 
policy for the Reserve bank to go to the exchange banks. They must 
wait. If they kuow that they want so much, they are in a proper position 
to buy. Otherwise they must wait and consider the position. That is 
the proper way. You can never say what the position will be six or seven 
months in advance and the Reserve Bank can never know what their 
position will be from day to day. They may have even to advise Govern¬ 
ment to postpone the purchase. 

Mr. Shanmukham Chetty : But the point is that in our scheme we have 
suggested that this new Indian institution must have the monopoly of 
the Government remittance business, by which we want that the Reserve 
Bank, in meeting its obligations towards Government in the matter of 
remittance, must in the first instance give this business to the Indian 
Exchange Bank. What is your objection to that ? 

Dr. Trip: The first and final objection is that the Reserve Bank would 
not be able to do that; because they would not know, when they buy- 
foreign exchange, whether they do it on behalf of Government or not. If 
foreign exchange is offered to you, your position generally makes it neces¬ 
sary that you should buy it. If you have three or four ways for which 
that foreign exchange may be necessary to you, you do not know for what 
purpose you will in fact use it if you have to use it five or six months later. 

Mr. Manu Subedar: Let us put it this way. Assuming everything that 
you have said, about the Reserve Bank’s freedom to enter the market at 
any time to hold its own foreign exchange, the Reserve Bank will have 
many functions. There would be one department of the Reserve Bank 
doing all this and some officials will have to give attention to it. Assum¬ 
ing that the department of the Reserve Bank which under our scheme is 
to be an Indian institution was separated for purposes of finance, is there 
any fundamental objection? 

Dr. Trip: I cannot see any reason for that. Is it to be a department or 
is to be incorporated in the bank itself, 

Mf. Manu Subedar: If the ownership is the same, it becomes a separate 
department. 

Dr. Trip: It can only be the same if the purposes of the two depart¬ 
ments are the same. 

Mr. Manu Subedar: The purpose, policy and control will all be the same 

Dr. Trip: The work is the principal thing. 

Chairman: I see the implication arising out of Mr. Subedar's proposi¬ 
tion which cuts at the root of the main scheme. He will have an oppor¬ 
tunity of pursuing his point later. 

Mr. Shanmukham Chetty: Even if the Reserve Bank is established, 
w'hat is the objection to their following the present system of calling for 
tenders from time to time for remittances? 

Dr. Trip: The objection is that it would be an automatic system. The 
Reserve Bank would come to the open market. That would put them in 
9 weak position. If they canvass for a certain amount of foreign exchange. 
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"the whole market knows that the Reserve Bank wants so much foreign 
-exchange, but if they keep it indoors in the Bank itself, the market never 
knows how much the Bank wants. Tlje market can form its own ideas 
about it, but it can never know because there is always the possibility 
of the Reserve Bank selling part of their gold or gold securities covered 
by their obligations. 

Mr. Shanmukham Ghetty: That is no doubt a disadvantage that the 
Controller of the Currency also calls for tenders, but I would suggest 
that that disadvantage would not exist when the Reserve Bank calls for 
tenders. It is not necessary that the Reserve Bank should accept the 
lowest tenders. Therefore the market must know that when the 
Reserve Bank calls for these tenders that in the opinion of the Reserve 
Bank it has not got the rate which it considers proper. Do you not 
think that situation is correct? 

Mr. Lamond : That happens even now. 

Mr. Shanmukham Chettxj: But the Reserve Bank will be in a stronger 
position than the Controller of the Currency. 

Mr. Lamond: But Government through the Controller of the Currency 
does the same. 

Chairman : I suggest for Mr. Chetty’s consideration that the pros and 
cons of this was fully discussed before the Hilton-Young Commission and 
the discretion of the Reserve Bank to make its remittances as it chooses. 

Mr. Shanmukham Ghetty : My point is that even if the Reserve Bank 
follows the present policy of calling for tenders it does not take away 
the discretion of the Reserve Bank to make its remittances as it chooses. 

Chairman: If this Committee were to lay down that ordinarily the 
Reserve Bank should do it by the tender system then naturally it does 
"to a large extent interfere with discretion. All I wanted to remind you 
is that there is a good deal of material in the Hilton-Young Commission’s 
evidence in the matter. I think they have ended up by saying that the 
matter should be left to the discretion of the Reserve Bank. 

Mr. Shanmukham Chetty: I was questioning on this point because in 
our scheme tenders would still be called for and the preference wjll be 
given to the Indian Exchange Bank in the matter. 

Chairman: That I can quite see. 

Mr. Shanmukham Chetty: To support that scheme I wanted to make 
the position clear in regard to the tender system and I feel that even if 
the tender system continues it does not take away the discretion of the 
Reserve Bank and it does not affect the position of the Reserve Bank. 
Dr. Trip says that if the Indian Exchange Bank is established it will 
interfere with the task of the Reserve Bank. My point is that it will not. 

Dr. Trip: According to my experience I think the tender system gives 
not enough freedom to the Reserve Bank because from the fact that a 
certain amount is asked, it is known how much the Reserve Bank is 
prepared to buy and I say that even that is not advisable. The Reserve 
Bank must do its operations in foreign exchange from day to day,. I 
think it is the only sound way of doing things. I am also sure that 
after a Reserve Bank is established they will also be of the same opinion 
after a few years of experience. 
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Mr. Manu Subedar: It would be much better in your opinion to leave- 
it to the Reserve Bank to do what they pleased. 

Dr. Trip : That is my point. The Reserve Bank will themselves 
realise. 

Mr. Shanmukham Chetty: You object to any form of State assistance 
to the proposed Exchange Bank. Supposing, for instance, we devised a 
scheme by which a new institution for doing exchange business .is started 
in this country with a paid-up capital of say Rs. 3 crores and the shares 
are offered to the public; and if any shares that aire left over are taken 
by Government, would your objection to that be still as strong as to the 
formation of a State Exchange Bank. 

Dr. Trip: Yes, because for all practical purposes it will be a State- 
managed institution. 

Mr. Shanmukham Chetty: Your objection is therefore a fundamental 
one. 

Dr. Trip: Yes. 

Mr. Manu Subedar: In order to avoid any misunderstanding I should 
like to indicate at the outset that I fully appreciate the position which you 
have taken up as technical advisers in Banking. I say this because in 
the ultimate conclusion which I draw, I differ from the conclusions 
which you gentlemen have drawn up. I make this prefatory, state¬ 
ment with a view to tell you that I thoroughly understand your posi¬ 
tion and I hope you will also understand me aright. Now, with regard 
to the first conclusion we have arrived at, here mentioned in this paper, 
I would like to ask you whether, if similar conditions as exist in India 
today existed in Holland, there would be some room for apprehension on 
the part of the citizens of Holland and whether you would yourself share 
that apprehension. My point is this. Supposing banking facilities were 
run by foreign institutions and as banking facilities they were quite good 
and efficient but still the Nationals of the country thought that since their 
interests were in foreign hands it was not a desirable thing. Would it be 
right and natural to feel that apprehension ? 

Dr. Trip: I cannot say that it is so in Holland today. 

Mr„ Manu Subedar: I am not talking of the existing position in your 
country. At present your own interests are so strong that you do not 
feel that your interests will be overwhelmed by foreign institutiofas. 
Supposing the position in your country today were as it is in my country 
today, would that be a right apprehension? 

Hr. Trip: It depends on the development of the circumstances of the 
country. If we were served efficiently and thoroughly I do not see any 

reason for any apprehension. 

Mr. Manu Subedar: I also assume that you take the same view with 
regard to Japan where they have started a State Bank to do the exchange 

business. 

Dr. Trip: I have a great admiration for the Japanese people in general 
but I consider their ways of dealing with the economic policy to be not 
quite sound. 
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Mr. Manu Subedar: You still adhere to your view in spite of the 
admirable results they have attained? 

Dr, Trip: Yes, that is my view. 

Mr. Manu Subedar: Now, let us come to France. Would you equally 
condemn the people of France and their policy because they decided to 
establish a State institution for this purpose. 

Dr. Trip : In the case of France it is somewhat different, because it 
was not a business done in France before. And even so, I do not 
think it was the right thing to do for the French Government to start 
an institution, because I am convinced that as long as national conditions 
for an acceptance market are not available in France this institution will 
have great influence. If it as to be done, it ought to be done by the 
Reserve Bank as it is done in my country. 

Mr. Manu Subedar: Now I come to the question of England. In 
England there were a good many foreign banks doing this business but 
still through private enterprise, although not through State assistance, 
they started their own private enterprise and did it successfully. Would 
you condemn that also? 

Dr. Trip: Oh no. 

Mr. Manu Subedar: Why not. on the ground that they replace existing 
institutions ? 

Dr. Trip: When an Indian joint stock bank were started purely by 
private enterprise to do foreign exchange business and as a consequence 
all the foreign exchange banks were driven out of the country, then I would 
say, I am sorry for the foreign exchange banks but I w r ould admire the 
Indian institution. 

Mr. Manu Subedar: I am not talking of the National policy at all. I 
am talking on strictly pure financing. At present the foreign exchange 
business is entirely in the hands of foreign institutions. If this is so, 
would you not regard it as a misplaced desire for an Indian joint stock 
bank being formed to do such business when the present needs are met 
by foreign institutions? 

Dr. Trip : If private institutions could be started and successfully' 
do the business, then I would give them credit for such work. Just as we 
saw that the extension of branch banking business by existing banks may 
lead to sound competition, so also I feel that it would be quite sound if 
private institutions entered this field of exchange banking also. 

Mr. Manu Subedar: But the competition among the existing banks 
themselves is very severe. There is great competition now among the ex¬ 
change banks as you have said, so that additional incentive to competition 
to improve the existing conditions is not necessary. 

Dr. Trip : I do not consider it is necessary. Therefore, it would be 
well for prudent and cautious people to wait till a Reserve Bank is started. 

Mr. Manu Subedar: I am only talking of the general principles from the 
business point of view, whether the concern would succeed in its endeavour 
or not and whether there is sufficient scope and so on. 
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Dr. Trip: Therefore my view is that a good businessman must have 
the power to compel himself to wait a bit until the circumstances are 
better and he sees the possibility of making profits. My opinion is that 
this country is bound to develop very largely in the future in the matter 
of its exports. I think it will develop to a very great extent and then the 
need for other exchange banks will arise. 

Mr. Manu Subedar: Would you say, in your opinion, that that is the 
ground which has attracted many more banks now in India than in the past? 

Dr. Trip: I certainly think that they have come in thinking that there 
will be business. 

Mr. Manu Subedar: Would you not say that these foreign banks have 
now come in in a larger number than before the war? 

Dr. Trip: Yes. 

Mr. Manu Subedar: In your opinion has the present range of com¬ 
petition with regard to the business of financing of foreign trade reached 
a point beyond which competition should not be attempted? 

Dr. Trip: I should say for the present that the limit has been reached 
but that does not imply that it will be so for all time. Conditions are 
bound to change with the future development of the country. 

Mr. Manu Subedar: If the limit has been reached, would you—not as 
advisers to the Government of India—-but as advisers to private joint 
stock banks, advise them to start such institutions at present? 

Dr. Trip: At the present moment, from to-day till to-morrow no. 
Therefore, I recommended from the beginning that they should wait until 
the Reserve Bank has been started. 

Mr. Manu Subedar: Therefore the position as I understand it, if I have 
understood your opinion aright, is that the present field is fully covered 
and there is no room for Indian exchange banks to come in if they wanted 
to have a share in the business? 

Dr. Trip: Speaking from purely business standpoint, I think the field 
is full now and it is properly and very well covered by existing institu¬ 
tions. But I will have no objection to a new institution being started on 
sound lines and its chance tried. 

Mr. Manu Subedar: If the field is properly covered by 19 institutions 
and if the 20th one is started, naturally one has to go out—it may be the 
new one or one of the existing ones. 

Dr. Trip: That need not necessarily happen. The business done by 
19 might be spread over 20. 

Mr. Manu Subedar: With regard to the establishment of a State ex¬ 
change bank to which you have raised objection, may I ask whether there is 
anything fundamentally objectionable from the business point of view, 
for the Reserve Bank giving to this State institution not only Govern¬ 
ment remittance business but also the purchase and sale of its own foreign 
exchange and the entry in the open market. 

Dr. Trip : That is quite a different proposition, because it would be a 
separate business institution and not a Reserve Bank. Their policy, work 
and methods can' never be the same. 
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Mr. Manu Subedar: When you talk of a business concern you mean a 
concern which makes profits. 

Dr. Trip: Yes. 

Mr. Manu Subedar: But if it is a State concern then there is no 
question of profit at all. Is there anything fundamentally objectionable? 

Dr. Trip ■ I think the question itself proves how unsound the pro¬ 
position would be. 

Mr. Manu Subedar: An institution can work subject to the desires of 
its principal in certain directions as the Imperial Bank now is much more 
a profit earning concern than private ownership. But in matters of 
Government the Imperial Bank Act has been laid down. They may occasion¬ 
ally advise Government not to do certain things but if Government say they 
want to do them the Imperial Bank say all right. If the Reserve Bank 
were to tell this institution ‘you have to do this, or you have not to do 
this’ and if the new institution cannot but do what the Reserve Bank 
says, where is the difficulty? 

Dr. Trip: What would be the use of the new institution on behalf of 
business life and trade of the country, because they would not be a bank 
that could serve the interests of business life; they would be a part of 
the Reserve Bank. 

Mr. Manu Subedar: The only difference would be this that the Reserve 
Bank’s functions would all be performed by this new institution according 
to the directions of the Reserve Bank but in addition to that, this institution 
will have certain privileges which the Reserve Bank has not, namely of 
taking deposits and paying interest on if 

Dr. Trip : That would be, in my opinion, absolutely unsound. You 
would practically take away what is in the Reserve Bank Bill at the 
moment that the Reserve Bank should pay no interest on their deposits. 
It would come to the same. 

Mr. Manu Subedar: Now, if the two institutions kept separate and this 
new institution was empowered to take deposits and also to deal in bills on 
its own apart from what it does as agent of the Reserve Bank, then it 
would not take them. 

Dr. Trip: You cannot keep them separate because you began by tell¬ 
ing me that the separate institution would have to follow the instructions 
of the Reserve Bank; so they could not on the one hand do their own 
business in accordance with the instructions of the Reserve Bank and on 
thp other hand on the principles of private enterprise. 

Mr. Manu Subedar: That part of their work which has to be done in 
accordance with the Reserve Bank would have to be done even if it interferes 
with all their other desires, but where it does not so interfere, as there any 
objection to a separate institution doing it? 

Dr. Trip: It would, in my opinion, absolutely he a mixture between 
the task of the Reserve Bank and the task of a private exchange bank. 
You can never mix up these two tasks in one institution. I am opposed 
to it. 

Mr. Manu Subedar: Dr. Trip you were good enough to explain the 
effect of this proposed State Exchange Bank on the Reserve Bank as well 
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as on the Indian joint stock banks with regard to their deposits. Would 
you kindly tell us what the effect of the establishment of thfe institution 
would be on the exchange banks. 

Dr. Trip : That is very difficult because it is not possible to see the 
future. In the beginning I am under the impression, but I cannot say of 
course, for certainty, that that influence would not be very great because 
the new institution would have to gain the confidence of the business 
people and at the beginning an institution always has to show its efficiency 
and the way in which it can do the business. 

Mr. Manu Subedar: It will have to biiild up a personnel and it will 
have to establish itself properly and do you think all that would take 
about 5 years? 

Dr. Trip: If the circumstances are favourable I don’t think it would 
take 5 years. It might take perhaps two years. It depends on the man 
you can find to manage the business. 

Mr. Manu Subedar: It wall also depend on the extent to which the 
people engaged at present in foreign trade pass on their business to this 
new institution and breaking their connection with the institutions? 

Dr. Trip: Whether they would be prepared- to do that and whether 
they would think that they would be helped in as efficient a manner as 
they are helped by the present institutions would depend on the manage¬ 
ment of the new institution. 

Mr. Manu Subedar: If the management is not efficient then the chances 
of this new institution getting hold of business in spite of all State help 
are small? 

Dr. Trip: It depends on the efficiency of the working. 

Mr. Manu Subedar: Would you expect a merchant to break his con¬ 
nection with a bank of his own nationality and go over to this bank without 
an inducement? 

Dr. Trip: No. 

Mr. Manu Subedar: An inducement would, therefore, have to be given 
and it would have to be a strong enough inducement on the part of this' 
new institution? 

Dr. Trip: It is not possible to tell beforehand how it would develop. 

Mr. Manu Subedar : We have all the same, in spite of the difficulty 
of foretelling anything, to give an estimate as far as we can see. I would 
ask you whether you would expect such an institution to make a profit in 
the first or second year, or whether you would expect it to work at loss? 

Dr. Trip: It is not possible to tell that beforehand. All I can say is 
that if there are no fair prospects that they will make profits in the second 
year after they have started their working, then I don’t think it would 
be advisable to start it at the present moment. It is much better to wait 
until the prospects are better. 

Mr. Manu Subedar: 11 it was started before the Reserve Bank, would’ 
you expect the constitution of the Reserve Bank to be materially different" 
from what is proposed at present? 
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Dr. Trip : On the basis of this proposal, of course, the constitution 
would be different. I don't know whether it would have to be put in the 
constitution of the Reserve Bank but in any case this new institution would 
get the monopoly of the foreign exchange business of the Government 
and that should be indicated in some law. 

Mr. Manu Subedar: If it is dangerous for Indian institutions to come 
into the field because the field is covered at present by strong well-estab¬ 
lished institutions would you suggest any other method by which Indians 
can enter the field, apart from this State institution? 

Dr. Trip: No, not on ft large scale. Perhaps strong Indian joint stock 
banks could try to establish relations with foreign banks. 

Mr. Manu Subedar: I am now assuming that even that is very difficult 
and not necessarily profitable. Have you any^ proposal in the nature of 
participation by Indians in the existing institutions? 

Dr. Trip : No. 

Mr. Manu Subedar: Do you think it is possible? 

Dr. Trip: I don't think it is possible. It is not practicable. 

Mr. Manu Subedar: I am mentioning now that the proposal for parti¬ 
cipation does not affect the existing facilities and it does not affect the 
state of competition between them. It does not, therefore, affect the- 
public at all. It does not affect trade and it does not involve State 
interference. 

Dr. Trip: I do not see how it can be done. 

Mr. Manu Subedar: I see. Now, Sir, I should like to hear what 
Dr. Trip has to say about the alternative scheme. 

Chairman : A copy of Mr. Subedar's scheme was forwarded to you. 

Dr. Trip: But I was not quite sure whether the Committee expected 
us to consider this scheme very thoroughly. 

Chairman : Are you in a position to discuss Mr. Subedar’s scheme 
with him? 

Dr. Trip: I am prepared to discuss it. I must say however that I am 
not familiar with all the details. I thought it was given to us more a& 
an appendix to the proposals. 

Chairman: That is because the Committee itself were not prepared to 
support the scheme but at Mr. Subedar’s desire ic was sent on to you. 

Mr. Manu Subedar: That is not so; may I say the Committee itself 
had no time to consider this; so whether the Committee would support it 
or not is unknown. 

Dr. Trip: We got the impression, it may be wrong, that the basis of 
this proposal was outside the purview of our task. I read here that the 
basis of the proposal is that the main objection to foreign institutions is 
that they are foreign. I thought that was not a matter for us to consider. 
I am quite walling to discuss the scheme if we remain on banking prin¬ 
ciples. 

Mr. Monu Subedar: I have put the scheme before the Committee. It 
is for the Committee to accept it or reject it. It has gone to the foreign 
gentlemen who have come over. It is for them to say whether they have 
any views to offer. 
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Dr. Trip: I think the main point of the proposal is that the existing 
"foreign exchange banks should be turned into rupee banks and that at least 
51 per cent, of that capital should be in the hands of Indians. We must 
say that we disagree with these two proposals. As we have already told 
you we are of opinion that compulsory measures in order to turn the present 
exchange banks into rupee banks would be detrimental to the position of 
these institutions, and that not so much in regard to themselves as in regard 
to their services to the country because that capital could be made as 
small as they like. 

Mr. Manu Subedar: The conception is not that. The security will 
not be reduced because the suggestion is not that they should register 
another rupee company here and continue in existence a separate sterling 
institution, but it is that the whole organisation should move its head office 
to India, and turn its whole capital into rupee capital. 

Dr. Trip : Let us take an instance. The Netherlands Trading Company 
would have to transfer its head office from Amsterdam to Calcutta. 

Mr. Manu Subedar : If they like : there is no compulsion. 

Dr. Trip: If they do not do so, they would no longer be free to work. 

Mr. Manu Subedar: If they do not do it, they will be free to work in 
this country under the system of license, but they will not be free to 
open branches, and so on. 

Dr. Trip: They will not be in a position to continue their work. 

Mr. Manu Subedar : Do you think it would mean that? 

Dr. Trip: I think so. 

Mr. Manu Subedar: Perhaps you will allow me to tell him that before 
we took up the question of foreign trade among ourselves, a definition was 
fixed upon, and that definition is, as far as I remember, that foreign trade 
starts at ports in the matter of exports when the shipping documents are 
issued, and it ends at ports in regard to imports when the goods are cleared. 

Dr. Trip: I did not read anything about it. 

Mr. Manu Subedar: I am sorry it was not sent to you. It was on 
the basis of such a definition, which I believe the Committee with the 
•exception of Mr. Buckley unanimously accepted, that we discussed the 
whole question of the financing of foreign trade. In view of this defini¬ 
tion are there any recommendations or ideas you expressed this morning, 
•which you would like to modify, or do they stand? 

Dr. Trip: They al] stand. 

Mr. Manu Subedar: With regard to the scheme on which I am having 
the benefit of your views, there is no compulsory measure contemplated, 
but the idea is that these banks would think it worth their while to recog¬ 
nise the Indian desire to have a share in the financing of the foreign trade 
of their country and would by the method of rupee registration offer them 
participation or partnership, continuing their existing business as it 
is going on, giving the same security they are offering to the depositors and 
in every other respect possessing the same strength, the same personnel, 
•and the same ability. 
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Dr. Trip : I can only see two possibilities: either the establishment of 
a rupee company with a limited capital and so the establishment of a bank 
far weaker than the present bank, or withdrawal from the country. In 
either case the banking interests of the country would be harmed. 

Mr. Manu Subedar: How can they withdraw from the country? A 
good deal of their business is Indian business. What is your idea or in¬ 
formation as regards the relation of their Indian business to their total 
business ? 

Dr. Trip : I cannot tell you. You would not be in a position to com¬ 
pel a foreign bank to transfer their head office to India. If you take com¬ 
pulsory measures against them in this country, they would be compelled to 
withdraw because they would not be prepared to transfer their head office 
to India. 

Mr. Manu Subedar: In the case of the Netherlands Bank it may not 
be possible. Its shareholders and directors may not consider it necessary 
or desirable to do so because their Indian business is small. 

Dr. Trip : It is always a question of considerations. Indian business 
may be an important part of their business, but if they think that the other 
parts of their business are more important they will decide upon that. 

Mr. Manu Subedar: You are aware that the National Bank of India 
had at one time their head office in India and they did the same class of 
business as they are now doing and they found no difficulty either because 
their head office was in India or their capital was in rupees. 

Dr. Trip: I do not know the history of the National Bank of India. 

Mr. Lam on d : They did find it difficult. 

Mr. Manu Subedar: I have not seen any report. 

Mr. Lamond: You find it in the Bengal report. 

Mr. Manu Subedar: Do I understand that the National Bank of India, 
because they had their head office in India, found it difficult to get 
access to the London Money Market. 

Mr. Buckley: Just so. It was brought out in the evidence that though' 
the majority of the directors were then Indians, they found ifc in the in¬ 
terests of the Bank to change the rupee capital into sterling in order to 
get access to the London Money Market. 

Mr. Manu Subedar: Was it in order to gel access to the London Money 
Market, or was it the mints being closed, to save the shareholders the risks 
of exchange fluctuations? 

Mr. Lamond: You find it laid down in the Bengal report. 

Mr. Manu Subedar: I have read it and that was not the impression I 
gathered. If there is any other report which you have seen, I should be 
very happy if you would point it out. You agree with the view expressed 
by Mr. Buckley that a bank with a rupee capital in India would not find 
access to the London Money Market. 

Mr. Currie: It con get access to the London Money Market, but not 
in the same wav as an English bank can. 
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Mr, Manu Subedar: I thought the London Money Market was the 
World Money Market, and that it gives free access to everybody. I 
cannot understand the claim. 

Mr. Currie: Naturally they know much more about banks with their 
head offices in London than they know of banks with their head offices *n 
India, and this knowledge helps them to decide how many bills of a parti* 
eular concern they will buy, 

Mr. Manu Subedar : Even if there are other advantages, you would 
consider the handicap serious enough. 

Mr. Currie'. Yes. 

Mr. Manu Subedar: Then in your opinion the institution which Dr. 
Trip suggested may be formed by banks in India, will have this very serious 
disadvantage. 

Mr. Currie: It will have that disadvantage as compared with Eng lis h 
institutions in the London Money Market. 

Mr. Manu Subedar: That disadvantage will affect their success or 
failure. 

Mr. Currie: I do not know. That institution would not only be deal¬ 
ing with the London Money Market, but it would also by its constitution 
have corresponding advantages in handling business of the banks who are 
Its members. 

Mr. Manu Subedar: You have been repeatedly asked under what con¬ 
ditions, with safety to shareholders, without disturbing the existing busi¬ 
ness organisations and business facilities as they exist in India, can an 
institution be brought into existence, in the ownership of which Indians 
will have a share. I should be obliged if you could help us in the diffi¬ 
culty which most of us have felt here. 

Mr. Currie: We were of the opinion that the institution proposed by 
Dr. Trip would be such an institution. 

Mr. Manu Subedar : But you see it will have this serious disability. 

Mr. Currie: It will be so with any Indian institution. 

Mr, Manu Subedar: Any foreign institution has got its father and 
mother, it has got its home market, it has somebody to fall back upon, 
but the Indian institution is an orphan. 

Lala Harkiehen Lai: An orphan before it is bom. 

Mr. Currie :It will have the Indian Reserve Bank to fall back upon. 

Mr. Manu Subedar: The position is really this. Indian joint stack 
banks, as good banks, are anxious not to lose their money, and the Indian 
public would take very serious exception to their dabbling in a highly spe¬ 
culative project. There is in addition this serious handicap. 

Mr. Currie: Take the other side. The existing Indian joint stock 
banks have a great deal of foreign business. The exchange business winch 
they do not handle themselves they take to exchange banks. It seems 
only fair that you should want fo have an institution of your own to do 
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this for you. If they start such a concern they will give their foreign 
exchange business to that concern. 

Mr, Manu Subedar : The difficulty is this. Indian joint stock banks 
are unable even to secure a proper foot-hold in the internal business of 
the country, the cream of which goes to foreign institutions in the country. 
They have therefore to make headway in two directions: one is to secure 
a larger share of the internal business of the country, and the other is to 
secure some share of the foreign business of the country. I think they 
would regard their efforts much more hopeful in the first field—internal 
business—than in the other. I should also make it clear that the demand 
that Indians should have a share in the financing of the foreign trade is 
not one specially sponsored by joint stock banks; it is a demand sponsored 
by the public opinion of the country. Left to themselves, Indian joint 
stock banks may not form an exchange bank; they are acute business¬ 
men and they might not go into a field full of danger and risk for them¬ 
selves and their money, and if they do not go into that field, the position 
remains exactly as it is now. 

Mr. Currie : Indian banks are after all the servants of the public, they, 
know the feelings of the public, and they will be the first to form such a 
bank if there was a public demand. 

Mr. Manu Subedar-. The public demand is there. But it may not be 
sure of success and it may not want to shoulder greater responsibilities than 
it is discharging now, and this would not show that the public does not 
want some other servants in a different livery in the form of Indian institu¬ 
tions for the financing of foreign trade. 

Dr. Trip: We are not aware of a public demand of that type. 

Mr. Manu Subedar: We have seen it from the evidence placed before 
the Committee. Now with regard to my scheme, I interrupted you in 
the middle of your remarks for which you will excuse me, in order to clear 
two points, viz., that the intention was not that a rupee company should 
be established, but that the whole business should be run as from India. I 
should now be happy if you will continue. 

Dr. Trip : I must say your interruption has not changed my opinion. I 
think the whole scheme is from the first letter to the last a compulsory 
scheme, and I must stick to that opinion, and every man who reads your 
paper must be of the same opinion. 

Mr. Manu Subedar: Will you kindly give me your views with regard 
to the inducements I have put down. I take it that in your opinion no 
foreign bank will want to register themselves in this country with Indian 
participation in their shares and work. 

Dr. Trip: No. 

Mr. Manu Subedar: I also feared that, and I have therefore suggested 
that various inducements should be held out. I should be obliged if you 
will give me your views with regard to them. 

Dr. Trip: These inducements would not really induce foreign institu¬ 
tions to do what you would like them to do. 
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Mr. Manu Subedar : Wliat are your objections to inducement No. 1. 

Dr. Trip: 1 must say, as I see it, that it is not inducements which, 
are given here that will affect the decision. People sitting in Yokahama, 
Amsterdam, or London, will have to decide on quite other grounds. 
These are institutions which do business over the whole world practically, 
and their world trade position cannot be considered from these points of 
view. 

Mr. Manu Subedar: Apart from the effect on the minds of the people 
sitting in Yokahama, Amsterdam, or London, would you kindly tell me 
what consequences you would expect in this country from a provision of 
this kind? What would be its effect on the banking system in this 
country ? 

Dr. Trip: Banks would not think it profitable to work in this country or 
they would have to bring their own capital from their countries. 

Mr. Manu Subedar: If the banks bring money would it not be to the 
advantage of the Indian money market? 

Dr. Trip : It will be an advantage if the money brought here could be 
used in a useful way, but, considering what we have heard, I do not think 
that would be the case. If the deposits of 72 crores came from outside 
the money would have to find on outlet. I think it would have detri¬ 
mental results. It would either lead to some kind of speculation or 
greater investment in Government securities, but in any case it would 
not help the country at large. 

Mr. Manu Subedar : Would it not help the banks registered in India? 

Dr. Trip: They would find difficulty in investing their money. Deposit* 
are not always helpful. At the present moment in my country banks 
do not like to have more deposits. 

Mr. Manu Subedar : If you think deposits are not always helpful to 
Indian registered banks, it may be so with regard to banks which have 
their headquarters abroad, and if some arrangement is-made by which 
their deposits are displaced you would not sympathise with any complaints 
on their part. 

Dr. Trip: I would, because they are in a position to use their deposits. 
If a bank is in ®. position to make use of its deposits it must have the 
opportunity to make a profit on them. If yon place such a large amount 
of deposits in a bank that it can no longer use them, it will have to 
pay interest without having the opportunity to invest the money and 
it will not like it. In my country the deposit rate is as low as you 
an imagine, but still deposits come. 

Mr. Mariu Subedar: When we reach that condition we will request 
everybody to take deposits. Is it your impression by an examination of 
Indian joint stock banking that they have too much or too little of de¬ 
posits? 

Dr. Trip: They have enough deposits at the present moment because 
what I hear is that they have large amounts invested in Government 

securities 



Mr. Manu Subedar: You have no other objection to No. 1 exoept that 
deposits in foreign banks are in use and it is not desirable to displace them 
-so that deposits may go to internal banks. 

Dr. Trip : My objection is on principle. Such compulsory measures are 
unfair especially if they are taken with regard to institutions that are 
established here for many years and have given the country good service. 

Mr. Manu Subedar: Do you think it is unfair for the Government of a 
■country to tell its own subjects what it must do with its money ? 

Dr. Trip : Yes. I think so. 

Mr, Manu Subedar: With regard to inducement No. 2 would you tell 
us what your objection is? 

Dr. Trip: As we have explained in several of our papers we think that 
competition in banking should not be restricted by artificial measures, and 
that would be the case if such arrangements were made. 

Mr. Manu Subedar: Competition is restricted in the internal banking 
with regard to foreign banks, but it is not restricted with regard to inter¬ 
nal banks. 

Dr. Trip: That does not alter the objection. 

Mr. Manu Subedar ; In a place where, let us say, there are four branch 
banks would the competition be better for the public if there were, instead 
•of four, ten branch banks? 

Dr. Trip: I won’t say that. In any case you have to consider these 
things on broad lines. You cannot work on figures in this respect. But 
the general broad principle is that no restrictions should be imposed against 
■competition. 

Mr. Manu Subedar: There is not a place in India where there is not 
a branch of every foreign bank, and also more than a branch of Indian 
joint stock banks. Would you still say that it would be restricting com¬ 
petition from the public point of view? 

Dr. Trip: I cannot understand that. I remember in the provisional 
conclusions on commercial banks there was a complaint that there are not 
■enough branches in the country. 

Mr. Manu Subedar: But we are not talking of the country. This 
clause, as you say, applies to branches of foreign exchange banks which 
‘have branches outside the limits of ports—there are 19 of them and where 
they all have their branches there you have branches of either the Im¬ 
perial Bank or the existing joint stock banks. That being so, would you 
still say that it would be unduly restricting competiton. 

Dr, Trip: Yes. These branches of foreign exchange banks are there¬ 
for some reason. They find there some work, and that proves that there 
is competition, and that competition works, in my opinion, to the benefit 
of the place and the country. 

Mr. Manu Subedar: The existence of a foreign bank branch proves 
competition. Does not the existence of several Indian bankg prove com¬ 
petition? 

Von. nr. 2 z 
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Dr. Trip : It is only a question of degree and kind of competition. 

Mr. Mdnw Subedar: It is a question of degree of competition. Then 
it is not fundamentally objectionable. 

Dr. Trip: It could not be so very harmful. I cannot say that in 
general. 

Mr. Manu Subedar: Have you any other observations to make on 
No. 2. 

Dr. Trip: I think such a provision will be harmful to the country. 
Foreign trade would certainly be damaged if all these branches were taken 
away. And it would be unfair. 

Mr. Manu Subedar : Our definition, as I told you before, of foreign trade 
is that it stops at the port, and all else is internal trade. 

Dr. Trip: You may make beautiful definitions, but they may not be 
in conformity with practice. 

Mr. Manu Subedar: But in your opinion to restrict these branches 
Would be harmful to the country. 

Dr. Trip: Yes. 

Mr. Manu Subedar: In what way? 

Dr.. Trip: Because we think that in the interests of the country the 
banks should be free to open branches where they think they can find 
profitable business. 

Mr. Manu Subedar: The restriction of the freedom of banks, therefore, 
is harmful to the country? 

Dr. Trip: Yes. 

Mr. Manu Subedar: What is your objection with regard to No. ft, 
i.e., the question of the control of institutions registered in India. We had 
your views on this; have you to add anything to it? 

Dr. Trip: No. 

Mr. Manu Subedar: What is your Objection with regard to No. 4, viz., 
“only hanks registered in India should be eligible for rediscount and other 
facilities by the ReserveB ank ’ ’ ? 

Dr: Trip: Only the Reserve Bank can decide upon it after it has 
worked for a number of years. It must be absolutely left to the Reserve 
Bank 

Mr. Manu Subedar : If the Board of the Reserve Bank came to that 
conclusion, would you consider it Wrong? 

Dr. Trip: Under present circumstances, certainly very wrong. 

Mr. Manu Subedar: Would you enlighten me with your reasons? 

Dr. Trip: Because you have to take the situation of the country as 
it is at present. The present situation is that there are 18 or 19 strong 
foreign institutions working in this country who in our opinion do useful 
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work for the country and who should certainly not be excluded from the 
operations of the Reserve Bank. I think the Reserve Bank in its own 
interest would not take that decision. 

Mr. Manu Subedar : But may I point out that the funds for the re¬ 
discount facilities which are being created out of the collection of credit in 
the country would be drawn partly from the deposits of banks and partly 
from the currency and other resources of this country, also from Govern- 
-ment balances which would be all in this Reserve Bank. Any advantages 
arising from this situation therefore are directly contributed to by the State, 
and if we thought that it was not desirable to give the benefit of these 
advantages to foreign institutions, what is your objection? 

Dr. Trip: As a matter of fact the funds are used on behalf of the 
country. 

Mr. Manu Subedar: By whom? 

Dr. Trip: By the foreign' exchange banks. 

Mr. Manu Subedar: They are used by the foreign exchange bankB to 
make money. 

Dr. Trip: No, they use them to do business in this country and doing 
business is in the interest of the country. 

Mr. Manu Subedar: The foreign exchange banks would take advantage 
of the rediscount facilities and use them in the trade; that therefore is to 
the interest of the country ? 

Dr. Trip: Yes. 

Mr. Manu Subedar: So would the Indian registered banks. 

Dr. Trip: Certainly. 

Mr. Manu Subedar: Therefore the country would receive it, whether it 
is done by a messenger in red coat or whether it is done by a messenger in 
green coat. 

Dr. Trip : So they need not change their coats. 

Mr. Manu Subedar: Apart from this, have you any objection on 
principle ? 

Dr. Trip: No. 

Mr. Manu Subedar: It is purely on financial considerations that you 
say the Reserve Bank should not confine rediscount facilities to institutions 
registered in the country. 

Dr. Trip: I think that reason absolutely sufficient. You have to 
adjust yourself to the position in the country. We have done so in 
the Dutch East Indies. The Java bank does not confine its rediscount 
facilities to banks that are registered under the Law and in the Dutch 
East Indies. 

Mr. Manu Subedar: So that really speaking, arrangements are made 
In each country according to the immediate requirements and according to 
the position of the country. 

Dr. Trip: Yes, according to what they consider in the interests of the 

country. 
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Mr. Manu Subedar: There is no ground of principle about it? 

Dr. Trip: I should say no. 

Mr. Manu Subedar: And if we follow the precedent of an advanoed 
country like yours with very sound financial knowledge, we would be 
following very good principles? 

Dr. Trip: Simply to follow them without taking regard of the situation 
of the country would not be wise in my opinion. 

Mr. Manu Subedar : Apart from these four items, oau you suggest 
any additional inducement which could be devised in order to perouadc 
b anka whose Indian business is foreign to convert themselves into Indian 
companies ? 

Dr. Trip: No. 1 do not think there could be any real inducements. 
If they think that it is in their interest, they would do it themselves. 

Mr. Manu Subedar : You do not think that a situation may arise in 
which this result wo are trying to obtain may bo achieved? 

Dr. Trip: Not as far as I can see. 

Mr. Manu Subedar: According to you, therefore, this avenue is also 
closed to us. 

Dr. Trip: Yes. 

Mr. Manu Subedar: If as you say this avenue is completely closed 
—we have had also your views with icgard to the measure which Sir. Chetty 
was defending—then the position is rendered much darker than either his 
school of thought or my school of thought considered. 

Dr. Trip : I do not think that the position is dark at all from the 
banking point of view. 

Mr. Manu Subedar : From the banking point of view you do not con¬ 
sider it necessary that there should he an institution or that there should 
be Indian participation in it? 

Dr. Trip: No. 

Mr. Manu Subedar: From the other points which do influence us, the 
position has become very much darker after what you have said and would 
probably justify a still stronger measure. 

Dr. Trip : It is a possibility which I cannot concede. 

Dr. Hyder: Your general position is that you are for unrestricted 

freedom. 

Dr. Trip: YeB. 

Dr. Hyder: I have a curiosity to look into the affairs of your own 
country and you will correct me if I am wrong. In your country the 
coal mining business belongs to the field of private enterprise, does it not? 

Dr. Trip: Yes. fo a certain extent. T< was mainly so before' the War 
and the State Mines were greatly' developed when we could not get 
enough coal for our needs. 

Dr. Hyder: The position was that you were depending upon German 
coal and when you found that some difficulties arose and German coal ran 
Bhort, the Dutch people bade good-bye to all principles and said ‘let us 
enter the coal business’ and made a striking success of it in South Limburgh 
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Dr. Trip: They did not set aside any principle. I remind you that 
we advocated a Government institution for mining purposes. 

Dr. Hyder: I only want to understand the factB. Take this matter of 
building societies. You know that the construction of houses generally 
forms a part of the private field of activity. But your State gave subsidies 
to Building Societies and they cut down the subsidies later. 

Dr. Trip: Yes, 1 must tell you that that was the case and more stilt 
after the War when everybody was under the impression that the War had 
left the whole world much richer than before. But before the War there 
were no building subsidies. Certain grants were made only in order to 
remove bad houses, slums and such things. 

Dr, Hyder: When the need arose the State in your country entered this 
field and subsidised private effort. Now’, take this matter of the relation 
of the State to Industry. Your State granted dispensations to firms regard* 
ing the hours of w r ork, that is to say, suspended all laws regarding hours of 
work so that your industries may be able to compete with foreign countries. 
There are two things involved in this, i.e., your State abrogated a national 
obligation as well as an international obligation. Bid your State grant 
dispensation from the Act restricting the hours of work? 

Dr. Trip: The Act itself gives the possibility of dispensation to a 
certain extent. 

Dr. Hyder: That is to say, the State judges each and every thing on 
its merits as it comes up, according to the time and special circumstances. 
Your State went to the length of abrogating the laws regarding the number 
of hours. 

Dr. Trip: It was not an abrogation. If it is proved that the industry is 
starved, a temporary dispensation is granted in accordance with the 
Act itself. 

Dr. Hyder: The Dutch State actually gave this concession and in this 
particular matter departed from an international obligation. 

Dr. Trip: That was not an international obligation, because that obliga¬ 
tion was not undertaken. It is not even now' undertaken. 

Dr. Hyder: Put it this way: they departed from a national obligation. 

Dr. Trip: From the obligation they undertook themselves as a general 
rule but with the possibility from the outset of exceptions. 

Dr. Hyder: They removed all the restrictions regulating the hours of 

Dr. Trip: Not all the restrictions. 

Dr. Hyder: As many as were contemplated, but they did grant dhk 
pensations from the Act regulating the hours of work. 

Dr. Trip : Only so far as it was necessary for the industries to go on. 

Dr. Hyder: I want you to let me know whether the Phillips electrical 
works at Eindhoven and the artificial silk industry at Breda had any form 
of State assistance. 



774 


Dr. Trip: Not as far as I know. 

Dr. Hyder: Is your silk industry protected? 

Dr. Trip: No. 

Dr. Hyder: There is no duty on silk or on electric lamps? 

Dr. Trip: No protective duty. 

Dr. Hyder: Let us now come to the sphere of finance. This book on 
"Foreign Banking Syetems’’ by H. Parker Willis and B. H. Beckharfc 
gives some instances which show that the Netherlands Bank takes purely 
Dutch national interests into account: 

"Especially in the last few years the Netherlands Bank has repeat* 
edly shown that it seriously desires, as far as its position as 
the country’s central credit institution and principles of 
sound policy allow it to do so, to co-operate with the other 
banks in trying to stimulate the Dutch acceptance business.” 

That is the Dutch interest. 

Dr. Trip: Yes. 

Dr. Hyder: Again: 

"Originally one of the Bank’s rules was that bills in which foreign 
interests were involved were eligible for discount only if tha 
discounting bank could pro% r e that the bills also served ® 
Dutch interest.” 

Dr. Trip: Yes. 

Dr. Hyder: "In March 1925, however, this rule was altered, and the 
Netherlands Bank now only requires in cases like- these that the bank in 
question in general keeps Dutch interests in view, and that the credits 
granted (are not in conflict with Dutch interests.” 

Then you come down to the position that— 

"It is subject to certain restrictions among which is the condition 
that the banks in question must be organised as a firm or 
body corporate under Dutch law.” 

Why were these things done? 

Dr. Trip: When after the War a great deal of money came to Holland, 
the Netherlands Bank thought it advisable and also in the interest of its 
own position to try to keep that money as far as possible in the Amsterdam 
market. Therefore they tried as far as possible to establish an acceptance 
market in Holland. In the beginning they did it only in a restricted way, 
i.e., they restricted the transactions to those in the direct Dutch interest, 
but later they widened the scope and did not impose such strict conditions. 
Secondly, after the War there came into Holland a number of German 
banks and German firms to work in Amsterdam. Apart from any 
nationalistic principle, the Netherlands Bank thought it advisable for 
their own security that these corporations should at least be registered 
under the Dutch Law. 

Dr. Hyder: For furthering the Dutch interest? 
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Dr. Trip: Not. for furthering the Dutch interest alone, but alsb in 
order to know with whom they would have to work. 

Dr. Hyder: But according to this law, they would have to register 
themselves as a Dutch firm if they want discount facilities from the 
Beserve Bank? 

Dr, Trip: Yes, but not according to the Law. 

Dr. Hyder: Would I be wrong in drawing the conclusion, as regards 
the State activity in Holland in general, that what is meat for Holland 
is poison for India? 

Dr. Trip : It need not be the case, it depends on circumstances pre¬ 
vailing in each country. As I told Mr. Subedar, if a Beserve Bank was 
working in this country and if they took the same decisions as you quoted 
in regard to the Netherlands Bank, I should think it would be very unwise. 

Mr. Manu Subedar: You would say that these measures were taken 
in the interests of the Dutch money market as a whole? 

Dr. Trip: I would not say that the last measure was. The other 
measures were certainly taken in the interests of the Dutch money market. 

Dr. Hyder: I take it that your general position is that you are for 
competition. 

Dr. Trip: Yes. 

Dr. Hyder: I take it that you would not object to the entry of mom 
banks into India. 

Dr. Trip: On principle 1 would not. I should only think it would be 
very unwise. 

Dr. Hyder : Suppose four very powerful banks entered into India and 
there was the run of unrestricted competition. They not only operated at 
the ports, but spread over the face of the whole country. This morning 
you showed certain tenderness for our Indian joint stock banks, because 
you said that the entry of the State exchange bank would, in so far as 
it would take deposits, interfere with the development of the Indian joint 
stock banks. Was that your position? 

Dr. Trip: Yes, in connection with the artificial help which the State 
Exchange Bank would enjoy. 

Dr. Hyder : The general position being that you are for unrestricted 
competition, if powerful financial institutions were allowed to come into 
the country, either you accept the position or you say that no more institu¬ 
tions should, come into the country. That is the position you took Up 
wnen you said that a limit had been reached. Only two positions atd 
possible with regard to the foreign exchange banks, either the limit has been 
reached or it has not been reached. If you take the position that'the 
limit has been reached, that means that in substance you are for leaving 
the field as it is, the field of monopoly? 

Dr. Trip: I do not see any monopoly. 

Dr. Hyder: Therefore I take it that you do not stand by the state¬ 
ment you made this morning that the limit has been reached. 
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Dr. Trip : There are two possibilities. From u banking point of view 
my opinion is that there is at present no need and perhaps even no place, 
for another institution in that field. That does not mean that I would 
be in favour of restrictive measures. If one of the outside banks, let us 
say an American bank, would be short-sighted enough to try t.o come into 
the country, 1 think it would be unwise but 1 would have no objection. 

I only say that the field in my opinion is covered, because 1 do not 
think it would be of arn use or advantage for foreign banks to come 
into this country. 

Dr, Hyder : It may be short-sighted in the immediate present for a 
powerful foreign institution to come, because you think that the field is 
amply covered; but supposing the foreign institution tukes a long-sighted 
view and thinks it should enter the field, the general position being that 
there is competition at the ports and that it has full freedom to cover the 
whole country. It thinks that it can afford to lose some money in order 
to benefit itself ultimately. T want you to consider that position. If it 
does so, the Indian joint stock hanks would be knocked out of their 
business, it might adopt that policy to attract deposits from Indians and 
offer a higher rate of interest. When Indian banks are offering 4 per cent., 
it would offer 6 per cent., and as regards lending, if Indian joint stock 

banks lend at 6 per cent., it lends at per cent. That would involve a 

loss for the bank in the immediate present, hut supposing it has ample 
resources at its command, it would knock out and smash the Indian 

exchange banks. Tt would then say. the whole field is now with me; 

the rates for deposits now go down to 2 per cent,, and for lending 8 per 
cent. Is this not the policy generally adopted by powerful institutions? 

Dr. Trip : Sometimes. 

Dr. Hyder: They might do it always. 

Dr. Trip : Not in such cases. 

Dr. Hyder: Do you not know how cartels and trusts and other such 
powerful corporations in the industrial and financial world operate? They 
are not all milk and honey, but deal powerfully with rivals. I take it then 
that you object to a State exchange bank, because you fear that it would 
detrimentally affect the Indian joint stock banks. Am I to understand 
that you are not against the entry of powerful foreign institutions who 
might knock out the Indian joint stock banks altogether? 

Dr. Trip: If such an emergency arose and if such an inconceivable 
case really happened, then of course Government would have to step in. 

Dr. Hyder : That is to say, Government should take the position that 
it is much better to sacrifice the Indian joint stock banks’ business instead 
of. their being murdered by foreign institutions. One would be a case of 
sacrifice and the other a case of murder. 

Dr. Trip: Yes. 

Dr. Hyder: Now there arc four positions open to us and I ask you 
what your views are with regard to these four positions. You have become 
aware of the fact that somehow or other, whether rightly or wrongly, 
whether financially sound or not, the people in this country do want 
that they should have all sorts of modem institutions. Four positions are 
possible. The position that there have hern exchange hanks which have 
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been called into existence and maintained there by private initiative and 
enterprise by people who are prepared to lose their money. Would yot» 
be for or against this? 

Dr. Trip: I would be in favour of it if there was reasonable prospect 
that they would not lose the money. 

Dr. Hyder: Supposing the Indian public were to take up this position. 
There are about 19 powerful institutions—1 do not mind whether they 
are foreign or Indian—If public opinion in India induced these banks 
who are already there, and by some moral force says, “put your hands 
together and associate yourself and make an associated effort and we 
shall see if you can get a purely Indian bank to do foreign exchange 
business”. Would you be for or against it? 

Dr. Trip : I would not be against it. 

Dr. Hyder : Supposing, as things have been put to you this mornings 
these exchange banks turn round and say, “look here, we happen to know 
a little about this business; we know that we have to meet 
with strong opposition which quite justifiably would try to push the 
rival out of the business. Therefore, if it is the intention of public 
opinion that there should be some institution doing exchange business we 
expect a certain amount of help and since it is public opinion that demands- 
it we say to you in return, let public opinion also to some extent lend uB 
some help which means that they will shoulder some part of the sacrifices’’. 
Would you be for or against this position, the State being asked to shoulder 
some part of the burden in view of the dangers involved? 

Dr. Trip: I would be against it because I do not see the dangers. 

Dr. Hyder: You deny the existence of dangers in foreign exchange^ 
business? 

Dr. Trip : I am not aware of the dangers, if I understood you well. 
You say, on the basis of public opinion you want to start an exchange 
bank? 

Dr. Hyder: I am referring to the dangers from banks already existing 
in India. 

Dr. Trip: That is why 1 say that I would advise them to wait till the 
Reserve Bank is started. 

Dr. Hyder : Supposing a Reserve Bank is started then the position will 
be this. The associated banks will turn round and say, “we expect some 
help from the State because of organised public opinion”. Would you 
be for or against? 

Dr. Trip: If the help was given on a sound basis I would have no- 
objection. 

Dr. Hyder: What do you mean by sound help? 

Dr. Trip : If no sacrifices are involved. 

Dr. Hyder: There is competition for more land. Is there not? 

Dr. Trip : Yes. 

Dr. Hyder: And it is a high compliment to your country and your 
country has even dived into the sea in order to provide the 12th province. 
You know the effort was started in 1924 in order to provide more land for 
'Holland. That is done under State assistance? 

Dr. Trip: Yes. 
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Dr. Hyder : When the land comes into view, which I. hope will he very 
soon, then the land will be given to the Dutch people; of course the Dutch 
Government will take ultimate ownership into their own hands. 

Mr. Mann Subcdar: You would not allow me and Doctor Hyder to 
stay there? (Laughter.) 

Dr. Trip: Certainly. You are always welcome. 

Dr. Hyder: I am proceeding step by step when you admit my 
statements but when I come to a point of a little possible sacrifice, you 
say it is cow’s flesh, it is forbidden meat, and that the State should not 
render any help whatsoever. 

Dr. Trip: You cannot compare Holland trying to get more land with 
the starting of an Indian Exchange Bank with State help. 

Dr. Hyder: If by some chance I am invited to your country as an eco¬ 
nomic expert and I tell von “why do you waste your money, in all these 
matters unnecessarily; we shall send you excellent wheat from India and 
the near East and cattle” and so on. If I say so, I am sure your people 
will not have any regard for me as an expert. 

Dr. Trip: When this plan about the creation of a 12th province was 
started it was the conception that it would be a paying proposition. In 
any case, as 1 said the two questions cannot be compared. 

Dr. Hyder: Let us now proceed to the last of my propositions. If 
public opinion in this country after making effective efforts were forced 
to come to the conclusion that a purely private effort would not produce 
any result even by an associated effort by banks and that an organised 
effort by the State would only be feasible, do you consider it right or 
wrong? 

Dr. Trip: I would not sav that it would be absolutely wrong in all 
circumstances. I. however, would sav that there is so much to he done 
in this country of a more urgent and of a more public character that I 
should think it unwise and unfair in respect of the existing hanks to use 
public funds for starting an exchange bank. 

Dr. Hyder: Then I take it that you take your fundamental stand ott 
the statue quo and say that this country is amply served by the existing 
institutions. 

Dr. Trip : My answer is, wait and see. If the present depression will 
be over then I see really the possibilities of a great development of this 
country and then in my opinion the tim e will be there for Indian joint stock 
banks to try to enter the field with the co-operation of the Reserve Bank 

Dr. Hyder: Then I suppose you will say that when the present exchange 
banks flourish further and more foreign banks come into the country and 
look after the financing of the foreign trade, even then your view 
will be that there is no need for another Indian institution. Is that not 
so? 

Dr Trip: Why not? 1 expect conditions will improve in the future 
when there will be more room. 

Dr. Hyder: I take it that you take interest in the Dutch scenery. 
The coming into being and growing of a forest by the free action of the 
wind in taking seeds is possible, but such a process is exposed to the 



ravages of the grass cutter, the cow, the greed of the individual house¬ 
holder and so on and no forest would spring at all, but the State fore¬ 
seeing al] this arranges for its protection by the planting of seeds and 
looking after it for its more guided and systematic growth Applying thip 
principle to the field of finance and banking, if public opinion in this 
country were convinced ultimately that an associated effort by the banks 
would not .be of any avail if the State’s hands were off would you he 
in favour of this or not? 

Dr. Trip : In regard to hanks, I am certainly against the idea. 

Dr, Hydr.r: Thank you. But I might say that you are recommending 
to us as an expert: what the Motherland Bank did not recommend in its 
treatment to German banks that came and settled there. 

Dr. Trip: Because I have to take into consideration the different cir¬ 
cumstances of the countries. 

Dr. Hytler: Your view possibly is that there are special circumstances 
for this country alone. Give us a suggestion then for the development of 
this country consistently with what Dr. Jeidels was pleased to call “Effi¬ 
ciency, National Policy and Competition”. Have you got to say anything 
about these three things? 

Dr. Trip: I would only advise you to wait until better circumstances 
arise and then Indian joint stock banks should see their way among them¬ 
selves with the co-operation of the Reserve Bank to start an Indian ex¬ 
change bank. 

Mr. Devadhar : Is your objection to the Indian exchange bank being 
started by Government or State based on the ground that it is more diffi¬ 
cult? 

Dr. Trip: I do not believe in the State having anything to do with the 
hank. 

Mr. Devadhar: In all matters dealing with finance and expenditure, I 
think we all recognise that National sentiment plays an important. Would 
you allow that to play in this consideration? 

Dr. Trip: I am not here to consider that. I am here only to say what 
is sound. 

Mr. Devadhar: For the promotion of National interests we sometimes 
advocate the principle of sacrifice. Is it unsound in the long run? 

Dr. Trip: I think it must be unsound in the long run. I am perhaps 
old-fashioned but I am a free-trader. 

Mr. Devadhar: Is your objection based on the consideration that the 
extension of this banking business in the direction of the foreign trade of 
this country is rather premature or is it due to the precarious character of 
the business? 

Dr. Trip: T think it would be harmful to the interests of India at the 
present juncture. T think it is premature. 

Mr. Devadhar: Would you also say that it is precarious ? 

Dr. Trip: Thnt depends upon how it would be done, but, as I said, 
it would be inadvisable from the standpoint of the Indian taxpayer to 
use State funds for the purpose of financing the foreign trade. 



Mr. Devadhar: Do you ever contemplate any time when an Indian 
State exchange bank could be formed? 

Dr. Trip: I do not foresee any time when a State exchange bank could 
be formed. 

Mr. Dcoiulhar: You probably know that, there ia at present a demand 
for Indianisation all round and would you not make any concession for 
that universal demand in this respect? 

Dr. Trip : This is not a matter with which 1 am concerned. I cannot 
consider the situation of this country from that point of view;. 

Mr. Devadhar : Have you thought of any possibility of a compromise or 
understanding being effected between the existing exchange (tanks on the 
one side and then readiness to take into this business some of the Indian 
joint stock banks who have really some grievance. The exchange banks 
are already aware that there is a good deal of feeling against the exclusion 
of Indians? 

Dr. Trip : I do not think that you can expect business concerns to take 
such considerations. 

Mr. Devadhar: So. you would leave them to continue the same bitter¬ 
ness and strife as at present? 

Dr. Trip: Thai is quite a different question. That does not lie within 
my purview. 

Ch. Mukhtar Sinyh : We were told hv an expert Indian bunker that 
for the success of the Indian exchange business the goodwill of the existing 
foreign exchange banks is necessary if an Indian joint stock bank thought 
of doing exchange business in this country. What is your view? 

Dr. Trip : I do not agree with the idem. I do not sec the point. I think 
that wn Indian exchange hank could succeed without the goodwill of the 
foreign exchange banks working in this country. 

Mr. Ram dan Pantulu: 1 have, only one question. l)o you consider the 
reserves ot the country should always be dependent on the facilities afforded 
by non-Indian institutions? 

Chairman : The point is this, Mr. ttamdas wants to have your opinion 
on this proposition. Supposing in the first- paragraph, in the first sentence 
the word ‘not’ is cut out and it then reads as follows: We consider that 
it is desirable that the country should he dependent for all time (as sug¬ 
gested by Lala Harikisben) on the facilities afforded by non-Indian institu¬ 
tions for financing of foreign trade. Will you accept that as correct? 

Mr. Ramdas Pantulu: I am asking this question for this reason, because 
I know your advice is not detrimental to our interests and also, would you 
prescribe the positive form? 

Dr. Trip: No. 

Mr. Ramdas Pantulu : Therefore you don’t think that there is,anything 
wrong in formulating some scheme whereby the financing of foreign trade 
will be. gradually got into Indian hands? 

Dr. Trip : If it is done on a sound basis I have no objection. 

Mr. Ramdas Pantulu: So your objection is to the method? 
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Dr. Trip: Yes. 

Mr. Ram dan Pantulu : In that case I do not understand your objection 
to the form in which the answer is put. The conclusion as put here >8 
objectionable but if you say that it is a sound scheme to take over the 
foreign trade into Indian hands, the conclusion as put here without any 
reference to paragraphs 4 and 5 seems to me absolutely unobjectionable. 

Dr. Trip : 1 can only sav that I do not object to the first paragraph. I 
-only said that there were no arguments given. 

Mr. Raw das Pantulu : So you only object to the abstract statement 
■contained in the first paragraph? 

Dr. Trip: T want to know the arguments. 

Mr. Ramdas Pantulu : Argument No. 1—the natural desire for the 
growth of the share of Indians in the financing of foreign trade, is legiti¬ 
mate. Argument 2—the statement that India should be dependent for all 
time on the facilities of non-Indian institutions for financing of foreign 
trade, is not justified? 

Dr. Trip: No. 

Mr. Ramdas Pantulu: Therefore the third proposition is that it is not 
desirable that the country should be dependent on non-Indian institu¬ 
tions for financing of foreign trade. 

Dr. Trip : It is quite a different thing. You cannot take this first provi¬ 
sional conclusion without any relation to the other conclusions. It is only 
an introductory conclusion. 

Mr. Ramdas Pantulu: By itself you don’t object? 

Dr. Trii : I would not object if Indians took steps to get a share of this 
foreign exchange business on sound lines and without artificial help. 

Mr. Ramdas Pantulu: Therefore the first conclusion in itself does not 
prescribe any method by which you could wish to get that trade into their 
hands? 

Dr. Trip . No, but this conclusion, as it is here, leads to the conclusion 
that steps should by all means be taken at once in order to change the posi¬ 
tion and for such steps I see, under the present circumstances, no reason. 

Mr. Ramdas Pantulu : I don’t think you are right in your surmise that 
steps are intended to be taken immediately. 

Dr. Trip: For a practical Committee, as your Committee is, if they 
state that it is not desirable that a certain situation should continue, then 
I take it that you would advise to take steps to change it. 

Mr. Ramdas Pantulu: Yes, but the steps would be by gradual improve¬ 
ment and to ensure the natural growth of India’s foreign trade. The 
steps would be the correction. 

Chairman: Dr. Trip’s point is that No. 5 must be done in two year’s 
time. I think if you were to say here ‘dependent, for all time’ then Dr. 
Trip would absolutely accept No. 1. 

Mr. Ramdas Pantulu: I say it is not desirable. 

Chairman: If you say it should be dependent, that means it should be 
dependent now, therefore the Committee does not consider that it should 
continue to be dependent even for a single day. That is apparently what 
Dr. Trip wants to point out and that is the reason why Lala Harikishan 
Lai said ‘for all time’. 
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Mr. Ramdas Pantulu: I am only asking this question, 'without commit¬ 
ting myself for anything that follows. We aim at certain things and we 
may have a certain idea. But to work out,that idea in practice is a differ¬ 
ent matter. Therefore I will ask you not to consider the following para¬ 
graphs but consider the desirability of Indians getting into their hands 
gradually the financing of foreign trade. To that you have no objection? 

Dr. Trip: Certainly not. If you keep provisional conclusion No. 1 and 
you went on with my scheme and even what is in conclusion No. 6, I 
would have no objection. 

Mr. Ramdas Pantulu: Do you think as a practical banker that an 
Indian exchange bank can be organised and run by private enterprise and 
that it can successfully compete and do profitable business, with the exist¬ 
ing exchange banks in the field as its competitors, without any extraneous 
agent ? 

Dr. Trip: Generally speaking and apart from the present situation of 
depression I should think yes. 

Mr. Ramdas Pantulu: Why I am thinking of altering the recommen¬ 
dations in the subsequent paragraph is this—I have not examined the 
merits of a particular scheme as to what kind of exchange bank should 
be started I have an open mind. But I have two alternatives before me. 
If Indian enterprise is to succeed, there should be discrimination against 
the existing interests and certain restrictions should be placed upon the 
organisations of existing joint stock banks that I am not in favour of, 
because it would raise a question of discrimination. The other thing is that 
without discrimination the working of commercial and banking interests in 
this country as well as the Indian enterprise can be promoted and en¬ 
couraged by giving some form of public assistance to Indian banking and 
other concerns. I thought this scheme might work in that direction with¬ 
out in any way interfering with the existing foreign banking interests of 
this country. Something must be done to promote Indian concerns in 
exchange business and also lay the foundation for the future development 
cf Indian business in the financing of foreign trade. That is what I tried 
to give as the reason. Am T wrong in subscribing to this other principle? 

Dr. Trip : I think you are wrong because I tried to convince the members 
of this Committee that these artificial measures would practically be un¬ 
fair and unsound. You are against discrimination, but whether you apply 
discrimination in one way or the other way it is practically the same. If 
you give Government help or give a monopoly for certain kinds of business 
to one institution then that is, in our opinion, discrimination. 

Mr. Ramdas Pantulu: I thought, when I read about the safeguards of 
commercial interests, that you gentlemen were going to say that even 
some kind of positive help to Indian concerns will come under the purview 
of discrimination. 

Dr. Trip: That is a legal question. I said that it w r ould be an unsound 
and unfair act. It is not the question whether it comes within the defi¬ 
nition of discrimination as will be given by the constitution. 

Mr. Ramdas Pantulu: There is a third alternative—one way of deve¬ 
loping Indian banking concerns is either to break the monopoly interests 
here or to give positive help to the Indian concerns. 

Dr. Trip: I do not agree with you when you say there is monopoly. I 
told you before that if the conditions were better than they are at present 
I could not see why an Indian exchange bank could not find a field for 
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their work. As long as this is the case I cannot really see that there is 
monopoly. You could also say there is monopoly for Indian joint stock 
banks. 

Mr. Ramdas Pantulu: There are powerful vested interests here which 
.operate against the development of Indian concerns. Then there are only 
two ways of helping Indian concerns,, either by restricting the rights enjoy¬ 
ed by the vested interests or giving positive help. You think both are un¬ 
sound? 

Dr. Trip: I am only concerned with the interests of the country and 
I think the interests of the country are served quite well under present 
conditions. 

Mr. Ramdas Pantulu: Then there is no necessity to start an Indian 
Exchange Bank. 

Dr. Trip: From a banking point of view, under present circumstances, 
no. 

Mr. Ramdas Pantulu: Will you kindly tell me what circumstances 
would justify the starting of an Indian exchange bank? 

Dr. Trip: When the foreign trade of the country has developed to such 
an extent that there is place for another competitor in this field. There 
is the possibility, of course, that if the foreign trade of the country ex¬ 
pands and increases the Indian joint stock banks can avail themselves of 
these circumstances to start a new foreign, exchange bank. 

Mr. Ramdas Pantulu: It may not expand to such an extent that the 
existing exchange banks would not be able to deal with it. The resources 
of the Exchange Banks are huge. If your proposition is right the time 
has come when the existing banks potentially as well as actually will not- 
be able to deal with the financing of India’s projects. 

Dr. Trip: That is not the question. I only say that at the present stage 
of development of foreign trade this country is served well by the present 
institutions. If you have an expansion, the present institutions could 
finance that excess business; or vou could start a new institution. 

Mr. Ramdas Pantulu: I cannot follow your logic for this reason. You 
6av at present there is no need to start another exchange bank. If the 
expansion is such that can also be dealt with by the exchange banks then 
why should the necessity arise for a new bank? 

Dr. Trip: Then there would be a place for a new bank. 

Mr. Ramdas Pantulu: I can only say I cannot agree. You said that 
if the foreign exchange banks did not operate here and did not receive 
deposits, money cannot bo used for the country’s benefit. Is it your 
opinion that there is no outlet for the money in the country. 

Dr. Trip: In future, of course, there would be the possibility but not in 
the beginning because although there may be certain possibilities for more 
credits, the needs of these credits cannot ho covered by the joint stock 
banks. The Indian joint stock banks under present conditions could do 
more credit business if they kept less Government securities. 

Mr. Ramdas Pantulu: Have you made any rough estimate of the needs 
of Indian banks in this country, e.g., land mortgage banks? 
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Dr. Trip : I think that the field of land mortgage banks is quite different 
and there are so many special circumstances with regard to that field that 
f don’t think it can be discussed at this stage. 

Mr. Ramdas Pantulu: I will give you one illustration. 

Dr. Trip. You cannot expect joint stock banks to lock up their money 
in mortgages. 

Mr. Ramdas Pontulu: I am speaking of the money of investors. 

Dr. Trip: But do you think that these deposits with the foreign ex¬ 
change banks would be used for giving mortgages? 

Mr. Ramdas Pantulu : I am asking you. 

Dr. Trip: No, I don’t think bo because that is not money for invest¬ 
ment purposes. 

Mr. Ramdas Pantulu: People do not put their money in ... . 

Dr. Trip: Tlmt may be, but generally speaking you cannot say that 
deposits are money for long-term investments. 

Mr. Ramdas Pantulu: How do you differentiate between the money of 
a man who has surplus money from that which goes into a joint stock 
bank or that which comes into a land mortgage bank? 

Dr. Trip : The. money that goes into the land mortgage banks is the 
money that the owner wants to invest in long-term securities. 

Mr. Ramdas Pantulu: In my province many lawyers and merchants 
and school-masters who have put their money into joint stock banks have 
converted it into debentures the moment I asked them and they were 
satisfied with the mortgage hanks. 

Dr. Trip: That is a question of the education of the people. 

Lain He rid then Lai: I got this morning this journal called “The Indian 
Journal of Economics”, January 1031, and I came across the first article 
which is called ‘Some Lessons from Foreign Banking System’ by B. Rnma- 
chandra Rnu, Calcutta University, a man who has made a special study of 
‘banking. He has taken some pains and he says “it has now been recognised 
in all countries that a fonvard exchange market is essential for exchange 
stability’’. That is on page 2B2 under banks and the exchange market. 
Xs he wrong or is he right? 

Dr. Trip : He is right. 

Lala Harkhhen Lai: “Abnormal methods of controlling exchange rates 
have been found to he ineffective”. Ts that right? 

Dr. Trip: I do not know” what ho means by abnormal; so I cannot say. 

Lala Harkhhen Lai: “The stabilisation of exchange ig a thing that 
tends to establish itself and without such stabilising conditions it is im¬ 
possible for a long time to restore sound conditions”. 

Dr. Trip: In the long run, he is right. 

Lala Harkishen Lai : "In the advanced countries the perfection of the 
forward exchange market has become so complete that it actually domi¬ 
nates the spot rates and in case of the sterling-dollar rates we witness such 
a phenomenon”. Is he right there? 

Dr. Trip : I cannot say. 



Mr. Cossets: I should say be is practically right. 

Lola Harkishen Lai: . . . necessity on the part of merchants t6 

realise that it is wise to eliminate exchange risks apart from trade risks are 
tiie predominant factors in the case of an established forward exchange 
market”. Is that right? 

Dr. Trip : Yes. 

Lola Harkishen Lai : Have you enquired, so far as these 18 banks are 
concerned as to how much speculation they do in exchange—have you any 
figures for that? 

Dr. Trip: No. 

Lola Harlcishen Lai: I am told just now that in 20 years the volume 
of exchange as well as of purchases is 10 times what it used to be. 

Dr. Trip: They must be more now than they used to be. 

Lola Harkishen Lai: Well let us take that the volume of trade is more. 

Dr. Trip: The price level is also higher but since several years there has 
been a price-fall, more gradually than now, that is to say since 1924—not 
for all the products because in 1925 you had the rubber boom. The ten¬ 
dency of a price-fall has been for a good number of years. 

Mr. Bushforth: There is a simple explanation and that is that about 
10 years ago owing to the uncertainty of the exchange, you fixed your ex¬ 
change on both sides of the book. Nowadays when there is not so much 
fluctuation you just fix balances. 

Dr. Trip: That is right; the exchange was not stabilised then. 

Lala Harkishen Lai : I was coming to that. The exchange some years 
ago was not stabilised and there it had recovered and for the advantage of 
goods. 

Dr. Trip: For the trader. 

Lola Harkishen Lai: And also banks, unless they found some money 
in it, would not make future contracts with the traders. 

Dr. Trip: If they could cover themselves they would do that. 

Lola Harkishen Lai: They would not do buying and selling simul¬ 
taneously as Mr. Bushforth. says, unless they found some money in it. 

Dr. Trip: Yes, of course. 

Lala Harkishen ■ Lai: Therefore all that money does not come to us. 
All those profits of exchange done for the sake of many huge contracts 
on both sides by the 18 foreign banks were at our cost. 

Dr. Trip: They would always be at your cost. 

Lala Harkishen Lai: Naturally at our cost because when traders in 
India buy and sell from the same party and those contracts are made for 
leaving some money in the hands of tbe foreign banks that is a tax on 
us. 

Dr. Trip: I do not see that. The trader is bound always to pay the 
tax whether you have Indian banks or foreign exchange banks. 

Lala Harkishen Lai : But that money does not come to us. 

Von. iv. 8 a. 



785 


Lola Harkithen Lai: We consider that it is not desirable that the 
country should be dependent on the facilities afforded by non-Indian Insti¬ 
tutions for the financing of foreign trade. There is no question of ex¬ 
change. The words there—financing of foreign trade—are distinct and 
di8t : nguishable from exchange. Exchange means remittances to and fro, 
to cover payments. Financing is different from covering payments. 
Therefore al) profits, so far as exchange is concerned, have gone to foreign 
banks. Financing of foreign trade must done with domestic funds and 
it is the bounden duty of the central bank indirectly to secure this ideal 
through the intervention of joint steck banks or banks specially created 
for the purpose. Do you agree with the proposition? 

Dr. Trip: No, not in a general form. 

Lala Harkithen Lai: In which form? 

Dr. Trip: It depends on the situation of the country. If you have 
banks registered under the law of the country which are in a position to 
finance foreign trade to the full extent then of course the Reserve Bank 
would continue its facilities to such banks but if the situation is different 
then it has to adjust itself to like circumstances. 

Lala Harkithen Lai: There are agencies of foreign banks in this 
country, how could the central bank control them? They are indepen¬ 
dent of the central Bank. 

Dr. Trip: Whereas the Central Bank in Holland is in a position to 
limit its facilities to banks registered under the Dutch law, the Central 
Bank in Java is not in a position to do it. 

Lala Harkithen Lai: The Central Bank should do exchange business 
by means of agencies. Is that your proposition? 

Dr. Trip: No. 

Lala Harki8hen Lai: That means joint stock banks or bankers of the 
country may have agencies in other countries and vice versa . That is your 
idea by which we can get into this business. But how does the Central 
Bank come in that arrangement? 

Dr. Trip: The Central Bank comes in by restricting its discount faci¬ 
lities to a certain type of banks. 

Lala Harkithen Lai: You mean to say, that if a bank offends against the 
canons of the Central Bank, it should be punished. 

Dr. Trip: We do not understand each other. I say that the Central 
Bank could only help by limiting its discount facilities to joint stock banks 
of the country. I cannot see how it can be done otherwise. 

Lala Harkishen Lai: That means the financing of foreign trade must be 
done with domestic funds. That mdans that the bills of exchange of such 
banks ought to be discounted by the Central Bank. 

Dr. Trip: Yes. 

Lala Harkithen Lai: When I put it to you first, you hesitated, but 
now you agree. 

Dr. Trip: If it is possible fon the Central Bank to do it, and :f it would 
not harm the interests of the country, then I agree. 

Lala Harkithen Lai: You agree with this, except that in certain coun¬ 
tries circumstances may not be as good as contemplated here. 
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Dr. Trip: I do not say “as good as’’, but ‘not the same’. 

Lala Harkishen Lai: You would not apply it to India. 

Dr. Trip : Not under the present circumstances. 

Lala Harkishen Lpl : What are the special features of the circumstances. 

Dr. Trip: There are practically no joint stock banks in the country 
which can do the business. 

Lala Harkishen Lai: You yourself said that it could be done by the 
agency method. You mean to say that the present joint stock banks in 
India cannot have even agencies or agency relations in other countries to 
do this business. 

Dr. Trip: They could have, but they do not have at the present 
moment. 

Lala Harkishen Lai: If they could have, then you will not say that 
there are special circumstances in India in which this generalisation will not 
hold good. 

Dr. Trip: I should have to consider the position which would have 
arisen under these circumstances, but I cannot see the possibility of Indian 
joint stock banks establishing agencies abroad in a short time in order 
to finance the whole foreign trade of the country. 

Lala Harkishen Lai: It is not a question of whole or half. 

Dr. Trip: Upon that will depend the decision of the Central Bank. 

Lala Harkishen Lai: You are 'assuming something which we have not 
contemplated in the 5 clauses. 

Dr. Trip : You are assuming that the Indian joint stock banks have 
their agencies abroad. They do not have them. 

Lala Harkishen Lai: I do not say, they have, I said, provided they 
have; you accept the principle laid down in the first four lines. 

Dr. Trip: I cannot by any means foresee that joint stock banks in this 
country could establish agencies in the near future in order to finance the 
whole foreign trade of the country. 

Lala Harkishen Lai: The word ‘whole’ does not come in. 

Dr. Trip: If the Central Bank should follow that policy it must be sure 
that the whole foreign trade can be financed. 

Lala Harkishen Lai : We must not mix up our ideas. I asked you, not 
many minutes ago, that if joint stock banks in India opened agencies, i.e-, 
opened relations with banks in other countries in order to handle this 
business and vice versa, how the Central Bank could come in. Then you 
explained that the Central Bank could come in in the matter of discounting 
foreign bills to and fro. 

Dr. Trip: This is quite a different proposition from saying that it should 
be restricted to Indian joint stock banks. It should not be restricted 
as long as the Central Bank has got the conviction that the foreign 
trade can be financed in that way efficiently. 

Lala Harkishen Lai: Would you kindly read this again. I asked you 
3 or 4 questions. I asked you whether the paragraph conveys the idea 
that the Central Bank should issue licenses or control the actions of joint 
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stock banks, which have relations outside India. You said, ‘No’. Then I 
aske d whether it could help by discounting bills; you said, “Yes”. Having 
said that, does it not mean, if you agree with these remarks, that at present, 
because we have not got any exchange bank of our own, doing exclusively 
exchange work or mainly exchange work, but have the privilege of-open¬ 
ing agency relations with outside banks and vice versa, you think that it is 
one of the ways by which we could do this business. 

Dr. Trip : Certainly. 

Lain Harkishen Lai : Central Banks could not interfere except lending 
a little helping hand by means of discounting facilities. Both the 
U. S. A., and Japan—the latter in a less degree than the former—have 
succeeded in developing a special banking machinery to finance their exports 
knd imports with the help of domestic resources. Do you agree with 
that? 

Dr. Trip: Yes. 

Lola Harkishen Lai: Having regard to this would you kindly now ad¬ 
vise us as to the wording of these five clauses. We might have used loose 
language which does not fit in exactly with the scheme that you have in 
View or with the possibilities that you have in view. Instead of really 
discussing at length from various points of view would you kindly tell us 
how you would word paragraph 1. 

Dr. Trip: Perhaps with regard to paragraph 1, I could do it, but not 
with regard to the other provisional conclusions. There the differences are 
on principle. 

Lala Harkishen Lai: I have no objection to that. If there is a differ¬ 
ence on principle we will have two statements, one from you and one from 
me. So long as no principle comes in would you kindly draft for me. 

Dr. Trip: For para. 1, read as follows: 

We consider that it would be desirable if on sound lines and with¬ 
out using artificial measures Indian institutions or Indian 
joint stock banks could find their way to establish an Indian 
exchange bank. 

Lala Harkishen Lai: Let us take provisional conclusion No. 3. We 
have no difference of opinion so far as the first part is concerned, viz., 
“Further, in view of the fact that the chances of the successful entry and 
operation of such an institution depending upon private initiative and enter¬ 
prise are meagre”. 

Dr. Trip: No. 

I.a’a Harkishen Lai : The next part is “we are of opinion that the 
said institution must exclusively handle the work connected with the 
foreign remittances of Government”. Evidently you mean that Govern¬ 
ment should not exclusively hand over this work, but it should be dealt 
with in the market in the ordinary way. 

Dr. Trip: Yes. 

Lala Harkishen Lai: Would you omit these words, or modify the sen¬ 
tence ? 
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Dr. Trip : I do not see how to modify it. 

Lala Harkishen Lai : The next portion is: “It is understood that when 
the Beserve Bank is established, the Beserve Bank will take the place of 
the Controller of Currency in deciding the rate of Government remittances”. 
Would you omit this portion also? 

Dr. Trip: We disagree on the principle and the words are not dew 
to me. 

Lala Harkishen Lai : Would you make them clear? 

Dr. Trip : I think Government will have to decide the rate of remittance. 
If and when the Beserve Bank is established, the Government must keep 
the question of the rate in its own hands. 

Lala Harkishen Lai: You will say that the present practice of Govern* 
raent dictating the terms should oontinue? 

Dr. Trip: In any case they should control it, so that they may be in a 
position to raise objections if necessary. If they think that the rate as cal¬ 
culated by the Bank is not correct, they must have the right to object. 

Lala ‘ Harkishen Lai: The idea is that this process precedes the settle¬ 
ment. Now they get the tenders; Government fix the price of the tender* 
and on that they accept or reject. This does not make any change in 
the method. 

Dr. Trip: In this case the Beserve Bank’s opinion ought to be in con¬ 
formity with the opinion of Government. 

Lala Harkishen Lai: It is very likely that the Controller of Currency 
would also be supplied informally with the views of Government. 

Dr. Trip: I do not know if the Controller of Currency will remain In 
function after the Beserve Bank is established. 

Lala Harkishen Lai : Now it is in the hands of the Controller of 
•Currency and he calls for tenders. 

Dr. Trip: He Is the representative appointed by Government. 

Lala Harkishen Lai: Then the Beserve Bank would be exactly in the 
came position qua Government in this matter. 

Dr. Trip: It is not so in my country, because the Beserve Bank is not 
the Government itself. So I think it should be the Government that would 
finally control even the Beserve Bank as regards the rate of Government 
remittances. 

Mr. Lamond: I think it iB intended to mean that the rates would he 
fixed through the Beserve Bank. It will be passed on through the Con¬ 
troller of the Currency. 

Lala Harkishen Lai: Clause 28 of the Beserve Bank Bill refers to thfa. 

Dr. Trip: It only refers to the tender system. 

Mr. Lamond : Government now fix the rate through the Controller of 
Currency. 

Dr. Trip: The Beserve Bank will be the agents that sell to Government 
and Government ought to control the other party in the transaction. 

Mr. Lamond: It will be done in consultation with them. 
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Dr. Trip : Therefore the sentence is a little confusing. 

Lala, Harkishen Lai : Would you put it right? 

Dr. Trip : I would leave the sentence out. 

Lala Harkishen Lai: You will not bring in the Reserve Rank to control 
in this particular recommendation, namely that the remittance work should 
be handed over to the new institution? Even if it is handed over, we in¬ 
tend that the Reserve Eank should have its say in this matter. It is the 
intention that when the Reserve Bank is started the remittance work 
should be controlled by them as the remittance business is now controlled 
or guided by the Controller of Currency. 

Dr. Trip: “It is understood that the Reserve Bank when it is estab¬ 
lished will, in consultation with Government, decide the rate of Govern¬ 
ment remittance”. 

Mr. Lamond: That is different altogether. 

Chairman: As I understand the position, it is the Reserve Bank which 
will settle the rate for Government remittance, though there will be a sort 
of general control and responsibility of Government over the operations if 
the Reserve Bank. 

Dr. Trip: That is not the position in mv country. The rate at which 
Government remittance is made in my country is decided upon by Govern¬ 
ment in consultation with the Reserve Bank. Government; are buyers and 
the Reserve Bank are the sellers. Government ask at what rate the Bank 
can remit for them and the Bank tell them the rate. If they agree, the 
Bank remit; if they do not, the remittance is not made but agreement is 
in practice always reached. 

Lala Harkishen Lai: Would you like to say that the remittance business 
should be in the hands of the Reserve Bank instead of in the new institu¬ 
tion that we propose to create? 

Dr. Trip : That is my opinion. 

Lala Harkishen Lai: Would you like to put that iru? 

Dr. Trip: I do not want to put anything in. 

Lala 'Harkishen Lai: If we knew the exact wording we can easily find 
out the difference of opinion between us. 

Dr. Trip: If I were in your position, I should propose to leave out the 
whole of the passage after the word “meagre”. 

Lala Harkishen Lai: Even after the extreme views you have expressed, 
we have left the power in the hands of the Reserve Bank. Will you 
please let us know how the Reserve Bank is to come in? 

Dr. Trip: You must give the Reserve Bank only the power of control. 
It is understood that when the Reserve Bank is established, they will 
control the activities of the Indian institution. 

Lala Harkishen Lai: This is the next conclusion; No. 4: — 

“The State should subscribe the share capital of the bank at the 
start, and 10 years after the establishment of the bank the 
question of issuing shares to the public may be reviewed by 
Government.” 

Would you be satisfied if it is stated that the State should in the first in¬ 
stance subscribe the share capital of the bank and sell it in the market 
as soon as practicable? 



Dr, Trip: I would not agree to it. 

Lula Harkishen Lai: What would you say? Would you say that it 
should bp subscribed for by private people and Indian joint stock banks? 

Dr. Trip: I should prefer to put in the Indian joint stock banks alone. 
I am not correcting these provisional conclusions and I am not commit¬ 
ting myself one way or the other. So I do not see any use in your ques¬ 
tioning me about this. 

Lala Harkishen Lai: I shall explain to you the use. We have spent 
three or four hours on these four conclusions without coming to any definite 
mutual understanding. In one place you have put in that Indian joint 
stock banks should work out the scheme under the guidance of the Reserve 
Bank. 

Dr. Trip : I do not really see the use in my trying to change these pro¬ 
visional conclusions. I say it once more that we disagree fundamentally 
and on principle with these conclusions. What is the use of asking a 
man who has made that declaration to-amend them? 

Lala Harkishen Lai: We have submitted these clauses to you for your 
opinion and all that you said in regard to the first five conclusions was that 
we have not assigned any reasons. That was your principal criticism. 

Chairman . That referred only to item 1. With regard to the others. 
Dr. Trip said that he did not like the scheme. In the course of discussion he 
also said that if at all a scheme was wanted, that scheme ought to be 
undertaken by joint stock banks and after the Reserve Bank was estab¬ 
lished by the Reserve Bank. Could we not put those words in? 

Dr. Trip: I do not see any use in putting them in. Wo have not come 
here for drafting these conclusions. I have given my ideas. 

Lala Harkishen Lai : Your idea is that in place of No. 3, if we really 
insisted for your view, you would suggest that only Indian joint stock banks 
should do it under the control of the Reserve Bank. 

Dr. Trip : I gave it in regard to the first conclusion. 

Chairman: Yes, he said “If on sound basis and without using artificial 
means Indian joint stock banks would find their way to establishing an 
Indian exchange bank”. 

Lala Harkishen Lai: Conclusion 5: “The proposed bank should be es¬ 
tablished in the next two years irrespective of the simultaneous establish¬ 
ment of the Reserve Bank”. This is the view the Committee have provi¬ 
sionally taken. Your view is that it should he done by joint stock banks 
even after the Reserve Bank is established. 

Dr. Trip: It is only an advice. 

Lala Harkishen Lai: We should not act upon the advice until the 
Reserve Bank is established? 

Dr. Trip : Yes. 

Lala Harkishen Lai: You used the word ‘Bound’. Would you kindly 
explain what this word means? Do you mean that the people behind it 
should be of a particular class, or that the business should be done at a 
remunerative rate, or that there should be plenty of capital? 

Dr. Trip : In this respect it only means that it should be done by private 
enterprise. 
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Lola Harkishen Led: What did you mean by ‘efficient?’ You only 
had in view the rates charged? 

Dr. Trip: Good management and, the rates charged. 

Lola Harkishen Lai: Good management of exchange would be good 
management of the bank. Apart from the exchange? 

Dr. Trip : For the general business. 

Lala Harkishen Lai : You have said that the Government remittance 
ought to be done not on what is called the tender system, but in the busi¬ 
ness way, which means that they should not disclose their plans every 
time. 

Dr. Trip: That is my opinion. 

Laid Harkishen Lai: But do you not think that this process would be 
better employed if there was a second bank in the country? It will make it 
more certain. 

Dr. Trip: When you deal with somebody, there are always two parties; 
•one party would be the seller the other the buyer; so it is only the question 
whether the Reserve Bank would be the seller or the new institution 
would be that party. 

Lala Harkishen Ltd: When tenders are called for, all exchange banks 
send their quotations. In the same way, if the Reserve Bank calls for a 
tender, the Reserve Bank has not to disclose how much it has to remit, and 
how it has to buy. 

Dr. Trip. No but the amount called for would give an indication. 

Lala Harkishen Lai: Would not that be better done if the Reserve Bank 
passed that business on to a third party? 

Dr. Trip: How would that be disclosed if the Reserve Bank buys 
from day to day? 

Lala Harkishen Lai : But still they are to do it for the Government, 
and if it is done through another bank it would not be quite apparent 
whether they are doing it for the public or for their customers. 

Dr Trip: In the case of the Reserve Bank it would not be known 
whether the Reserve Bank buys for Government or for the cover .of the 
liabilities of the Bank or in order to build up a stock or to stabilise the 
position of the rupee. 

Lala Harkishen Lai: The Reserve Bank will come into the market on 
thr ee occasions, once for Government, once for building up its own re¬ 
sources and ohee to hold up the value of the rupee. 

Dr. Trip: There are not three occasions, they buy for three purposes. 
There ig a great difference between the two. 

Eala Harkishen Lai: I accept it. 

Dr. Trip: Here is a suggestion that Indian merchants are not served at 
present in a sufficient manner. As I have said this morning I have not 
such an impression. Otherwise we have no objection. 

Chairman : Will you let us know what your views are on the Com¬ 
mittee s conclusion (item No. 7)? 

Dr. Trip: That is the ouestion of import rupee bills. I for one am of 
opinion—and I hope my colleagues will agree with me—that the better way 
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would be to open up the London Market for the Sterling bills. At pre¬ 
sent these bills are financed at the rate of 6 nor cent, by the exchange 
banks. In my opinion the interests of trade md business would be better 
eerved if the sterling bills could be placed and discounted in the London 
Money Market. 

Lala Ilarhishen Lai: If they are also done simultaneously in India 
would there be any harm? 

Dr. Trip: If you could create a market in this country and find that 
the Indian market is cheaper than the London Money Market then 
1 would be in favour of the Bupee Bills. 

Chairman: Therefore, you have no fundamental objection to Bupee 
Bills. 

Dr. Trip : Not at all. In this paper and in the paper on ‘‘Money 
Market” it struck me that the measures that would lead to the cheapest 
way of finance were not mentioned. You have only stressed the interest to 
•create Bupee bills. 

Lala Harkishen Lai: I would recast the last sentence as follows. In¬ 
stead of words beginning with “provided” in the last sentence to the end 
of the paragraph substitute the following:—“provided the importers ara 
also prepared to accept rupee bills and these bills whether in sterling or 
rupee were available in the Indian market as in London”. This means 
two alternative currencies and two alternative Money Markets in India. 

Chairman: The cheapest arrangement which is beneficial to India could 
be adopted. If on the other hand, it is found that the cheapest way is to 
have Sterling bills which could be discounted at the London Market that 
could be done. 

Lala Harkhhrn Lai: Can there be or is there provision for the discount¬ 
ing of German mark bills in the London Market? 

Mr. Currie: We have the market for only the sterling bills which could 
be discounted. 

'Chairman: The difficulty will be if sterling bills are bought up in this 
country it will be not possible to circulate the same in the Money Market 
•of this country. 

Lala Harkishen Lai: I can quite see this difficulty but I think that if 
arrangements are made it is not an impossibility, because these bills have 
different currencies. 

Dr. Trip: With regard to item (8), generally speaking we are not in 
favour of licenses being granted but if you think, having regard to the 
circumstances of the country, that licenses should be given by the Beserve 
Bank to institutions that want to do banking business in this country, then 
we have no objection to the principle. Whether it is in the interests of 
the depositors or not I cannot say, this is a dangetous argument and it 
places a very great responsibility on the Beserve Bank since it implies 
that it would have to control the position of these banks. 

Chairman : Your point is that you will have no objection to the sugges¬ 
tion but you do not accept the principle on which the proposition is based? 

Dr. Trip: Yes. 

Chairman: Now what are your views in regard to item (9)? 
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Dr. Trip: We are strongly against this proposal. We have several" 
times expressed ourselves that in the interests of the development of 
hanking in this country, branch banking activities should be left to the 
banks themselves to freely decide upon. Then with regard to item (10) 
this is of course subject to item (8). Our view is that the licenses should 
not only be freely granted but also automatically renewed and that the 
Reserve Bank should not be free to place upon the banks any conditions 
for granting licenses. This view is confined the existing banks working 
in this country. 

Chairman : You know that in some countries the condition of recipro¬ 
city is insisted on, i.e., in certain countries when granting licenses to- 
foreign banks they examine the conditions of banking in the country of 
that foreign bank wherefrom it originates. Would you agree to a condi¬ 
tion of that sort? 

Dr. Trip: That question can only arise when a new bank wants to 
come in, but not in respect of those which are already working here. 

Mr. Ramdas Pantulu: Supposing a bank from a country like South 
Africa where the legislation seriously infringes the rights of Indians, 
wanted to start business; is there*, any reason why the Reserve Bank should 
not refuse to allow that institution corning into this country if' it wanted to- 
do so? 

Mr. Lamond: The National Bank of South Africa tried to come in but 
failed. 

Chairman : There may not be a bank from South Africa in this country 
to-day, but Mr. Ramdas’ point is: supposing a South African Bank wanted 
to open a branch in this country, but meanwhile that country were tak¬ 
ing steps against the established rights of Indians in that country, would 
you allow them to come into this country ? 

Dr. Trip: If the Reserve Bank thinks that the interests of this country 
will be damaged by the South African Bank coming in, then it can cer¬ 
tainly say, ‘no’, or can take the circumstances into consideration and decide 
whether it should come in or not. Wifn regard to paragraph (11), I do 
not think that it is the intention that the Reserve Bank should be quite free 
to prescribe all statements that* they think should be given by the exchange 
banks. In my opinion, it would be enough if the exchange banks showed 
their assets and liabilities relating to their Indian, business to the Reserve 
Bank. But it seems to me that according to this paragraph the Reserve 
Bank could prescribe any specifications, 

Lala Harkishen Lai: Yes, so far as the annual liabilities and assets 
are concerned. 

Dr. Trip: Therefore, I thought that it would be fair if the words “on 
the lines of the Indian joint stock banks” were added. And then we do 
not like the words “as a condition of the grant of licenses” to be there. 
Our view is that with regard to the existing banks license should be 
granted and automatically renewed but with regard to new-comers the 
Reserve Bank should have the power to make conditions. 

Chairman : From our point of view we do not like that the renewal of 
the license should be automatic. 

Dr. Trip: With regard to item (No. 12) we have no objection. 
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Chairman : Eefore we disperse I have one point to clear up; and that 
is about the idea of State assistance to the various classes of banks. I 
do not think there is any harm in mentioning this: that in the case of 
the Reserve Bank, even an authority like Sir Basil Blackett did not see 
any objection to that arrangement. I may also add that when we were 
discussing with Dr, Jeidels banks of another category, he himself said 
he had no objection to the State providing capital so long as the State 
did not interfere in the day to day management of the bank. What is your 
precise objection to the State providing the whole of the capital to, say the 
Reserve Bank or an Indian exchange bank? 

Dr. Trip: I make a difference between the Reserve Bank and the 
Indian Exchange Bank. I would prefer that in the case of the Reserve 
Bank the capital be subscribed by the public, but if it is not possible to 
place the whole of the capital with the public I should not object against 
Government taking the remaining part of the share capital of the Reserve 
Bank. In regard to the Indian Exchange Bank our views have already 
been expressed. 

Chairman : Your objection then is mainly against the Exchange Bank 
and not really against the Reserve Bank? 

Dr. Trip : That is so. 
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11th March 1931. 


MEMORANDUM ON 

Land and the Cultivator (by Mr. A. P. McDougall.) 

When a specialist is called in to prescribe for a patient suffering from 
debility he makes a thorough diagnosis. When experts are asked to advise 
on the affairs of an industrial company they must make a similar investi¬ 
gation. 

The economic position of the Indian cultivator is not healthy. He is 
■deeply in debt. If a remedy is to be found we must examine the reasons. 
His economic structure is built up as follows: — 

1. Land. 

2. Ownership and tenure. 

3. Climate. 

4. Cultivation. 

5. Education. 

6. Marketing. 

7. Finance. 

We shall make a brief review of each of these. 

Land. —It has been stated that the soil of India is naturally poor. This 
is not correct. It has become poor. The great river valleys must at one 
time have been amongst the most fertile in the world. In Denmark and 
Germany the greater part of the land in its original state consisted of 
barren wastes of sand growing nothing but gorse and heather. By hard 
work and education it has become very fertile. 

Countless generations of cultivators have reduced the natural fertility 
of Indian lands until the soil is now producing almost the minimum quality 
per acre. Statistics with regard to wheat clearly prove this—9| bushels 
per acre is the average. It is, perhaps, the lowest of any country. Con¬ 
tinuous cropping without manure will impoverish the richest soils. There 
are other factors such as the deplorable waste of manure by its use as 
fuel. In western countries fertility is maintained by using straw and the 
residue of crops as manure. In India all the straw is used for cattle fodder. 
If the output per acre in terms of wheat were raised to that of France, 
the wealth of the country would be increased by £669,000,000. If the 
output were in terms of English production it would be raised by 
£1000,000,000 per year. Yet England is by no means highly cultivated. 
This does not make any allowance for part of the land in India producing 
two crops per year. In the other countries referred to only one can be 
grown. This advantage should equal any loss from drought. It has been 
stated that the very small holdings in India are responsible. This is partly 
true but Denmark is a country of small holders where by education and 
co-operation, they have succeeded in building up the most productive agri¬ 
culture in the world. In terms of Danish wheat production the increased 
wealth to India would be £1500,000,000 per year. It is not, therefore, the 
soil that is responsible for the poverty of Rural India. 
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Land Ownership and Tenure. —No country can prosper unless these con¬ 
ditions are sound. The cultivator must have security and the assurance 
that for whatever improvements he makes, he will reap the reward. Land 
holding under zemindars who do nothing to improve the conditions of their 
tenants and little or nothing to improve the standard of cultivation is not 
a good system. We refer to them elsewhere. All zemindars are not bad 
landlords, nor is the major portion of the soil of India held by them. It 
is held by the ryots themselves, as owners or as tenants under Government. 
Peasant proprietorship and tenure under Government are the best systems 
of land holding known to the world. We have, therefore, to look further 
afield for the causes of poverty on lands held from the state or under 
peasant proprietorship. One of these is the fragmentation of holdings. 
We have heard of one farm of 12 acres being broken into a hundred scatter¬ 
ed plots and of a field, two furrows in breadth and two miles in length. 
There can be no prosperity under such conditions. It is a result of in¬ 
heritance laws. Somewhat similar conditions prevailed at one time in 
Europe, though they did not reach such lengths of absurdity. Legislation 
was passed in order to remedy this state of affairs. In India a move has 
been made through co-operation to bring about a remedy. Land Consolida¬ 
tion Societies have attained some success. If India waits until this reform 
is effected by co-operation many generations will pass. Not only so but 
it will be costly. It would require a large staff in each province concentrat¬ 
ing on nothing but this section of co-operative work. We suggest that the 
most urgent requirement before the country today is the passing of legisla¬ 
tion to bring consolidation of holdings into being at the earliest possible 
moment. Agriculture in India wall never make real progress until the 
holdings of the country are consolidated. Progressive farming is impos¬ 
sible. It entails waste of time, energy and wealth. The longer the delay 
in facing the needs, the greater will be the danger of India having to face 
social convulsions which will endanger her whole future. Sufficient evi¬ 
dence is forthcoming from what has already been done to prove that the 
ryot would derive enormous benefit. Public opinion must be awakened 
to the need of passing legislation, not only to save the ryot but save the 
country. As a. practical agriculturist I am prepared to say that the loss 
from this cause alone, even under primitive cultivation must amount to 
ten rupees per acre per year—220 crores of money. If the zemindar prob¬ 
lem is solved together with the one which we have just referred to, then 
India w'ould have a land tenure system that could compare favourably 
to that of any country in the world. The smallness of the individual 
holdings has been blamed for the poverty of the ryot. A large propor¬ 
tion are not economic units even if consolidated. On the other hand the 
average is about 10 acres, but by far the greater number of cultivators 
hold less than this. We have no statistics at hand, but our impression is 
that the holding of 10 acres and under in Denmark produce more food per 
acre than those of 50 acres in that country. If a reasonable livelihood is 
to be gained from small holdings, cultivation must be carried on in an 
extremely intensive form. This is not done in India. The breaking up 
of holdings is still proceeding. This must be put an end to. A similar 
position arose in Prance where legislation was passed in recent venrs pro¬ 
hibiting' any further fragmentation. Small holdings are no hand'Van to the 
production of the maximum amount of produce per acre. The sVe of the 
farms in the Channel Islands is no greater than in India. The soil is 
no better nor tbe climate. Per acre cultivated these Islands produce more 



798 


food than any other part of England. Intensive cultivation is therefore of 
vital necessity. This can only be brought about by intensive education. 
The small farmer, if he had the knowledge, has the time to make each 
square yard of his small farm an oasis of fertility. The small size of the 
farm is a handicap to the production of surplus wealth, but this makes it 
all the more necessary that the country should realise that the highest 
possible standard attainable by man should be the goal to atm at. At 
present it is the lowest. 

Climate .—It has been said that the climate of India with its uncertain 
rainfall makes for poverty and famine. Certain districts suffer, but this 
could be very largely counteracted by the consolidation of holdings, by 
the development of irrigation and by giving careful attention to the possi¬ 
bilities of conserving moisture. India as a whole does not suffer from 
climatic conditions. They are such, that if made proper use of,.sKe would 
be one of the wealthiest agricultural countries in the world. The possibi¬ 
lities of fruit culture have hardly been touched. They are, nevertheless, 
very great. 

Cultivation .—The land is not cultivated as deeply as in western coun¬ 
tries. It may be that under the climatic conditions prevailing in India, 
deep cultivation is not required. It is an advantage where hard pan is 
formed by the continuous ploughing but in India the intense sunshine in 
itself breaks up this pan. The soil is reasonably clean and free from 
weeds. Advantage would arise from the introduction of modern ploughs 
and sowing machines for seed. The great advance which must be made 
is by improving the fertility of the soil, and by using improved seeds and 
at the same time concentrating on growing crops of most value per acre. 
We shall give three simple examples to show what can be done. The 
Lyallpur Experimental Farm, Punjab, has raised its milk yield by breed¬ 
ing cows for milk, from an average of 5 lbs. per cow per day to 12 lbs. 
The yield of wheat is 25 maunds per acre. The average for India is 
about 7 maunds. Modern varieties of sugarcane produce 80 maunds of 
gur per acre, old varieties 20 maunds. 

Education .—It is only by determined effort of the nation that sound 
progress can be made. The education of the ryot must be one of governing 
factors. It is essential that it should, in the first place, be based on agri¬ 
cultural education. Denmark, in less than half a century, raised itself 
from a bankrupt country to prosperity by one means only—the develop¬ 
ment of her one asset—the land. Her land in 1850 was no better farmed 
than Indian soil is now. It was the poorest in Europe. It is now the 
richest. Education was the golden key. 

Marketing .—It is little good to bring millions of acres under cultiva¬ 
tion or increase the product of the land to the value of millions of pounds 
per vear, unless the necessary steps are taken to ensure that these pro¬ 
ducts will secure a ready sale. Marketing will be dealt with in another 
paper. 

Finance .—To remedy existing evils by credits alone may alleviate the 
misery of the ryot as an opiate relieves pain. It will not cure the troubles 
from which the misery arises. The credit problem is only part of the 
whole, an important part w 7 e admit. The suggestions which we make else¬ 
where will, we hope, he of some assistance in developing long and short 
term credits. If the ryot is to be relieved of his crushing load of indebted¬ 
ness, co-operative effort must not be confined as it is so largely at present, 
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to Credit Banks. The movement must work in close co-operation with 
(the educational authorities, the agricultural research department and the 
marketing organisation which must be established. The mind of the 
nation 'must be awakened to the enormous possibilities there are in the 
development of the wealth of the land of India and thereby ensuring moral* 
and material progress. 

The proposals which we shall make and which are based on the review 
of the Rural Problem as outlined in the above statement can be sum¬ 
marised as follows: — 

1. A Central Co-operative Council should be established: 

(o) To co-ordinate all co-operative interests throughout India. 

(b) To organise and control an educational centre for the training 

of an efficient staff in the principles of co-operation including 
banking, accounting, agriculture, Rural Economics and 
Social welfare. 

(c) To promote and organise co-operative marketing. 

(d) To study the development of co-operation. 

(a) To organise and stimulate voluntary efforts on behalf of the 
movement. 

2. Proposals w'ith regard to Mortgage Banks. 

3. The introduction of sound banking and accounting methods. 

L To consider the possibility of utilising the services and capital ot 
the money-lender. 

5. Proposals with regard to the Reserve Bank and the introduction 
of the Current Account system. 

6. Marketing. We propose that a National Marketing Organisation 
should be established. 

We are of opinion that it is a matter of vital necessity to organise 
marketing, especially of export produce. 


A Central Co-operative Council. 

The Royal Commission on Agriculture and all other authorities who have 
studied the subject are agreed that the economic and social improvement 
of the peasant can best be accomplished by organised self-help through co¬ 
operation. It is the ideal which must be aimed at. If real progress is to be 
made, the full magnitude of the task must be realised. It is one of the 
greatest which any country has ever attempted to bring into being, but it 
is also one of the most difficult. As at present constituted, generations 
will pass before even the majority of cultivators are touched by the co¬ 
operative movement. 

Co-operation throughout India has suffered seriously from the lack of 
a co-ordinating authority. Provincial Governments have been sympathe¬ 
tic. They have given considerable financial and administrative support, 
but their outlook has been provincial. In many cases it has been in the 
nature of financial support in order to stave off disaster arising from mis¬ 
management. No clear line of advance has yet been mapped out nor has 
any comprehensive scheme been evolved which would enable the united 
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strength of the Nation to be brought to bear on this all important move¬ 
ment. It has up to now largely confined itself to the short-term credit 
problem. This is only a very small part of the work -which must ultimate* 
ly be undertaken if the goal which is aimed at is to be achieved. The 
'formation of short-term credit societies is the simplest part of the whole. 
In the Madras report the following statement appears— 

“The ryot is eager to borrow but is not so eager to repay”. It is 
easier to establish a short-term credit society in a village than it is to- 
form a Rural Reconstruction Society, a Marketing Society or a Land 
Consolidation Society. We have indeed reason to believe that many 
credit societies have been formed in villages under conditions which afford¬ 
ed no chance of real success. In certain of the provinces the co-operative 
movement has had a surplus of money to deal with. Inspectors and the 
general staff are human. Their advance in the service has been largely 
dependent on the statistical progress made by them in the formation of 
societies. If they could go to a village and inform the people that they 
had money at their command to give away in credits if a society was 
formed, it is easy to realise that no difficulty would be found in getting the 
villagers to accept what they look on as Government money. During our 
tour throughout the country we formed the impression that such instances 
were by no means isolated. Inter-provincial rivalry may also have some¬ 
thing to do with this unsatisfactory and unhealthy position. 

Another weak factor is the lack of educational facilities for the techni¬ 
cal staff. We refer to the inspectorate, the banking, accounting and pro¬ 
paganda staffs. Mr. Darling in his report for 1931 on co-operation in the 
Punjab makes the following statement— 

“ . . yet through my tour I was forcibly struck not only by 

the lack of understanding on the part of the general body of members of 
most of the districts, but still more by the inability of the ordinary sub- 
inspectors to teach; some are good lecturers, few are good teachers . . . 

It is impossible to frame a more damning criticism of co-operation as it 
exists in the most progressive province in India It is at the same time 
an unconscious tribute to the success of the leaders, who in spite of this 
handicap have made progress. If this can be said of the Punjab, a pro¬ 
vince that has had a unique record of bavin? had four great leaders of co¬ 
operation, it is easy to realise what must he the position in other provinces. 
Education in the principles of co-operation is absolutely essential if real 
progress is to be made. 

How is the staff to be taught to teach? 

Education can never be brought to the doors of the village if the staff 
are not educated. It is therefore essential that the provincial authorities 
should have a full understanding of their requirements in this respect. It 
would be a waste of local effort and of public monies to suggest that an 
educational centre should be established in each province, if one central 
school would suffice. Education of a high standard is of such vital im¬ 
portance that it would require as heads of that school the best teachers 
that India could produce. If'each of the provinces were to establish 
such a school this would mean not only a great waste of public monies 
but the lowering of the standard of education. A school under a central 
authority would be less costly and more efficient. It has been suggested 
that co-operative classes held in the Universities would be sufficient. We 
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do not agree. The training of a co-operative staff should be looked on as 
a highly technical and specialised subject and of sufficient importance to 
warrant a school of its own. The subjects which would amongst others 
have to be studied are educational propaganda, progressive farming 
methods, banking, accounting, rural economics and rural industries. Co¬ 
operation is not philanthropy. It is a business and must be run on 
business lines. Even the educational side must be based on the business 
of farming. There is not a country in the world where there is co-opera¬ 
tion that the neglect of this fundamental fact has not resulted in serious 
financial losses and waste of time and energy. As training is necessary to 
the business man under modern conditions, so it is to the co-operative 
organiser. 

In another memo, which has been issued, we have referred to the need 
for establishing Rural Reconstruction Societies. This part of the move¬ 
ment is likely to prove to be much more difficult than the formation of 
credit societies, but the ultimate result to be attained will be of distinctly 
greater value. Reconstruction societies would be a means of breaking 
down customs which are a severe drag on the economic and social pro¬ 
gress of the nation. This in itself will have an immense effect on reducing 
the debt load of the people. Thrift will be encouraged in many other 
ways through such societies. The simple principles of improved farming 
methods can also be introduced, such as the use of better seed, better 
cultivation and the conservation of manures. Through such societies the 
villagers could be taught to combine against the oppression of the zemin¬ 
dars. We have actually seen a Rural Reconstruction Society which has 
made itself responsible for the payment of the rent of the village through 
the society. If this became general then it would obviously be extremely 
difficult, if not an impossible task, for the zemindars to force unduly high 
rents from their tenants or compel them to give free service. Without 
an educated staff the formation of such societies is impossible. 

The co-operative movement is of such importance that it is necessary 
to have what might be called a General Staff to co-ordinate the whole of 
India. Experience gained in one province should be made available for 
the others. There should be concentration of the combined thought of all 
the provinces at a given centre. Research work on all the many and 
varied problems should be constantly proceeding. If co-operation in ny 
province is not advancing on sure lines, then there should be some autho¬ 
rity representing the whole movement which would be responsible for 
overcoming the weakness. The army of co-operators in India can no 
more afford to have a weak division than can an army in the held. 
If the banking section is weak in one province then it reacts on the financial 
security of the others and on the confidence of the public in the stability 
of co-operative banking in general. Lack of confidence means dear money. 

Provincial boundaries are political. They are not economic. The 
interests of the ryots on the borders of all the provinces are identical. It 
is only by co-ordination of all these interests through one directing channel 
that the combined strength of the cultivator can be made effective. If 
such a body was now in being and a united request was put forward by the 
Central Council to demand legislation with regard to consolidation of 
holdings, more than half the battle was won. Banking and accounting 
should also have a central organisation which would act as a foundation 
for these two vital points of structure. 
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Co-operative marketing is another line of research for which a central' 
organisation is essential. The general marketing of the Nation’s produce 
must be looked on from a broader aspect than would be possible under 
strict co-operation. This is referred to in another memo, in which it is 
suggested that a National Marketing Organisation should be established. 
It would, however, be the business of the Central Co-operative Council to 
work in conjunction with this body. The importance and magnitude of 
the work which has to be done is such that it is essential that a Central 
Co-ordinating authority, to be called a Central Co-operative Council, should 
be established under a special department of state. This department 
should be a Ministry of Agriculture and Land. It is in our opinion im¬ 
perative that this Ministry should have no duties attached to it other than 
those concerned with the Rural economics. We understand that at present 
there are the three port-folios combined—education health and land—and 
that there are also certain other subsidiary duties attached to this Ministry. 
The Ministry of Agriculture and Land should be relieved of health and 
education. We are also of the opinion that the Ministry should be divided 
into distinct departments with responsible heads in charge of each under a 
Minister and Secretary. In a subsequent memorandum on marketing it 
ip our intention to suggest that a National Marketing Organisation should 
also be included in the purview of this Ministry. Unless full recognition 
is given to the enormous importance of the work to be undertaken, no 
good will result. At the head of each of these sections must be men of 
indisputable ability and powers of organisation. On the Co-operative 
Council for all India, there should be two representatives from each pro¬ 
vince. They shall be nominated by the Provincial Co-operative Unions. 
The Chairman shall be the executive officer in charge of the whole. The 
Provincial Governments should make themselves responsible for the costs 
of maintaining the Educational Institute. The Central Government should 
in the initial stage bear all other costs and salaries. As the co-operative 
organisation grows in strength, a levy from the Provincial Unions should 
ultimately enable the movement to finance itself. Real and speedy pro¬ 
gress can never be made unless the resources of all India are utilised. We 
are of the opinion that if properly organised there are great numbers of 
people who would give voluntary services to the cause of co-operation. 
We are also, of opinion that a propaganda department conducted with 
vision could make use of the press in a manner which would be invaluable. 
There are many organisations which could be used with great effect in 
rousing and forming public opinion. 

If a Council similar to what we propose had been in existence for the 
last few years and had been carried on with efficiency, the suggestions 
which we are now making would it is more than likely have already been 
in operation. Many enquiries have been held and numbers of co-operative 
experts, from every Province in India have visited Europe and other 
countries. There is not yet uniformity. The experience gained by such 
enquiries and visits should not be limited to one Province, but should be 
made use of by the whole co-operative movement throughout India. The 
longer the delay, the more diverse will become the methods in operation in 
each Province. Ultimately unification will become impossible or at least 
incomparably more difficult. Even from the point of view of the desir¬ 
ability of establishing a unifying social force throughout India the oppor¬ 
tunity of strengthening the amalgam through the co-operative movement 
should not be lost sight of. 
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Mortgage Banks. 

Mortgage Banks are institutions for the purpose of lending monies on 
long term investment on sound realisable securities to enable landowners 
to secure the advantage of cheap money. Before they can be recognised 
as a safe investment, certain alterations must be made in the laws of the 
land. In the Punjab and elsewhere the Alienation of Lands Act makes it 
impossible to recognise land mortgages as a sound gilt edge investment. 
Where it is in operation it is not possible to secure the right to a free sale 
of land which, through the default of the mortgage may have to be taken 
over by the lender. He has no claim to ownership, therefore a mortgage 
is not a mortgage under the correct sense of the term. Mortgage Banks 
can only recoup themselves against loss by Jetting the land to a*tenant. 
This is not ia sufficient safeguard. It is not for a bank to act as landlord, 
on a large scale. The cost involved is too great. There is also a risk of 
deterioration of the holding through bad farming, the drying up of wells, 
alkaline troubles, etc. The cost of management of a large number of 
small scattered holdings is also a very serious handicap. These are only 
some of the many difficulties. In the Punjab, the most prosperous province 
in India, one third of the borrowers are defaulters. This is an impossible 
position for a mortgage bank to face with equanimity under the existing 
law. 

We are of the opinion that unless the Act referred to can be amended, 
it will not be possible for a mortgage bank to function in such a way as 
to be an attractive Debentures investment. An alteration should be made 
in the Act which would give the right to Co-operative Mortgage Banks to 
sell lands coming into their possession through default in payment of 
principal and interest. We understand that the Act was passed to prevent 
the accumulation of land in the hands of land grabbers, who were not 
agriculturists. The Act does not prevent zemindars who may also be 
land grabbers and moneylenders from adding to their holdings. A Co¬ 
operative Mortgage Bank is designed for the purpose of providing farmers 
with easy capital at the least possible rate of interest. It is only r eason- 
able that agriculturists combining in a co-operative unit for such purposes 
should be recognised as such under the Act. If a body of farmers agree 
to purchase their existing holdings as a company, we assume that the 
Act would recognise their right to sell their holdings, either in one block 
or separately, as they might think fit. We can see no difference in prin¬ 
ciple to farmers combining through a strictly co-operative society to secure 
cheap money in order to carry on their individual holdings. 

It is perhaps outside our terms of reference to make other suggestions 
with regard to the Act. We understand that it is only the recognised 
agricultural class who are enabled to purchase land. This prevents the 
non-agriculturist or his son who may have a keen desire to take up farm¬ 
ing as a profession from doing so. We also understand that the son of 
an agriculturist who may leave the land to follow a profession in a city or 
elsewhere, can continue to buy land as an investment. We are not con¬ 
cerned with the obvious hardship to the non-possessing class; we are con¬ 
cerned with its implication from the point of view of improving the finan¬ 
cial position of the country. The adoption of sound progressive methods 
makes wealth. Our experience in our respective countries is that it is a 
distinct advantage to agriculture to have a percolation of the quicker 
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brained, more adoptable business mentality coming into the industry. 
This elass is more likely to be responsive to scientific knowledge and they 
have the means to introduce better machinery and more up-to-date methods. 
An owner of this class can do no possible harm. On the contrary, great 
good can result. We do not put this point forward as a recommendation, 
we are aware that it is highly controversial. In other districts the Hindu 
family law acts as a serious handicap to safe advances on land. If Mort¬ 
gage Banks are to become of real use for the purpose of raising cheap 
money, then this law also must be amended. There is a further difficulty. 
Lenders can not secure reasonable and speedy redress against defaulters 
owing to legal uncertainties and delays. This is referred to in the Punjab 
Provincial Report, page 120. We hiave heard of a current saying “If you 
have a good case, compromise out of court, if it is a bad case, fight.” 
Many laws have been passed to save the debtors from the money-lenders. 
It is not inconceivable that this may be one of the reasons why money 
lenders are forced to charge what would appear to be excessive rates of 
interest. Where undue protection is given to the unscrupulous borrower, 
the psychological effect must be harmful. The great majority of borrowers 
are honest people intending if possible to pay their debts. By the intro¬ 
duction of safeguards this class suffers. A high standard of business integ¬ 
rity can never be fostered by protecting the rogue. We suggest that the 
time is ripe for an examination by competent authorities of existing laws. 
We are not satisfied that they are working to the advantage of the country 
as a whole. 

If the Land Alienation Act is amended in such a way as to recognise 
Co-operative Banks as zemindars, we feel confident that together with the 
addition of other safeguards which we recommend, sound Mortgage Banks 
can be established. We regard this as essential. If it is found to be im¬ 
possible, then it is our opinion that no new Mortgage Banks should be 
opened until further experience has been gained by those already in 
existence. 

We do not favour the proposal that Government should give further 
financial support unless the alterations already referred to can oe 
introduced. 

The following is our opinion with regard to the main questions which 
have been summarised in the report of the Central Banking Enquiry 
Committee: 

(1) What should be the economic purposes for which long term land 
mortgage credit might be beneficially applied to agriculturists? We agree 
with the decision arrived at' by the Registrars Conference of 1926, that 
no money should be advanced which is not economically profitable to the 
borrower, and with the principal objects as outlined by them, which are 
as follows: 

(a) The redemption of land and houses of agriculturists. 

(b) The improvement of land and methods of cultivation and the 

building of houses of agriculturists. 

(c) The liquidation of old debts. 

(d) The purchase of land in special cases only to be prescribed fan 

the by-laws. 
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(2) The period must depend on the purpose for which the money is to 
be advanced. They should be granted for stated periods of 5, 10, 15, 
with a maximum of 20 years. Sound management should enable banks 
to extend the period even to 30 years, but we do not recommend this 
until success has been attained. 

(3) Whence should mortgage banks derive their working capital? 
There is only one way by which Land Mortgage Corporations can be 
financed on sound banking principles. 

1. Share capital. 

2. Debentures. 

(a) The share capital should be provided by the provincial Govern- 

ment with a paid up issue of 10 per cent, of the amount which 
may be required to establish the corporation. 

(b) The Debentures should be issued in the market without a special 

guarantee of the Government. We consider it sufficient safe¬ 
guard that the capital taken up by the Government will be 
liable for payment of redemption and interest of the deben¬ 
tures together with sound mortgage securities. We are of 
the opinion that if the necessary alterations are made in the 
laws of the land, and if sound business management is in¬ 
troduced, the debentures of mortgage banks would speedily 
be recognised as gilt-edged securities. 

(c) The proportion of share capital to the debentures issued should 

be as 1 to 5. 

(d) In order to safeguard the risk to the corporation arising from 

drought or other .uncontrollable causes impairing the ability 
of the ryot to meet his obligations we suggest the follow¬ 
ing:— 

That debentures should be issued for a period amounting to 25 
per cent, longer than the average period for which the 
loans are granted, in other words, if the loan period is 15 
years then the debentures should be issued in terms of 20 
years. 

(4) Should land banks be permitted to receive deposits like the co¬ 
operative central banks or the joint stock banks, and if so, for what pur¬ 
poses and under what safeguards regarding fluid resources, etc. ? 

If our recommendations are accepted, this point does not arise. Dis¬ 
trict land banks should act as an agency for the sale of debentures to be 
issued by the provincial mortgage corporation. 

(5) What should be the relation between the Land Mortgage Bank 
and the ordinary Bural Credit Society where they co-exist? 

The relation between Land Mortgage Banks and short term credit 
banks should be a very close one. It is indeed essential not only to save 
overlapping but also administrative and supervision expenses. We sug¬ 
gest that the District Land Bank should be housed, where possible, in the 
same building as the Central Bank of the area. Careful consideration 
should be given to the advisability of combining the management of these 
banks under one head with of course the necessary assistance. It- would 
be possible to secure a higher standard of management. If the man at the 
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top can be depended on, then efficiency and security can be relied on. 
The Central Bank and the Land Bank would have the further benefit of 
having the advantage of knowledge in the possession of the respective 
banks about the financial position and integrity of their clients. The 
transfer of money from one bank to another must of course be strictly 
prohibited. 

(6) Should the Government give any financial assistance to these 
banks, and if so, what form should it take? 

This question has already been answered in the main. The proportion 
of loan to the security will largely depend on the alterations which may be 
made in the existing laws to which we have already referred. In the 
event of the alterations being made, we suggest that 50 per cent, should 
allow a safe margin. Advances should be limited in the early years to a 
sum not exceeding Its. 5,000. We cannot recommend that large blocks 
of capital should be granted on any single property until experience has 
been gained. We suggest that the payment of capital and interest should 
be done on the lines adopted by the English Land Mortgage Corporation. 
They are combined in one charge which is worked out on a percentage 
basis. 

It is highly advisable that the general financial position of the bor¬ 
rower should be investigated before a mortgage is granted. No good will 
result in a loan being granted to a cultivator whose net income renders 
it impossible for him to meet his debt charges with reasonable regularity. 
We also suggest that steps should be taken to place the giving of loans 
under the Land Improvement Loans Act” with mortgage banks. A 
separate memo, is attached which outlines the methods adopted in the 
Punjab for basing the amonnt of loan granted. The memo, is by one of 
the acting officers in the Punjab at our request. 

Reference has been made to the advisability of establishing one Cen¬ 
tral Mortgage Corporation to include the whole of India. We cannot re¬ 
commend this. The conditions existing between the various provinces are 
diverse, moreover the area to be covered is too great. We recommend 
that a Mortgage Corporation should be established in each province and 
financed on the lines already indicated. The Corporation would advance 
moneys to District Mortgage Co-operative Banks. The Directorate of the 
Provincial Mortgage Corporation should consist of the Registrar as Chair¬ 
man. In the event of our recommendation with regard to bankers and 
accountants being adopted, we suggest that they also should be on the 
Directorate together with another of indisputable ability and authority in 
the province. The remainder of the Directorate would consist of repre¬ 
sentatives from the District Mortgage Banks. We would recommend that 
the by-laws of the Mortgage Banks already in existence in the Punjab 
should be used as the basis for the rules and by-laws of the District Banks. 

1. The standard of assessment in the Punjab is a proportion of the ‘‘net 
assets”. 

The “net assets” of an estate means the average surplus which the 
estate is anticipated to yield after deduction of the expenses of cultivation. 
A full fair rent paid by a tenant at will, though often falling short of the 
net assets is assumed for the purposes of assessment to be a sufficiently 
near approximation to the net assets of the land on which it is paid. 
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2. Prior to the recent (1928) Punjab Land Revenue Amendment Act, 
the theoretical standard of assessment was “half net assets”, but this 
standard was never approached in practice. The Land Revenue Amend¬ 
ment Act (1928) reduced the standard of assessment from one half to one 
quarter of the net assets, and it also extended the term of future settle¬ 
ment in fully developed tracts to forty years. The previous period of 
settlement had varied from 20 to 30 years. The half net assets represent¬ 
ed a maximum—the assessment of an estate was always fixed according 
to circumstances. Accordingly the percentage of net assets even under 
the old assessment rules varied considerably, district by district, the range 
being from about 20 to 33 per cent., occasionally approaching 40 per cent. 
The passing of the Amendment Act (1928) involved (in fulfilment of a 
promise) a reduction in the assessment of several districts which had been 
assessed after 1921, in order to keep the assessment within the statutory 
limit of 25 per cent, of the net assets prescribed by the new act. 

3. 45 per cent, of the cultivated area of the province is tilled by the 
proprietors themselves. 8 per cent, is in the cultivating possession of 
occupancy tenants. 47 per cent, is in the hands of tenants at will out 
of which 33 per cent, pay in kind. 9 per cent, pay cash rents (mainly 
in the SE of the province). Other rents are land revenue plus a proprie¬ 
tory fee (4 per eent.), etc. 

4. With so much land under batar or kind rent, the two factors in the 
produce estimate, i.e., prices and outturns are very important. It has 
ever been the practice in fixing commutation prices for the purpose of 
assessment to adopt a very cautious range of prices. The area under 
wheat in the Punjab is 9| to 19 million acres. Wheat prices were (pre-war) 
Rs. 3 or less. Since 1922 Punjab wheat prices have varied from Rs. 3 
to Rs. 5/3 per maund, i.e., up to 1929. Settlement officers have rarely 
taken anything like the average price prevailing in the decade preceding a 
settlement as their commutation price. T have not figures to hand, but I 
remember my D. G. K. settlement (1919) when I took Rs. 2/4 per maund 
for wheat which seemed safe enough. The high prices which prevailed 
post-war have made assessments very light and have encouraged a fantastio 
desire to take up land as an investment. 

5. In the year 1929 the sale price of land for the province as a whole 
represented 245 years purchase of the land revenue on the land—in the 
previous year the figure worked out at 273. Likewise the mortgage value 
of the land, the ownership of which was mortgaged in 1929 represented 
118 times the land revenue assessment, or about the same figure as in the 
previous year. Agricultural prices only experienced their catastrophe 
decline at the beginning of 1930 and the sale and mortgage values of the 
succeeding year (not yet available) will show a- heavy drop, but there is 
plenty of room for it. 


6. In view of the acute depression in prices a circular has been recently 
issued (January 1931), to the effect that no advance will be made to a 
mortgage bank if the maximum loan allowed under its rules exceeds 
Rs. 5,000 or 20 times the land revenue of the land mortgaged, whichever 
is less. The land revenue criterion is eminenlty safer. 
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7. I append some figures which may be of interest. 

Average recorded sale price per acre of Qujranwala land. 

Year ending Sept. 1928. Year ending Sept. 1929c 

Rs. 402 Rs. 372 

Average mortgage money per acre on the whole area mortgaged. 

Year ending Sept. 1928. Year ending Sept. 1929. 

Rs. 174 Rs. 172 

Incidence of land revenue in the province per acre. 

On total area. On cultivated area. 

Rs. 1-1-11 Rs. 1-15-7 

Varying per district from 

Rs. 0-3-2 (Mianwali) 
to 

Rs. 5-0-6 (Lyallpur) 

This is for the year ending September 1929. 

Co-operative banking and auditing experts. 

The co-operative movement in India is based on what is known- as the 
Raiffeisen system, with certain modifications to meet local requirements 
of the country. Our tour throughout India, together with the voluminous 
evidence which has been prepared by the Royal Agricultural Commission 
and also by the various reports issued by the Provincial Banking Com¬ 
mittees, gives the impression that the foundations of the organisation are 
sound. Unfortunately there are flaws in the building which must Be 
repaired. Reference has been made to them in the report' on Rural 
Finance which has already been issued. They are of Buch importance as 
to demand the most careful attention of the Committee. With regard to 
short-term credit banks, there are two of vital importance. One is the 
auditing system, the other is banking. 

Co-operative credit societies should always be looked on as banking 
institutions for taking deposits from members or others and lending this 
money out to other members on good security. The promoters of co-opera¬ 
tion are often enthusiasts who look on co-operation with almost religious 
fervour. It is seldom that the visionary and the sound business man are 
to be found in one person. Many mistakes have been made and much 
money lost by neglecting this fundamental need of efficiency. One of the 
greatest mistakes which has been made by co-operative credit banks, not 
only in India but throughout the world, has been the neglect of recognising 
the necessity of introducing sound banking technique. It has been too 
readily assumed that this knowledge can be secured by studying the 
theory of banking. This is as impossible as to expect that the theory of 
mechanics can alone produce a skilled engineer. 

In studying a technical point of this nature, which we suggest is one 
of great importance, it may be of advantage to consider the experience 
of. other countries. Scottish experience might prove to be of interest andf 
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some value. The reasons given for the success of Scotch farmers during 
the nineteenth century and the early p'art of the twentieth century, is- 
that rural education was developed in Scotland at an earlier period than in 
any other country in the world. There is another reason—the enterprise 
of Scottish bankers. The large city banks in Glasgow and Edinburgh- 
were the first in the world to realise the advantages not only to themselves- 
but to trade, of opening up branches throughout the country. This 
system expanded rapidly until in the course of little over a generation 
every small market town in Scotland contained one or, in the majority of. 
cases, more branches of these banks. The method adopted by the gov¬ 
ernors of the banks was a very wise one. They did not send out into the 
country city bred managers, they made use of local talent. Country law¬ 
yers of standing or land agents were employed. Trained clerks were 
placed at their disposal. Bank Managers had. therefore, an intimate 
knowledge of the population whose requirements they were out to meet. 

Banks encouraged loans on personal security to hard working farmers 
of integrity. Managers who knew local conditions served two purposes. 
Depositors felt that their money would be safe. The banks, on the other 
hand, had the assurance that they were lending money through agents 
who had an intimate knowledge of the people with whom they were deal¬ 
ing. 

We have no figures before us, but the increase of deposits and credits 
handled by banks in Scotland during the first half of the nineteenth century 
must have been very great. 

Farmers of honest reputation soon found that they had easy means of 
increasing their production by securing loans at a cheap rate of interest 
from the banks. They were also encouraged by this means to enter into 
vast schemes of improvement in draining waterlogged land and rebuild¬ 
ing their homesteads. These improved buildings and drainage schemes 
resulted in greater efficiency. 

The banks never charged a higher rate of interest than 1 per cent, 
above bank rate with a minimum of 5 per cent., nor does it vary. The 
point arising out of this is of vast importance. Because comparatively 
simple but sound banking methods were available, Scottish farmers had 
the advantage of securing cheaper credits than any farmers throughout 
the world. This credit was not confined to men who could only give 
security. It was granted with freedom, provided the reputation of the 
farmer was sound and that the agent was satisfied that the money was 
being spent on the purchase of stock or for increasing the productivity of 
his holding. 

There is a difference between the Indian ryot and the Scottish farmer. 
The latter dislikes debt and will, generally speaking, only enter into debt 
if he thinks his position will be improved by doing so. After the debt 
has been incurred he will make the utmost possible effort to pay off the 
debt as quickly as possible. The attitude of the Indian ryot towards debt 
is different, but against this disadvantage the co-operative credit banks in 
India have one distinct advantage. They have the unlimited assets of 
the members as a charge against the debt. 

The Scottish farmer is also, from a banking point of view, much more 
attractive because of the sizes of his holding. Fifty acres are considered a 
small farm there. It is hardly necessary to add that co-operation is the 
only possible credit system which can improve the position of rural India.. 
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Scottish banking methods not^ only provided cheap and ample credits 
but at the same time encouraged deposits and the current account and 
cheque method of doing business. The hoarding of savings in the pro¬ 
verbial stocking became a thing of the past. Deposits in the coffers of 
the banks, which were previously lying idle, expanded credit enormously. 
In other words money bred money. 

The system was also responsible for introducing efficient business 
methods such as book-keeping and sound marketing into oriinary farming 
practice. The sale of produce was centralised in large, well-equipped 
markets, where the maximum of competition was ensured. The cheque 
paying and receiving method, being easier than cash transactions, also 
encouraged business and increased production. 

If the same precautions were taken in securing efficient banking 
throughout the whole co-operative movement in India, as there are in 
Scotland and other western countries, the progress of co-operation in this 
country would have been greater and the ryot would benefit by receiving 
his loans at a lower rate of interest. Inefficiency means dear money. 
To deal leniently with the backslider or defaulter, as is so often done in the 
co-operative society, merely means that the hard working and thrifty ryot 
has got to pay for the follies of his neighbour or of the organisation. We 
suggest that, in order to safeguard the interest of depositors and of the 
cultivators who have ultimately to bear the burden, trained bankers 
should be added to the staff of each province. It is possible that one 
banker of indisputable ability and experience would be sufficient, and that 
under bis guidance a staff sufficient to safeguard the strictly banking side 
of the movement would very soon be trained. The Punjab has the 
advantage of a banker of this description whose work has, we were in¬ 
formed, already been of enormous benefit to this province. Mr. Darling 
in his annual report for 193] makes the following statement with refer¬ 
ence to this appointment. “His long experience of joint stock banking 
is not only of great use to the Registrar but his advice is freely sought 
after by the Central Banks’’. 

When the banking and auditing technique of the co-operative move¬ 
ment in India is as perfect as it is in European banking institutions then 
it will be found that Co-operative Banking will grow of its own momen¬ 
tum. The result of these reforms in the course of a few years will pro¬ 
bably be that money could be lent to the cultivator perhaps at 2 per cent, 
less than at present. The cost of ensuring efficient management through 
banking and auditing would prove to be a fraction of this amount. 

Co-operation is not philanthropy, it is a business institution. It is 
not a co-operative system dealing with a percentage of the rural popula¬ 
tion which must be envisaged; it is an organisation that will ultimately 
turn that comparatively trifling percentage of the whole into a hundred 
per cent. unit. This can never be brought abo.ut unless the highest pos¬ 
sible degree of efficiency can be secured in the internal organisation. 

Expert Accountant. 

We also advocate that to each Provincial Centre there should he 
attached a highly trained expert accountant. He would, under the Regis¬ 
trar, be responsible for supervising audits and the methods to be adopted., 
•and the training of the auditing staff throughout the Province. A man of 
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marked ability is essential. The Registrar would then, in having under 
his control real expert assistants in banking and auditing, be in a position 
to give more of his time to the general organisation and spread the move¬ 
ment throughout his province. His energies must be devoted to a greater 
extent than is now the ease to extending the sphere of co-operation in the 
manner which we have outlined elsewhere. 


Registrar. 

The status of the Registrar should be one of the very highest in the 
Province. All authorities are agreed that in co-operation lies the one 
hope of rural India. The responsibility of the Registrar is, therefore, 
very great and is of such nature that it should only be placed on the 
shoulders of men of proved capacity and administrative ability of the 
very highest order. 


Currency Accounts and Cheques. 

Another of the aims of co-operative banking must be to introduce, in 
however simple a form, a current account and cheque paying system. It 
is our opinion that no reform can be of greater advantage, in the banking 
sense, than this. The development of the current account and cheque 
.paying method of transacting business is a very great step in advance. 
In England the habit is universal amongst large and small cultivators. 
Joint Stock Banks are no%v endeavouring to extend the system in such 
a way as to meet the needs of the smaliest of their customers. We have 
already referred to the advantage which modern banking conferred on 
Scottish farmers. Current accounts and cheques have simplified business 
and laid the foundations for simple book-keeping amongst the agricultural 
community. It encouraged the deposit habit. If a cultivator is paid in 
hard cash or notes then he is much more likely to keep his savings in the 
proverbial stocking. Another effect of the cheque habit is the assistance 
it gives in the developing of organised marketing. When a cultivator 
can only be paid in cash he will think twice about taking his crop to a 
central market where he runs the risk of losing the money received or of 
having it stolen from him on his return journey. He is, therefore, glad to 
sell his produce on his farm to a local dealer. The first step on the road 
to systematic and sound marketing methods is to have the farmers’ pro¬ 
duce sent to a central depot where it can be handled and graded efficiently. 
From this point of view alone, it is highly desirable that the current 
account system in however simple a form and however limited a scale 
should be one of the aims of the co-operative banking movement. During 
our tour throughout the country nothing gave us greater pleasure than 
to find that a start has been made even by a primary society—-The Ichra 
Co-operative Society Limited, a primary society on the outskirts of Lahore 
which has taken steps to establish this system. Drawing of cheques 
on current accounts was introduced on the 1st of February. We are 
satisfied that the society has reached such a stage of development that 
there is every likelihood of real success being attained. We suggest that 
the attention of the leaders of the Co-operative Movement should be drawn, 
to the possibilities of introducing this system in a very guarded way. In 
those societies that have reached a sufficiently advanced stage of develop¬ 
ment the addition of expert bankern to the co-operative staff will be of 
enormous value in bringing this about. 
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We would remind the Committee of the words of Jules Simon—“Tha 
greater banker in the world is he who disposes of the proletarian’s 
might”. The introduction of the current account system would be a 
great advance towards this end. 

In order to encourage the use of cheques we would urge the desirability 
of Government accepting payment of land revenue in this way. It would 
be a direct incentive of no mean value. 

Co-operation and the Reserve Bank. 

Consideration must be given to the financial requirements of the co¬ 
operative system in so far as they cannot be met out of deposits. At the 
present state of development several Provincial Co-operative Banks have 
more money at their disposal than can be used for granting sound credits. 
Large amounts are invested in Government Securities. These are the 
first resources to be tapped when the demand for credits is such that a 
larger working capital is required. By working capital we mean the 
amount needed for meeting the normal demand apart from emergency 
exigencies during the busy season. Government securities should be sold, 
so far as necessary to meet the normal demand. The remaining securities 
can be used as collateral for credits either from Commercial Banks or (in 
the event of its being established) the Reserve Bank in order to meet the 
temporary emergency requirements. 

We must also give consideration to the way in which further financial 
requirements, which may and probably will arise in future, should be 
satisfied. At the outset it must be made clear that apart from temporary 
exigencies, the Reserve Bank cannot grant much help under ordinary 
conditions. It is necessary that this bank should keep its position fully 
liquid. The Co-operative Banks do not at present finance marketing or 
trade transactions. The strength of the Reserve Bank would be endanger¬ 
ed to a serious extent if it were forced to tie up part of its resources in 
credits in order to supply those banks with what we have described as. 
working capital. 

We suggest that the Government should consider the advisability of 
placing a part of the monies derived from postal savings at their disposal. 
This in our opinion should be done under the direction and control of the 
Reserve Bank. It could satisfy itself better than the Government about 
the soundness of the demand and the desirability of their compliance. 
The Bank in short would act as Agents for the Government. 

Finally, we feel compelled to stress the necessity for the co-operative 
banking movement restricting, as for as possible, the disbursement of 
its profits and to build up strong reserves out of these profits. These 
reserves—we refer to those of the Central and Provincial Banks should not 
be used for granting credits, but should be invested in gilt-edged securi¬ 
ties. They will ultimately enable the movement to eSect a gradual reduc¬ 
tion in the rate of interest charged on its credits. Reserves will also 
enable it to obtain credits in times of emergency. 

Rural Reconstruction Societies. 

While we were at Lucknow we visited three villages in which co-opera¬ 
tive societies had been established. The first two were typical examples- 
of the failure of credit societies; one society was in the process of liquida¬ 
tion and the other was not, we were inclined to believe, solvent. We 
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investigated in each ease the reason for this. We are of the opinion that 
jnore than one reason are responsible; illiteracy, their inability to realise 
the simple principles of co-operation and their fear of incurring joint 
responsibility for debts incurred by their societies. The main reason pro¬ 
bably arose from a bad example of landlordism. In each case the land¬ 
lord was non-resident, his rents were collected by an agent. The land¬ 
lord dared not visit the village in person, the rents were collected on his 
behalf by an agent, but even the agent could not visit the village unless 
accompanied by others. The landlord did not only secure his legal rents 
but also compelled the villagers, by various means, to contribute further 
monies to his exchequer in the event of a new car being bought by him 
Tenants were by one means or another forced to pay extra monies. The 
average increase beyond fixed rental was about 50 per cent. In the event 
of rents or the additional monies charged not being forthcoming, the 
villagers were beaten and in some oases a form of torture was used such 
as being forced to stand on two bricks wide apart in hot sunshine for 
considerable periods. 

In the other cases the landlords were resident, about nine in number. 
Before our arrival the villagers were informed that no complaints must 
be made to us but we came to the conclusion that here also the zemindar 
systeVn was working unsatisfactorily and was very largely responsible for 
the position of the credit society. About 5 per cent, above fixed rental 
was forced out of the ryots and labour services had also to be given during 
the planting and harvesting season. The zemindars were amongst the 
biggest creditors of the society, and the liquidator was having great 
difficulty in securing repayment of debts incurred. We came to the con¬ 
clusion that in each of the two eases referred to the beneficial results of 
a prosperous credit society, granting loans on less rates of interest than 
money-lenders, would disappear into the hands of the zemindar. 

If those two cases are typical of the position in villages owned by 
zemindars in the United Provinces, then it is a waste of public monies and 
efforts to endeavour to introduce a sound co-operative credit system until 
legislative steps are taken to safeguard the interest of the ryot against 
rapacious landlords. 

The third and last village was an example of successful co-operative 
effort. Here also credit societies had been established some years ago. It 
was not functioning successfully. Two and a half years'ago a rural recon¬ 
struction society, generally known as a rural uplift society, was started. 
The objects are— 

(1) To improve the physical, social and moral conditions of the mem¬ 

bers, and their efficiency generally. 

(2) To introduce improvements in agriculture and in cattle hus¬ 

bandry. 

(3) To introduce improvements in cottage industries, to improve 

communications and ensure improved marketing of village 
produce, 

(4) To assist in arrangements for the_ education of members and 

their c hil dren and for their Training in the art of expression 
through games, songs, dramas, design and worship and of other 
useful occupations which render life of the community more 
pleasing and liberal. 
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(5) To spread correct knowledge about hygiene and human nutrition 

and about infectious diseases. Also to undertake welfare work 

for expectant mothers and children. 

(6) To provide means for equitable settlement of disputes and 

thereby discourage unnecessary and frivolous legislation. 

(7) To promote other measures designed to encourage in the mem¬ 

bers a spirit and practice of thrift, mutual help and self-help. 

The name of the village is Dhanwara. It is within 17 miles of Lucknow. 
We considered it to be one of the most successful co-operative efforts which 
we have ever seen. We were assured by the registrar of the Province 
who accompanied us, that previous to the establishment of the uplift 
society it was a. typical village in his province. We have no reason to 
doubt this. 

The village consists of 250 inhabitants. The land is of average quality. 
It belongs to a lady zemindar who is non-resident. It is managed by a 
retired government official who is very strongly of the opinion that great 
progress has been made by the village since the society was established. 
There are two societies, one the credit society and the other the one re¬ 
ferred to,, The former has 20 ryots and the latter 60. Every ryot is a 
member and every member pays one rupee per year contribution. The 
management consists of 9 representatives, together with the local revenue 
officer, known as a tahsildar, the co-operative inspector and the health 
officer, who are ex-officio members. The society was started by the 
inspector. 

We inspected the village and part of the crops. A communal garden 
was shown to us in which flowers w r ere being grown. It was well kept. We 
sgw the children and their teacher at work, their bright and happy appear¬ 
ance together with their keen intelligent faces impressed us. A simple 
village library, containing about one hundred books, has been started and 
it is much appreciated by the inhabitants. In the same building is a little 
dispensary containing Indian and European drugs. Previous to the starting 
of the society the number of literates on an average in the district was 
about 4 or 5 per cent, now' 30 per cent, can read and write. Not only 
are the young children taught, but there is also an adult class. Admoni¬ 
tions on neat enamel plates are placed on the walls and trees. The fire 
brigade gave us a display of fire drill. The general cleanliness of the 
streets and the houses was very marked. The wells have been improved. 
We were informed that a great improvement had been effected in the 
general cleanliness and hygienic habits of the people. Manure is no longer 
allowed to be left in or near the houses; it is now stored in proper pits on 
the outskirts of the village or in the fields. Drainage pits have also been 
made. We saw improved varieties of wheat growing, which the ryots in¬ 
formed us produced 25 per cent, more than the old standard kinds. 

The villagers are also planting improved sugarcane. Modern Meston 
ploughs have not only been introduced but are being extensively used. 
Irrigation wells have been improved and their use is now very largely on 
the co-operative principle. Games and sports, including gymnastics are 
becoming popular. A display was given us. Dramas are got up and are 
greatly enjoyed. On festival days the whole village now combines and the 
feasts and entertainments are much less costly than before. Dancing girls, 
for instance are no longer engaged and the crushing debts formerly in¬ 
curred for marriages and other ceremonies are now unknown. Even si 



voluntary police system, to safeguard the village against theft has also 
been established. All disputes are now settled by the society. Since it 
has been started not a single case has been taken to the courts. Habits 
of thrift and economy have taken firm root. Every male member must be 
sent to school. Fines are indicted if this is not done. Young girls are- 
also encouraged to attend. Owing to the strict caste system girls over 
eight years of age cannot attend, but we were told that, in the event of the 
village being given the services of a lady teacher, parents would allow Che 
older girls to make use of her services. 

We asked the villagers, who were assembled to meet us, what their 
choice would be if forced to choose between their uplift society and their 
credit society. Their vote wag unanimous in favour of the former, and was 
given in such a manner as to leave no doubt in our minds. This is very 
important as the credit society is now in a sound position financially. 
Another interesting development of, I consider, far reaching consequences 
is that all the rents are now paid through the society to the agent of the 
zemindar. 

We were satisfied not only from the facts which were placed before us, 
but even more from the general tone of the village, that however utopian 
our description would appear to be it is not overdrawn. 

We were assured by all the parties that the village was a strictly re¬ 
presentative one before the society was started. It has, it must be ad¬ 
mitted, a distinct advantage having a lady zemindar who was not 
rapacious. 

The first impression to draw from this example, is whether there is not 
oo-operative work to be done of even greater importance than the establish¬ 
ment of credit societies, and indeed before credit societies can, generally 
speaking, function properly. Before credit can be advanced with any safety 
the integrity of the land individually and collectively must be, of 
at respectably high standard. If done, collectively through a co-opera¬ 
tive society, then they have to be trained not only in the simple principles 
of co-operation, but in understanding the implications of collective res¬ 
ponsibility. Without this it would be impossible to look forward to a self- 
supporting co-operative movement. It is highly necessary that whatever 
is done this should be the goal to aim at. 

The second lesson which we can learn on the successful result of co¬ 
operation in this village, is that unless steps are taken to educate the 
villagers in the need of reducing their expenditure on marriages and festi¬ 
vals, the public monies expended on saving the ryot in paying exhorbitant 
rates of interest are very largely lost to him in other ways. Perhaps the 
most important factor of all is the possibility of the ryot, by co-operative 
effort, to save himself from bad landlords. If the co-operative spirit, as 
seen in actual operation in this village, can be introduced throughout the 
country, then co-operation can be much more effective in putting an end 
to the malpractices of the zemindar than any form of legislation. Not 
only will it be much more difficult for the zemindar to screw monies out 
of his tenants, but if the village can combine to safeguard themselves 
and collectively refuse to submit to unfair treatment, the zemindar is 
powerless to do any harm. 

A very careful enquiry should, therefore, be made into the possibility 
of introducing, if not before credit societies are established, then at the 
same time, Bural Beconstruction Societies. 
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The Money Lender. 

The money lender has, in the past, filled a useful purpose. Without 
his moneys agriculture and trade could not have been carried on. When 
«o-operative credit banks were established to provide capital to the agri¬ 
culturist at less cost, it was taken for granted that the money lender was 
an enemy who must be destroyed. It might have been better to have 
made an endeavour to use his wealth and experience inside the co-opera¬ 
tive movement. The money lender must realise that nothing is permanent 
and that his unorganised methods can no longer meet the requirements of 
the modem world. The co-operative organisation should not, on the 
other hand, refuse to consider the possibility of making use of his capital 
and experience. It may be that, if this combination of forces can be 
brought into being, we shall have an organisation capable of overcoming 
all difficulties. We shall then have the organised strength of the culti¬ 
vator on the one hand and on the other the collective wealth, business 
experience and money sense of the bania. It is probable that his capital 
will provide all the necessary funds required to finance the movement. 
We suggest that it is only by this means that the whole of rural India 
can become one great co-operative banking unit within reasonable time. 
There are dangers, just as there are in harnessing any great forces, but 
they are not insuperable. 

It has been too readily accepted that in making such attempt money 
lenders will prove to be the more powerful force of the two, that he will 
kill the weaker. Is this fear justified ? Against the unorganised cultivator 
he is all powerful, but that he and his class can injure a people, who can 
use their combined strength through such a mighty force as co-operation 
has proved itself to be, is by no means likely. 

We suggest that the leaders of co-operation should consider the possi¬ 
bility of welcoming the co-operation of the money lender, not only in the 
country, but in the towns, on the following terms:— 

(1) That he should become a member of his local society. 

(2) That after joining his society no further loans shall be granted 

by him. 

(3) That no moneys advanced by co-operative banks to debtors shall 

be accepted by him to recoup himself for loans outstanding, 
excepting under the following circumstances— 

(а) When local directors give their unanimous consent. 

(б) When certified by the district inspector. 

(o) That any money advanced by the society to repay a money 
lender debt shall be covered by the money lender investing 
in the society at least double the amount repaid to him. 

(<2) That the amount of the repaid debt shall be considered as a 
long term investment which cannot be recalled for a 
period of 5 (?) years. 

(4) He shall be allowed to fill any position to which he may be 

elected by the vote of the members. His experience as a 
director or on the management staff of central or provincial 
bank, might prove to be invaluable and would overborne the 
anomalous position which exists at present that all directors 
represent debtors. 
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(5) That he shall give his whole, hearted support to his society and 

that his experience and influence shall be unreservedly at the 
service of his fellow members. 

(6) Any recognised money lender investing to the extent of 

Es. 1,000 or over in a primary society shall be given the same 
rate of interest as the society pays on advance from its oentral 
bank. 

It has been suggested that the money lender has nothing to gain by 
joining the movement. This is not correct. To an ever increasing extent 
the hand of his fellows is against him. He lends without security. 
Through co-operation with the organised and unlimited security of the mem¬ 
bers his loans are incomparably safer. A 7 per cent, investment is safer 
for him than 15 per cent, unsecured. His position will be improved. 
His support will be welcomed and he will no longer be looked on with 
suspicion by his fellow men. 

The trend of every country in the world is towards the consolidation 
of interests. It is not possible for the money lender to stand indefinitely 
against this current. 

The counter suggestion that Co-operative Credit Banks will be endanger¬ 
ed by making use of the money lender is unworthy of a great movement. 
Caution is necessary. Action dictated by fear must always be bad action. 
Provided the safeguards already suggested are applied, then co-operators 
must have sufficient faith in its abilities to control its own future. 

The money lender is no mean force for the co-operative movement to 
fight. Why waste endless time and effort in trying to kill him? Such a 
waste of effort is only permissible when it has been proved that a com¬ 
bination, of forces for the common good is impossible. We suggest that 
this has not yet been proved because no concerted attempt has been made. 
The essence of good leadership is to secure victory at the least cost in 
capital and effort. 
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Chairman : We shall take up to-day Mr. McDougalTs paper on Land 
and the Cultivator. Sir T. Vijiaraghavacharya is at present in Bombay 
and he will not be able to sit with the Committee until Friday so I shall 
begin to-day with page 4, section headed “Finance” and I shall go on from 
there up to page 20. Then I shall leave for the present “Rural Recon¬ 
struction Societies”, that is pages 21—23, and come back to the Money¬ 
lender pages 24-25. 

Mr. McDougall: Before we start I should like to remind you of the 
remarks Dr. Jeidels made when these discussions were opened. He said 
that these memoranda which we were placing before you were more as an 
aid memoir than anything else. There may be one or two little points 
which will arise in discussion which may have to be altered. 

Chairman : That, of course, is recognised. 

Mr. Ramdas Pantulu: On page 5, 2nd paragraph, begins with the 
sentence ‘Co-operation throughout India has suffered seriously from the 
lack of a co-ordinating authority’. Will you kindly explain exactly what 
you mean by that and what you had in your mind when you made that 
statement? 

Mr. McDougall : Very much what I have endeavoured to outline in 
my memorandum. A great movement like co-operation, in my opinion, 
requires a co-ordinating authority. The boundaries of your Provinces 
are not economic boundaries. Co-operation is a movement which affects 
the life of the Indian cultivator as a whole, and as a matter of fact affects 
the life of whole nation. In my opinion it is utterly impossible to secure 
the best results from co-operation unless there is some co-ordinating 
authority that would enable the experience gained in the various Provinces 
to be made use of by some central organisation. It would nppear to me 
to be as impossible to carry on co-operation throughout India effectively 
without co-ordinating authority'being in a position to act, as it would be 
for departments in a great industrial concern to manage the business entire¬ 
ly on their own without some sensible authority being in charge of it. 

Mr. Ramdas Pantulu: So may I take it that it is now your opinion 
that there is no such co-ordination at present? 

Mr. McDougall: Not effective. It may be that there is but I have not 
yet been able to find it. 

Mr. Ramdas Pantulu: The position at present is that there is a Co¬ 
operative Society Act, which is an All-India Act, which lays down the 
general principles upon which the co-operative movement- is to be con¬ 
ducted in this country. Two Provinces, Bombay and Burma, have since 
passed local Acts but they differ very little from the model of the All- 
India Act, there are very small changes. Therefore, the two legislatures 
which passed subsequent Acts have not found it necessary to depart in 
any material way from the All-India model set to them originally in Lord 
Curzon’s time in 1904 and subsequently amended in 1912. Therefore, we 
have legislation which is on an All-India basis. The second position is 
that the financing organisations, the provincial hanks, have an associa¬ 
tion of their own with certain bye-laws and rules, and this association acts 
as a co-ordinating agency between the provincial banks but it is only 
doing one particular thing now, namely giving information as to the finan¬ 
cial position of each provincial bank with other provincial banks and 
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wherever there is a deficiency of funds it is helping one provincial bank 
to send over to the other banks. There is also a central organisation for 
provincial co-operative societies; it is a. sort of propagandists body. ^ It 
does not carry out any of your functions. It is a very weak organisation 
I admit, but these organisations afford ample opportunities for the ct>- 
operatives of the different provinces to come together at least once in two 
years to discuss matters of all-India organisation. There is one more 
body which I must mention, that is the Registrar’s Conference which 
meets once in two years and all the provincial Registrars in India meet 
and discuss policies distinctly with a view to co-ordinating the co-opera¬ 
tive activities all over India and to that Conference at least one or two 
leading co-operators from each province are also invited and they are taken 
as advisers to Registrars. That is the present position. 

Chairman: These conferences are presided over by the Minister,of 
Agriculture. 

Mr. Ramdas Pantulu: The convention has been set up within the last 
two years that the senior member presides, bul the Member for the Gov¬ 
ernment of India always opens it and makes a speech and then he leaves 
his Secretary there. That is the present position. Whenever you want to 
discuss any policy relating to the co-ordination of the co-operative move¬ 
ment in the Central Legislature it is not ruled out, although the Govern¬ 
ment of India always expresses unwillingness to interfere. They have 
not discouraged questions of general policy being discussed by means of 
resolutions in the Central Legislature but still Government is willing to 
listen to the opinions of the non-official members of the Central Legislature 
who are interested in rural finance and co-operation by bringing before 
the legislature and the Government of India all problems connected with 
co-operation. Will you tell me whether you are satisfied with these various 
devices for co-ordinating activities or whether you are in favour of a dis¬ 
tinct organisation being brought into existence somewhat on the lines you 
recommended? 

Mr. McDougaU : I am in favour of a distinct organisation being brought 
into existence. That attempt at co-ordination which is in existence at the 
.present moment is, in my opinion, only paying lip service to the principles 
of co-ordination. It is not sufficient and never can be, in my opinion, 
satisfactory. You require a much stronger co-ordinating authority than 
that. 

Mr. 'Ramdas Pantulu: Then what control would you give to the central 
organisation over the provincial co-operative departments as well as pro¬ 
vincial non-official organisations? Is it merely advisory or controlling? 

Mr. McDbugall: I should like it controlled but knowing the difficulties 
you have with regard to provincial autonomy I do not think it politic for 
myself to attempt to outline what these powers should be exactly. I think 
that is a matter that ought to be left to those who know the political re¬ 
actions of your country better than it is possible for me to find out in such 
a short time. 

Chairman: I will read you a passage from the Agricultural Commis¬ 
sion’s Report where they certainly do not advocate your views: "The 
provincial departments are working out the lines of advance to suit their 
special local conditions. There will be some danger that All-India Com¬ 
mittee might by an attempt to secure uniformity actually present obstacles 
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to progress in the more advanced provinces, but we fully appreciate the 
advantages to be gained from formal exchange of views and from experience 
and we welcome the renewal of the conferences of registrars which proved 
so valuable . . . Therefore, I take it that in this particular matter your 
views differ from the views of the Royal Commission on Agriculture? 

Mr. McDougall: They do. 

Mr. Ramda8 Pantulu: With regard to this Co-operative Council which 
you mention on page 4, it is the general idea of co-ordination. _ With regard 
to ‘ b ’—To organise and control an educational centre for the training of 
an efficient staff in the principles of co-operation, including banking, 
accounting, agriculture, Rural Economics and social welfare. Do you 
think that that work cannot be done efficiently by having a provincial 
organisation for the co-operative training? 

Mr. McDougall: If you consider that each province is sufficiently 
wealthy and that there is sufficient of the best possible talent available to 
staff colleges in each of these provincial centres, then I might be prepared 
to modify my views but at the same time I would be prepared" to say that 
I should consider that expenditure a very great waste of public money, in 
the meantime at any rate until the movement becomes very much stronger. 

Chairman: There again you disagree with the Royal Agricultural Com¬ 
mission as the basis of many of their recommendations on this subject 
was that conditions vary from province to province and there a central 
association instead of being of any help may impede the progress of the 
movement. In the first instance we know there is the language difficulty. 
If there were going to be a central institution I do not know how they would 
actually fix the curriculum. What is happening at present I Enow to 
some extent. In the Punjab this method of training has been very con¬ 
siderably developed and the United Provinces sent some of their people 
to the Punjab to find out the lines on which they were proceeding and when 
these people went back to their province they started some institution 
which suited local conditions more. I know the Central Provinces has 
quite recently sent over to the Punjab an official and non-official co-opera¬ 
tor to study the method of this training and one of them saw me when he 
passed through Delhi and told me what he was going to do there. There, 
too the intention was the same. If these people had seen how the Punjab 
system was working they would go back to their own provinces and advise 
their Government as to what svstem should be adopted in that province in 
conformity with the local conditions. It may be different from those in 
the Punjab. Bombay and Madras have already got their own institutions. 

Mr. McDougall r In my opinion the general principles of co-operation 
are world-wide and apply throughout the world. It is not a question of 
these, principles being distinct as between one province and another in 
India. It is a question of the principles being absolutely world-wide. 
What is good for one country is good for another. The details of the 
matter, such as the methods of agriculture, mav differ but even there it 
is only a question of detail, and at the same time you will have all these 
different aspects of the situation carefully considered by vour sensible co¬ 
ordinating authority. We must assume that your co-ordinating authority 
will have sufficient intelligence to realise that the conditions of the Punjab 
are different from the conditions in Bengal. There may be variations in 
them but the general principles, even of good farming, apply to the whole 
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world and not to India. The application of these principles may be differ* 
ent. 

Chairman : To begin with you said the principles are the same all over 
the world. Why then did England decide not to adopt the Raiffaisen 
system if the general principle is the same? 

Mr. McDougall’: Because England had already established a banking 
system long before the Raiffaisen system was thought of. 

Chairman: Therefore, the fundamental principles may differ in different 
countries with reference to local conditions. Because local conditions in 
England were different, they had a well developed banking system, they 
deckled not to adopt the Raiffaisen system. 

Mr. McDougall: And you have decided to adopt the Raiffaisen system? 

Chairman: Because our conditions make it desirable that we should 
adopt the Raiffaisen system. Even so we have not adopted the system in 
its entirety. In fact we have been told by witnesses in the reports 
of committees, people who knew a good deal about co-operation, that the 
Raiffaisen system in its entirety cannot be adopted in India and, therefore, 
that brings out not only my point but the point of the Royal Commission 
on Agriculture, that circumstances not only in different countries but in 
different provinces in India, must differ and, therefore, the fundamental 
principles in the Act to which Mr. Ramdas referred, thereafter each 
province must be allowed to proceed on its own lines of development un¬ 
hampered by any central control. 

Mr. McDougall: That may be. 

Chairman: I see the point, you do not agree with that view? 

Mr. McDougall: The basis of your system in India is undoubtedly the 
Raiffaisen system and the general principles which apply in the co-opera¬ 
tive movement, which I hold very strongly, apply throughout the world. 
There may be modifications required. The fact that England has not 
adopted the Raiffaisen system is a perfectly simple one. Banking was 
developed there before Raiffaisen oven brought in his system into Germany, 
and it was not required. 

Mr. Ramdas Pantulu: In defining your co-operative society in the 
Act of 1912 a definition was adopted deliberately not to lay down anything 
which is uniform to the whole of India. If I read you the definition, you 
will be somewhat surprised because it is no definition at all: A co-opera¬ 
tive society is a body which is run on co-operative principles. They want 
to leave co-operative principles - to be administered and taught and pro¬ 
mulgated by the Registrars and the non-official organisations in each pro¬ 
vince according to the conditions of that province. But beyond that the 
Act has not gone. Therefore, I want to know whether it is necessary 
to have an all-India college only for the purposes that you have mentioned. 
I have a scheme in which I also recognise the need of an ail-Ind : a co¬ 
operative college. I think mostly there ought to be in every province 
organisations specially to train people to run various organisations. The 
village, for instance, should have a small organisation in each district or 
even taluka to train secretaries for the societies. A slightly bigger organi¬ 
sation to train the staffs and the Unions of the federations and the provin¬ 
cial organisation where training will be given to people from whom the 
recruitment of the higher officers of the co-operative banks should be made. 
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Beyond that there is necessity for a central organisation which will start 
the development of the co-operative movement on the best lines, for in¬ 
stance, in co-operative journalism so that they may propagate the move¬ 
ment throughout India somewhat on the lines of the Moscow Co-operative 
College in Russia. But it will have to be a very exceptional institution, 
located in some central place in India to which enthusiastic co-operators 
from all the provinces may flock. Beyond that I do not see any necessity 
for teaching banking, accounting, agricultural and rural economics and 
social welfare which are found in items ‘b’ of No. 1 on page 4. 

Dr. Friederich: May I add a few words to this? On page 9 of my 
paper which we dealt with last week I proposed to forpi special auditing 
unions. I wrote that one of the most important tasks of these auditing 
district unions shall be training a spejcial auditing, supervising and advising 
staff for co-operation. I am of opinion that educational work must be done 
more in accordance with the special conditions of the various districts. 
My understanding of k£r. McDougall’s paper has been that the educational 
work of the proposed central co-operative council should be educating the 
managers for the proposed provincial and district unions training in co¬ 
operation, accounting and so on. It should not be a task of this central 
co-operative council to educate and to train the auditors of the various 
district unions; only to train the Government officials who have to run the 
auditing unions. 

Chairman: Am I to understand you are not wholly in agreement with 
Mr. McDougall? 

Dr. Friederich: There is no disagreement with regard to creating a 
Central Co-operative Council. 

Mr. Ramdas Pantulu : Your conception of a central co-operative council 
as conceived by both of you will stand intact even if you Dr. Friederich 
were not thinking of the central council having to train or educate these 
men in the various branches of co-operative work that you have enumerat¬ 
ed here. It is cnly to co-ordinate the activities and probably a rallying 
ground for the central research work. 

Dr. Friederich: Quite so, I thought for instance that Registrars should 
be trained by this central co-operative council. 

Mr. Ramdas Pantulu: So it is a very special work for all India. 

Chairman: If that is Mr. MqDougall’s view, why does he in paragraph 
6 of his paper say that the establishment of schools in the provinces would 
be a waste of money? Mr. Ramdas is advising that there should be a 
central school for a sort of post graduate studies for the education, of the 
higher officers in the co-operative heirarchy. 

Mr. McDougall: That is exactly what I have attempted to describe. If 
my language does not make that clear I regret that. It has always been my 
intention that these provincial organisations should have their own, shall 
we say, elementary schools and that instead of each province setting up- 
great organisations like this that would overlap, they should train the 
best talent of all these provinces. 

Mr. Ramdas Pantulu: So you make it clear that what you conceived 
is not an ordinary school for training but a central organisation for higher 
training of a specialised kind? 
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Chairman : On page 6 you say definitely that the training of a co-opera¬ 
tive staff is of sufficient importance to warrant a school of its own. If 
you now say that you do not object to the training of the co-operative staff 
in accounting, etc., in provincial schools, that largely modifies the view con¬ 
tained there. When I read it I certainly gathered the impression that the 
training of the whole co-operative staff should be conducted in a central 
institution. 


Mr. McDougall: Not only do I not object, but I very heartily support 
the proposal. I admit the sentence here is not very clear. One of the 
primary objects of the central organisation is to teach not only the teachers 
required for cultivators, but also those who have to get the teachers of 
cultivators. 

Chairman : That is, higher teachers. 

Dr. Friederich: I know it is impossible to centralise the whole educa¬ 
tional work of co-operation. 1, therefore, proposed in my paper that audit¬ 
ing district unions should be formed which have also to educate the staff 
required for the audit, etc., of the societies within the area of operations. 
Then I put down that these unions should be run by Government officials. 
Of course, these people must get special training. I further proposed 
provincial apex unions run by Government officials. In case you have 
a very big province and you have a lot of district unions and you 
have to get a number of managers for these unions, then it has to be 
decided whether the managers for these district unions should be trained 
by establishing a special training class nt the headquarters of the provin¬ 
cial union, or whether they should be trained by the central co-operative 
council. But one thing is sure. There should .be a body to train the 
managers of the district and provincial unions, and the registrars—I have 
pointed out that it is necessary that registrars should be well trained and 
experienced in co-operation and should understand accounting, auditing 
and co-operative work. That body should be the central co-operative 
council. 

Chairman: May I suggest to you that you have not carefully con¬ 
sidered the evidence tendered before us by witnesses? I may not be very 
precise in my description because I am speaking from recollection. The 
Institute of Bankers is a body established under the aegis of Government 
a couple of years ago to improve the teaching of hanking and accounting 
in this country and it has already started work. When their authorities 
came before us, knowing that there was a lacuna in the hanking and ac¬ 
counting training of these members of co-operative banks, we put it before 
them that they should devote their attention to this training also. I think 
we said—at least that was the intention—in future before anybody is 
appointed as a manager of a co-operative bank he should possess a certi¬ 
ficate of this institution. I think that was the line taken. 

Mr. Lamond: That (The Banking Institute?) was entirely a banking 
matter. That was done hv the hanks themselves. 


Mr. Buckley : It was initiated by the Imperial Bank. 
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Dr. Friederich : Unfortunately we had no discussion on the part relating 
to audit in my paper. In case we had, I could have pointed out that I 
wanted to separate audit from banking because some central banks have 
special supervising staff, and we wanted to concentrate audit and super* 
vising in the auditing unions. I did not mention that the managers of 
central banks should be trained by these unions. I pointed out that the 
managers of the central banks should be well-trained in banking and co¬ 
operation, but made no proposal where they should be trained. 

Chairman: Mr. McDougall’s paper includes banking and accounting. 
I admit there was no discussion on that part of your paper. I asked Mr. 
Bamdas Pantulu whether he would take up that point and he said he 
wanted to take that up on Mr. McDougall’s paper, and to-dav we will 
have a certain amount of discussion on that particular subject.” 

Dr. Friederich: Every auditor of a credit society has to know banking 
and accounting very well. The people who are at the top of auditing unions 
have to know audit very well too. In ease I want to audit a bank 
I must know banking. 

Chairman : I agree. The point is this. Instead of having another 
school for that purpose or partly for that purpose why should we not 
prescribe that these people should possess the diploma of the Indian 
Banking Institute? 

Mr. Lamond : It holds examinations. 

Chairman: The Bankers’ Institute said that theoretical training should 
be given in Universities and that practical training should be given in 
banks. There is no use having theoretical training if you do not have in 
addition practical training, and I do not see how an institution is going 
to give practical training. Therefore, the arrangement in India, and I be¬ 
lieve in England and elsewhere, is that theoretical training should be given 
in schools and Universities. Then comes practical training, borne banks 
in India, particularly the Imperial Bank, have kindly provided for this 
practical training. Then these people go in for the examinations of the 
Bankers' Institute and get their diplomas. 

Dr. Friederich: I personally have no objection. In my country people 
who want to rise in the work of a central bank must do their period of 
apprenticeship, and must go up from an apprentice. 

Chairman: Mr. McDougall’s is fundamentally different from your 
scheme. I am now pursuing item by item. There is already an organisa¬ 
tion in India which can provide for post graduate studies—I am referring 
here to the Agricultural Board. If they found that this is necessary in 
the interests of agriculture, they could get money from Government and 
arrange for this post graduate training. 

Dr. Hydcr: We have got two bodies—Imperial Council of Agricultural 
Besearch (which consists of a Governing Body and an Advisory Board, 
the two together forming the Council) and the Board of Agriculture. So 
far as my knowledge goes I do not think the Council has taken up the 
question of co-operative education. 

Chairman: They may not have taken up the matter. Is it outside the 
purview of that body? 

Dr. Hyder: It can certainly promote research, even if that be in the 
sphere of co-operation and grant money for the purpose. 
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Chairman-. Higher studies? 

Dr. Hyder: It is purely research, 

Mr. McDougall : I understand your Council of Research is to search into 
all the wavs and means of improving the output of agriculture. It is more 
or less a scientific hoard. That, in my opinion, is an entirely different 
thing from my conception of a central co-operative council. 

Dr. Hyder : I see your point. I was telling the Chairman that the 
primary object of the Council of Agricultural Research is to promote re¬ 
search in agriculture. Co-operation may or may not form a part. I take 
it we have only my friend Mr. Devadhar on it and he sits in his capacity 
as a co-operator on the Advisory Board of the Imperial Council of Agri¬ 
cultural Research. 

Chairman: I understand from h im that they have no power to take up 
the question of higher studies in the field of co-operation unless they con¬ 
sider it necessary in the interests of the development of agriculture. 

Mr. McDougall: I am not prepared to accept that at all. 

Mr. Eamda8 Pantulu: I think Mr. McDougall is right. For co-opera¬ 
tion consists not only of agricultural co-operation, but of other branches 
of co-operation such as marketing etc., and these cannot come in. 

Dr. Hyder: We might got this information from the Vice-Chairman of 
the Council of Agricultural Research. Mr. Ramdas Pantulu in his re¬ 
marks referred to agricultural co-operation and mentioned marketing. They 
have provided the staff for carrying-on research into marketing of sugar. 
They are going to initiate an enquiry into sugarcane and other such pro¬ 
ducts. Research into marketing—finding out facts and drawing lessons 
from them—undoubtedly comes within the purview of the Council of 
Agricultural Research. 

Mr. McDougall: So far as I know the Research Council devotes itself 
to research. So far as I know, the brains of the scientists are not adapted 
for the work I propose. A scientific brain is not an organising brain—I 
say this with the most profound respect for scientists. 

Chairman: You have overlooked the fact that this Council has as its 
Vice-Chairman, not a scientist, but a great administrator. Therefore, when 
you talk of that. I can tell you forthwith that you are entirely wrong. 
Some of the members of the body are not scientists, they are administra¬ 
tors, end the position, therefore, is this; the Board itself is largely composed 
of administrators though there are one or two members who are scientists, 
who come in largely as experts for giving advice. 

Dr. Hyder: Thev come in as advisers. The other members are admin¬ 
istrators being Directors of Agriculture, etc. "But the original intention of 
the Royal Commission on Agriculture was that it should be composed 
entirely of scientists, but the scientists have been kept out. 

Chairman: It, therefore, meets your objection. 

Mr. McDougall: That is an advantage. 

Chairman: Mr. Ramdas Pantulu mentions to me that of the 17 mem¬ 
bers of the Governing Board only 2 are experts. Ap it is, the Government 
of India, when they formed the body, anticipated your objection. 
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Dr. Hyder: Tb© governing body has one or two experts and its head 
is an administrator. The Advisory Board consists of heads of department* 
of agriculture in the provinces, and some scientists attend by invitation if 
the need arises. A particular problem is referred to a sub-committee com¬ 
posed of scientists drawn from all over India. 

Mr. McDougall : You have got sufficient work on hapd? 

Dr. Hyder: There is so much work to do. One has hardly time to read 
all the papers. 

Mr. McDougall : I would more than agree with you. The research work 
required must be so enormous that it should take up the whole time. 

Chairman: It does not sit from day to day. If you think it is fully 

occupied with work you will be carrying away a wrong impression. It 

meets twice a year for 3 or 4 days, and it may be that it works for 7 or 

8 hours these days. Therefore, if the Board met on a larger number of 
days it could easily take more work. 

Mr. McDougall: My opinion is that it would be very much better for 
the Board to confine itself to its legitimate work, that is, research work. 

Mr. Ramdas Pantulu: Mr. McDougall is right in so far as he says 
that the Board neither does the work he advocates nor is competent t© 
do it. I quite agree. 

Mr. McDougall: I will certainly not support the proposal that the 
work I wish to be done should devolve, on that Board. 

Mr. Ramdas Pantulu: Supposing I propose to you that the work of 
education, generally speaking, should be left in the hands of the provinces, 
that an all-India central organisation for higher co-operative studies and 
for co-operative research and for training of officers of the provincial grade,, 
and so on, should be established, you would agree to that proposal? 

Mr. McDougall: Yes, provided a sufficiently comprehensive school is- 
established of real value and that any proposal that you make does not 
take away from the importance of that school. So much lip service has 
been paid to co-operation in this country that I should very much regret 
if anything was done which would reduce the status and importance of that 
school. It is a school that has really got to teach the teachers of 300 
millions of people. It is an enormous job. I wanted to emphasize that 
the school must really be a very great school and the best staff should 
be secured. Its importance cannot be exaggerated. 

Mr. Ramdas Pantulu: I knew the Committee will consider that. Sir 
Daniel Hamilton put forward a proposal for an all-India co-operative in¬ 
stitution for education. He says that the Government of India have agreed 
to sanction some money—whether they have actually sanctioned it or not I 
do not know. He wanted the Bengal Co-operators to start that school 
but apparently he was not satisfied that they were sufficiently enthusiastic 
about it, and he wrote to me. I replied to him to say that- there is not' 
much scope for it in Madras, and now I think he has asked the Bombay 
co-operators to establish a school in Bombay. I have not his scheme 
before me, but I understand Government actually favour it, and prob¬ 
ably have sanctioned some money. If we can get at that scheme, you will 
give us your impression of it with regard to syllabus, scope of studies, 
etc. ? I will wire to Sir D. Hamilton at Calcutta for a copy of his scheme- 
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Chairman: Judging from other communications what the Government 
ol India have done is this. They have agreed to give grants to provinc'at 
Governments for starting these schools, and Bengal, apparently, would not 
fall in line and, therefore, they could not get the money. 

Mr. Ramdas Pantulu: I wrote to him that I could not approach Madras 
Government. 

Chairman • That being the case he approached the Bombay Govern¬ 
ment. 

Mr. McDougall: ^sincerely hope that the matter will receive greatest 
consideration from the co-operative movement in India, and that some 
committee will be established to work out details. 1 have only given you 
a very general outline. You appointed a committee to work out the details 
of the Reserve Bank. Likewise a committee is required to examine con¬ 
ditions in India and work out details of the proposal that I make. I 
most sincerely hope that nothing will be done in this connection until it 
has received most careful and detailed consideration. 

Mr. Bamdas Pantulu: Still the difficulty remains. Of course, the 
Council may provide the conditions for the progress of education in all 
the provinces and give general advice as to the sound lines on which edu¬ 
cation should proceed, but I do not think it should have anything to do 
directly with the running of these organisations. I think it ought to be 
a separate organisation for teaching, unencumbered with any other func¬ 
tions and confining itself to higher co-operative studies, both of a research 
character as well as of a training character, and that the rest of the work 
should be left in the hands of the provincial educational organisations. 
The Central Council may perhaps collect information as to what is going 
on in the best organized institutions In other countries, supply literature, 
give advice, etc. 

Mr. McDougall: Under whom are you going to plnce this educational 
centre? Who ought to be the governing body? 

Mr. Ramdas Pantulu: We have a constitution now which differs in 
each province. In each province the governing body consists of the 
organizations which finance this body, who would also train the staff; the 
Registrar, who is always an ex-officio member and one or two educationists. 
In our province, there are two Professors of the University, the Registrar, 
the President of the Provincial Co-operative Union and one or two re¬ 
presentatives of Government. 

Mr. McDougall: You arc referring to the provincial organization, not 
the central. 

Mr. Ramdas Pantulu: Yes, provincial. The central organisation, I 
expect, will be managed by the various provincial organisations, some offi¬ 
cers of the Government of India both in the Education as well as in the 
Co-operation Departments being represented on them. My conception 
will be one or two representatives from each province, some representatives 
of the Government of India and probably the Director of Education. I 
think that will be a good enough constitution. 
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Mr. McDougall: In view of the fact that the Central Co-operative 
Council which I wish to see established is to have two representatives from 
each of the provinces on each of the boards, do you think that any bene* 
fit is to be gained by setting up other representatives from the provinces to 
act as Governors of these educational centres? 

Mr. Ramdas Pantulu : The representatives who will be sent by the 
provincial institutes to co-ordinate and guide education may not neces¬ 
sarily be the best representatives to co-ordinate and guide banking, or 
other functions. With regard to each of these functions specialists are 
required. I would expect on this Board of the all-India college people 
who are versed in education and who would give really some guidance, 
advice and help in the matter, of promoting co-operative education. I do 
not want merely laymen to come on this Board of the all-India college. 
Therefore, my conception of a Central Council is such as to exclude from 
its operations purely educational and training work. 

Dr. Friederich: I am not for special institutions with regard to educa¬ 
tion. If my proposals about provincial and district unions are accepted, 
I think we shall have enough institutions for educational work. I may 
be allowed to give you a picture of how it is done in my country. We 
have auditing district unions, which take boys of, say, 15 years, who have 
to learn accounting, and undergo an apprenticeship of two to three years. 
Afterwards they are trained in auditing. Then we see how these boys 
of 18 or 19 years can develop. In case they have good knowledge of 
the work and they are considered fit- to get on as auditors, we send them 
to the “Co-operative Societies School’s” training class of our Apex union. 
The training lasts for six or seveu months. The boys thus get general 
knowledge, both theoretical and practical. If they are qualified they 
become Assistant Auditors. In case they are not especially qualified, they 
have to continue to do accounting work. 

Chairman: When I read Mr. McDougall’s two papers, the impression 
on my mind was that Mr. McDougall’s idea about, the Central Educa¬ 
tional Institution is different from yours. 

Dr. Friederich: That, may he but to a small extent. 

Chairman: I understood your point to be that you do not want the 
■Central Educational Institution to deal with banking and auditing. 

Dr. Friederich: Both the proposals are connected. In ease my pro¬ 
posals are accepted with regard to district and provincial unions, there 
should be people for running them. I think there is a lack of Registrars 
well-trained in co-operation. My personal impression is that the training 
of Registrars in co-operation and auditing is not sufficient enough. There 
should be a special class of the Central Co-operative Council for training 
qualified people, for running the provincial and district unions, as 
Registrars, Assistant Registrars, etc. 

Chairman : I am simply trying to get at the bottom of the scheme. 
You want this institution to confine its training to Registrars and Assistant 
Registrars. I did not understand that to be Mr. McDougall’s idea. 
When you talk of Registrars and Assistant Registrars, may I tell you that 
the conception, so far, has been that the Registrar need not be an expert 
in banking and auditing? He must be a high administrative officer and 
you need not have the high administrative officer possessing also special 
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qualifications in regard to banking and auditing. 1 think Mr. McDougall 
said that the Punjab arrangement should be adopted and that in each pro¬ 
vincial organisation there should be an expert banker and auditor. If 
that is so, why do you want the Registrar to possess those qualifications? 
As I look at it, the Registrar is a high administrative officer. If he wants- 
to do everything, he must be an expert banker and an expert auditor. It 
would be impossible to get persons with all these qualifications and if the 
Registrar has with him an expert banker and an expert auditor, that 
would meet the requirements of the case. In the case of Assistant Regis* 
trars, similarly, considerable administrative experience is required, be¬ 
cause co-operation to a large extent involves what you call agricultural 
operations, and it follows that the chief Government officials must have 
considerable administrative experience. As it is, the Royal Commission 
on Agriculture, who undoubtedly knew more about the conditions prevailing 
in the country, did not say anything on this particular point, namely, that 
the Registrar must possess technical banking and auditing knowledge. 
All they said was ‘select your best men, and let them remain here; do not 
ehange them too often’. That is my difficulty. Before Dr. Friederich- 
made his supplementary statement, I thought we, had cleared up the 
position to some extent and that Mr. McDougall agreed that the educational 
institution was intended for the higher training of people in the upper strata 
of the co-operative movement in each province. 

Mr. McDougall: So it is. 

Chairman : Then Dr. Friederich suddenly intervened and said that was 
not his conception. So I tried to find out fronq him what his conception 
was; he now confines himself to Registrars and Assistant Registrars. 

Mr. McDougall : So far ns Registrars are concerned, I shall be quite 
satisfied if men of real ability and experience as administrators are 
appointed. 

Dr. Friederich: To make my point quite clear, I have no objection to 
Registrars to be administrators. My point is only this: I think it would 
be useful if qualified administrative people get some supplementary training 
for a short period in a school for co-operation. It would be useful even 
for very qualified administrative people. The Registrar has the full 
responsibility for audit, therefore, it would be useful for him to have a 
good knowledge of the special job. 

Chairman: I see that there is some difference at least between you and 
Mr- McDougall and I think we shall proceed with Mr. McDougall’s 
scheme. You want the Registrar to be a superman, he should not only 
be an officer with high administrative qualifications but he should also 
try to make himself an expert banker and an expert auditor. I am one 
of the few people who have worked in various departments of Government, 
civil, military audit and accounts, and I know that supermen of this sort 
are difficult to obtain. We shall leave it there. As I understood the posi¬ 
tion, Mr. McDougall does not want the Central Institution to train every 
worker in the co-operative field all over India; he wants the Central Insti¬ 
tution to train the upper hierarchy. 

Mr. McDougall: Again I should like to emphasize the fact that the 
Central Training School must really be a great organisation. 
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Chairman: That I understand. You said that before this institution 
can be started you must have the top co-operative associations in the pro¬ 
vinces coming together and working out a scheme for the proper running 
of this Central Educational Institution. That was the trend of the dis¬ 
cussion. Then Mr. Ramdas Pantulu said that if there was to be such an 
institution, he does not want it to be run by the All-India Central Co-opera¬ 
tive Council, but he wants the Governing Body to be composed in a differ¬ 
ent manner. We were on that stage when Dr. Priederich intervened. 

Mr. McDougall: With regard to that, I would ask you to consider 
very carefully the advisability of avoiding any overlapping. I should 
like the Central Council to be so represented that it would cover all the 
work pertaining to the Central organisation. While I am all for the tak¬ 
ing away of this work from the Council of Research (which, in my opinion, 
is absolutely necessary and important and I do not minimise the enor¬ 
mous importance of the work the Council of Research has already done and 
has before it), in my opinion it would be a great mistake to set up any 
overlapping in this Council of Research. 

Chairman: We are not on that point. We are on the Central Edu¬ 
cational Institution for Co-operation. Mr. Ramdas Pantulu had certain 
ideas about the constitution of the Central Education Institution for Co¬ 
operation, should that be formed. 

Mr. Ramdas Pantulu : May I know the class of students whom you 
will admit into the Central Educational Institution and the qualifications 
and status of such students? 

Mr. McDougall: I should try and use the very best brains that can be 
got to attend this Co-operative Council and take part in the movement. 
There again I do not consider that my experience has been such, in the 
short time that I have been here, as to justify me in detailing the work 
which I consider must be outlined by the authority which should give this 
matter careful consideration. 

Mr. Ramdas Pantulu: I am trying to find out the general lines. 
Suppose I say that we ought to admit into this Central Educational In¬ 
stitution graduates of Universities who have qualified themselves for 
degrees with Economics and Co-operation as special subjects, and also 
some higher grade officials whom Government may think it necessary to 
send for training, also other research scholars who want, to pursue higher 
studies in co-operation and allied subjects? 

Mr. McDougall: By all means. 

Chairman : But would you not also include in it some of those who are 
nearing the upper strata in the co-operative movement in the provinces, 
so that they may get the education necessary for rising up to the upper 
strata ? 

Mr. Ramdas Pantulu : Eor example, I may like to send my Assistant 
Secretary so that I may make him an Assistant Registrar. 

Mr. McDougall: So far as the staff and expenditure of the school are 
concerned, I would not debar anybody who is qualified. That in itself 
will require very careful consideration. 
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Mr. Ramdas Pantulu: With me it is fundamental, because I want to 
have the ordinary education for all qualified men to be imparted in the 
provincial organisation. I would confine the Central Institution to stu¬ 
dents of exceptional ability who might be of the greatest use to the move¬ 
ment, both on the official and non-official side, and to research scholars who 
wish to pursue the subject for the love of learning. 

Chairman: There is this in Mr. Ramdas Pantulu’s point that as soon 
as you take these, men or boys there, they would expect that, after they 
have passed through the Central institution, they will get employment. If 
you were going to throw it open to everybody who is qualified, boys would 
flock in large numbers and find that they have no prospects of employment. 

Mr. McDougall: I am not willing to open it to everybody. I would 
not open it any more than medical courses are open at present. 

Mr. Ramdas Pantulu : A certain number of them can be absorbed into 
the official and non-official ranks in the Co-operative Departments. If 
the conception is as I have stated, you must have a set of teachers and a 
Board to control the organisation. Would you constitute them on an in¬ 
dependent basis without reference to the provincial educational organisa¬ 
tions or would you co-ordinate them with the provincial organisations in 
some way? 

Mr. McDougall: There is no reason why they should not be co-ordinat¬ 
ed with the members of the Council as I have very briefly outlined. Let 
me take an example. You yourself are an authority on Co-operation in 
Madras. I should expect to see you on the Council of Co-operation. I 
am quite sure that your abilities and qualifications are such that you can 
take part in the management for the school with equal benefit to the 
movement as you can in the other work which the Co-operative Council has 
to do. 

Mr. Ramdas Pantulu: You would constitute the Board of Management 
of the All-India Institute in some manner so as to have the representation 
of the provinces? 

Mr. McDougall: That is so. 

Mr. Ramdas Pantulu.: In course of time I expect this organisation to 
be financed by non-official organisations supplemented probably by State 
aid from the provinces; I also expect the students coming here to be con¬ 
tributed by the provinces through the Universities or other organisations. 
Therefore, both the human material as well as the money for this organisa¬ 
tion must ultimately come from the provinces. It must be something 
like a co-ordinating organization for education for all India, mainly depend¬ 
ing both for the supply of students and for money on the provinces. Do 
you agree? 

Mr. McDougall: Yes. 

Mr. Ramdas Pantulu: The rest is a matter of detail. 

Mr. McDougall: Yes. 

Chairman: In view of Dr. Friederich’s intervention and of the fact 
that he was explaining the German system, I would like to ask him 
whether in Germany there is any Central Educational Institution of this 
type outside the Apex Bank? 
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Dr. Friederich : There is no special body, but the work is included in 
that of the Apex Union. It is the Apex Union, not the Apex Bank. 

Mr. Ramdas Pantulu: Have you anv knowledge of the Central School 
of Co-operation in Moscow? 

Dr. Friederich : No. 

Mr. Ramdas Pantulu : It is not connected with any Institute or Centra? 
Council; it is an organisation bv itself and, therefore, lias some parallel to 
the kind of thing I am suggesting.. 

Chairman : The difference between Mr. Itarndas rantulu and Mr. 
McDougall is that the former does not want Ibis school to be run by an 
All-India Council, but by a governing body to be selected largely from the 
provinces and supplemented by Agricultural Advisers of the Government of 
India. 

Mr. Ramdas Pantulu : I have merely made, my suggestion. I do not 
know how far T will differ from Mr. McDougall ultimately. 

Chairman : Mr. McDougall’s point was that the exact constitution 
would be a matter for settlement by the various provincial co-operative 
institutions of this country sitting together through their representatives. 

Mr. McDougall: That is so. 

Mr. Ramdas Pantulu: Item (c) of the functions of the Central Co¬ 
operative. Council is given as “to promote and organise co-operative market¬ 
ing”. I take it that the supply of information about world markets and' 
the prices and the prospects of outlets for produce fall within your market¬ 
ing scheme. 

Mr. McDougall: Yes. 

Mr. Ramdas Pantulu: Do you contemplate the Central Council 
merely to act as an Information Bureau or do you want the Council actually 
to function as a Marketing Board? 

Mr. McDougall: If you read my paper on Marketing, you will find that 
I have suggested the establishment of a .Marketing Board for all India. 

Mr. Rgmdas Pantulu: If you had used words which will merely indi¬ 
cate that the object' is to give information, supply statistics and tell 
people as to where the produce can be sold to the best advantage, etc., I 
would have thought that there was much to be said in favour of the pro¬ 
posal, but in view of the proposal for a National Marketing Board I was 
wondering whether your Central Co-operative Council would act as a 
Marketing Board? 

Mr. McDougall: You will understand that only when we come to the 
paper on Marketing. 

Chairman: Mr. Ramdas Pantulu’s point is this: where is the line of 
demarcation between the functions of this Central Marketing Board which 
you propose later on and the functions of the all-India Council m regard 
to the promotion and organisation of co-operative marketing* 

Mr. McDougall: In the first place if the Central Marketing Board is to 
function in an adequate manner and to do its work effectively, it has got to 
do far more than merely co-operative work. It has got to be a Marketing 
Board to try and co-ordinate the whole marketing activity 
of this country in all its aspects. In fact the whole trading 
tnmhinery has got to be co-ordinated there. I perfectly realise that thera 
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*o-operative representatives on its constitution, will not be directly res¬ 
ponsible for marketing within the co-operative movement. That may be 
another objection. So far as the actual co-operative marketing from the 
point of view of the ryots is concerned the co-operative council would be 
of enormous assistance in working out the details and then help in co-ordi¬ 
nating the whole work through the Central Marketing Board. 

Mr. Ramdas Pantulu: I fully realise the importance of your suggestion. 
But may I ask whether it is your idea that this body should theoretically 
render assistance to the movement or should practically guide the working 
of the marketing movement 

Mr. McDougall: It certainly will be required to give all the informs- 
tion and make itself responsible for making all the necessary investigations, 
but at the very commencement the Central Council, when established, 
should co-ordinate all the co-operative institutions throughout India. My 
desire is that this Council should take a very great interest in the problem 
of marketing. I think there is a very great field for the Council to work 
out and to disseminate information about marketing and wherever it is 
fqund by the Board that marketing is possible, then in some way or 
other it will have to stimulate interest in the provinces. 

Mr. Ramdas Pantulu: You do not contemplate this to function as a 
co-operative marketing board? 

Mr. McDougall: That again, I think, should be left to the body when 
it is set up to decide details. I should, however, say that it is only after 
the most profound and careful investigation that it is possible to fix the 
real amount of work that is going to devolve on that co-ordinating authority. 

Mr. Ramdas Pantulu: My point is that I might be in favour of a 
Central Co-operative Council—whatever be its constitution—so long as 
it confines itself to advisory functions and educative functions and so on, 
but if you think that the question of its actual functioning as a co-ordinating 
board be also left been probably, I may not agree to its being so. 

Mr. McDougall: The marketing of Indian—let us take cotton for 
instance,—is not confined to one province. If you are going to establish 
co-operative marketing, you have got to have a scheme which will include 
the whole of India in its sphere. If, for instance, you get to a stage 
when all cotton will be graded to certain standards and sold by co¬ 
operative organisations, my feeling is that this is the only Council that 
would be able to co-ordinate these provinces and get them to work uniformly 
in that endeavour. 

Mr. Ramdas Pantulu: A kind of help you have mentioned with regard 
to the cotton sale is now being done by sale societies and the necessary 
assistance is being rendered by the Provincial Governments through the 
Registrars. That might probably become the Marketing Board and the 
Registrar may be relieved of this function, but I really cannot see how it 
legitimately comes within the functions of the Central Co-operative Council. 

Mr. McDougall: Let me give you an example. The Ministry of 
Agriculture in England has a marketing department which is responsible 
for all the research work. It has many committees of traders and farmers 
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noting in consultation with it in an advisory capacity. That department 
does not organise actual markets. It only does research and advisory 
work. It brings the traders together to discuss these various problems and 
the actual work of organisation is left to a body which is working in close 
co-operation with it. 

Mr. Ramdas Pantulu: Are you content with entrusting this Central 
Co-operative Council with the functions of research and advice and leave 
the actual work of organisation to the different bodies? 

Mr. McDougaU: I think you must have some co-ordinating authority 
in your provinces, and I could think of a no better authority than the Cen-i 
tra] Council to do this. I suggest that very strongly. It is utterly im¬ 
possible for me, coming out here at such short notice, to go into details. 
.Which would meet the requirements of your country. 

Chairman: If there is a central marketing organisation and it arranges 
about the grading, etc., the point is why it should be left to the provincial 
co-operative movement to organise and promote co-operative marketing 
and arrange for grading on the lines laid down by some central authority. 
At present what is done in regard to cotton is the Central Cotton Com¬ 
mittee through their experts look to the grading and other matter. If 
there was a central institution which lays down the essential principles of 
co-operative marketing, Mr. Ramdas’s point, to my mind, seems to be why 
not leave the matter thereafter to the provincial co-operative authorities. 

Mr. McDougall : The provincial authorities will certainly be respon¬ 
sible for the work of the primary societies. That I consider to be the 
provincial work. 

Chairman: You have in paragraph 1 (a) suggested the co-ordination of 
all co-operative interests in India and then you have made some other 
suggestions. 

Mr. McDougall: To promote and organise co-operative marketing, 
these representatives from the various provinces will sit in consultation 
and discuss the various marketing problems as it affects the country as a 
whole and will endeavour to outline schemes which can be applied to the 
provinces and which should be acceptable to the latter. 

Mr. Ramdas Pantulu : If you stopped with saying “promoting” without 
saying “organise'”, then there may be no objection. 

Mr. McDougall: I have no objection to do that provided that through 
the Central Council you will attempt to get the various provinces united 
in whatever steps that are taken to secure systematised marketing. 

Chairman: I do not understand the latter part of it and that is a matter 
where the basic principle is involved. 

Mr. Ramdas Pantulu: I might say that it is the crux of the whole thing, 
whether it is to be only an advisory or an organising body. 

Dr. Friederich: Speaking for myself, I personally understood, when 
this matter was discussed, that this is to be a purely advisory board. 

Mr. McDougall: I am quite willing to withdraw the words “and' 
organise” from (c) and “organise and” from (e). 
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Mr. Ramdaa Fantulu Then summing Up the results of our confiiiltn- 
tions, you agree that the functions of this Board should be purely of an' 
advisory character and not controlling. 

Mr. McDougall: As I have already told you it is a matter, in my 
opinion, which has got to be carefully gone into by the authority responsi¬ 
ble for framing the constitution of the Co-operative Council. Personally, 

I should prefer to have a really strong Central Council. I am, however, 
aware that owing to Provincial autonomy that may be a very difficult 
matter. 

Mr. Ramda8 Pantulu: Let me tell you my small experience which has 
some direct basis on your proposals. Nearly a year or a year and a half 
ago we started an All-India Co-operative Institutes Association to co¬ 
ordinate the activities of the various provincial institutes in the country. 
We have actually set one in working order with that veteran co-operator 
Sir Lahthhai Sarnaldas as the Chairman. We framed a set of bye-laws 
which we discussed at a Conference held in Bombay which was attended 
by representatives from 18 provincial institutes. You may take it from 
me that every word in the bye-laws was thoroughly scrutinised and they 
wanted the Conference to delete all words purporting to mean any control 
over the provincial associations. So mucji so the present organisation is 
•completely bereft of any controlling authority. Therefore, while I am in 
favour of your scheme of n Central Organisation, 1 want to advise you to 
agree to that organisation having only advisory and research functions so 
that there might be unanimity of agreement on this matter. 

Chairman : I look at this from the practical point of view. My point 
is that in view of the existing system of Governmental control and work¬ 
ing in this country, I for one feel that it will only be good on paper and 
it may be still barren in its results. 

Mr. McDougall : I understand that you have retained certain powers 
to the Central Government while on other matters autonomy has been 
conceded to the provinces. 

Chairman : We have not centralised more than it is at the present 
moment. On the other hand we have decentralised several subjects which 
are under the control of the Central Government at present. At the pre¬ 
sent moment it is only a provincial matter. 

Dr. Trip: Does this also include the question of the general marketing 
in the country because I see great importance, in the proposals of Mr, 
McDougall (with regard to a Marketing Board for all India)? 

Chairman : In regard to marketing, I shall not touch that subject until 
I have got the views of the Vice-President of the Imperial Council of 
Agricultural Research. 

Mr. McDougall: Perhaps Dr. Hyder will be good enough to tell us 
the reason why the Imperial Council of Agricultural Research had to be 
•co-ordinated. 

Dr. 'Hyder: We had to face this constitutional difficulty as regard# 
•agriculture. We studied the constitution of all Federal countries. We 
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had the advantage of having expert witnesses in London who came and 
explained 'to us how the things were managed in their country. This is 
given quite clearly in the volumes of evidence of the Royal Commission on 
Agriculture. You know how the States in America insisted upon State 
Sovereignty and how they went to the length of declaring war on a parti¬ 
cular issue. Nothing in the constitution of America is mentioned except 
the words ‘‘welfare of the people of the United States”. Round that 
welfare they established this department of Federal Agriculture. I shall 
read to you what they do in America at present as contained in para. 37 
of the Report of the Royal Commission on Agriculture: — 

“While many a question in regard to the use of these Federal funds 
have arisen in the main, the supervision exercised has been 
in the nature of advice or suggestion, with the speedy correct 
tion of any doubtful procedure to which attention was called. 
There is perhaps no similar example of the administration of 
so large a public sum for research in any line, and the spirit 
in which it is met is a sign of the community of interest and 
the desire to secure the funds the highest practicable degree of 
productivity.” 

The question that was put to you was why is it that these units came 
together? There is the common need for pooling experience for getting 
on with the work. The problem becomes one of constitution, how to 
reconcile without force, without compulsion, something from the centre- 
jvith the undoubted independence of the provinces. If I sum it up in 
One word, the experience of all these federal countries is that the function 
of the centre is to provide money but it should take care that control does 
not follow finance and it reduces itself to friendly help, guidance, direction, 
but not in the nature of control. We are feeling the need for that. Take 
for instance education. We all work in different directions but we felt 
the need for coming together to pool our ideas. Out of that one conference 
was born an Inter-University Board. Of course, in the Universities we are 
very independent people. I do not think two professors like to remain 
together for a long time. But to pool our experiences is supported partly 
by the Universities and some financial help is given but we do not dictate 
to the Universities. We say—this is the better way, follow it. It is- 
up to them. 

Mt, McDougall : With a movement, the motto of which is ‘All for each 
and each for all’ do you consider that executive powers given to a central 
authority, remembering that motto on which co-operation is wholly based, 
is impossible? 

Mr. Ramdas Pantulu : Your idea of vesting power in a central autho¬ 
rity in co-operative organisations is based upon the idea of federal control. 

Mr. McDougall: So it is here. 

Mr. Ramdas Pantulu: It is not so here. You are trying to vest power 
over the provinces in the Central Council which is not comnosed on the 
federal basis. If it is actually a Union of the provincial institutes, as our 
union is, it is a different proposition. The proposition ‘each for all and 
all for each’ will apply only when the central control of the federal 
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body is based on the democratic control of the Unions. If you show me 
that you can secure that, the difficulty will be over. But let me tell Dr. 
Trip, you need not go away with the idea that if the functions of a body like 
the one you suggest are merely to be advisory that they will not be effective. 
The Research Council is a body incorporated under the Indian Societies 
Act. Originally, the idea was to constitute it under the executive order 
of the Governor-General in Council, framing rules retaining power to remove 
and appoint members and so on. But at the first meetmg, when it was 
organised, the general idea of both the officials and non-officials was that 
the better system was to remove it from the Central Government’s purview 
except for certain purposes of helping it. Therefore, we now register it 
under the Indian Societies Act as a corporation and its functions are re¬ 
search and advisory so far as the province is concerned. As a matter of 
fact provinces have not only resented the arrangement but they have 
taken kindly to it that there are more and more applications for help 
from this body. Government gave a grant of 25 lakhs lump sum first and 
7J lakhs recurring and more money will be forthcoming because the Govern¬ 
ment have shown their full sympathy with this object. Therefore, though 
it is a non-official organisation, organised as a corporation under the 
Societies Act, it has very many potentialities without any power of control. 
It is exercising enormous influence. All the provinces are flocking to it 
for grants and for advice. Therefore, even if your scheme for the centrali¬ 
sation of co-ordinated research and other things is planned somewhat on 
the lines of the Research Council to which Government will contribute 
its quota and the provincial organisations contribute their quota, I promise 
you it will be a very useful and strong body in spite of the fact that 
theoretical control is not embodied in it. If you can modify your scheme 
so as to eliminate the element of control in it, it might have a very good 
chance of being accepted by the committee. 

Mr. McDougall : You have put up a very good case but we have to go 
back to constitutional matters again when I say that, in my opinion, a 
great mistake was made in not having a federal control over agriculture 
as a whole. 

Mr. Ramdas Pantulu: It is in the melting pot now. It is not too late. 

Chairman: You say that about agriculture, other people say that about 
industries. 

Mr. McDougall: Industries are localised. 

Chairman : That is your view, but many people strongly take the view 
that industrial development can only be possible on right lines if it is 
centralised. Once we start on these lines why could not education be a 
federation subject then? It is one of the most important items in the 
well-being of a nation. Why should not sanitation be a centralised subject? 
As it is, you may not hold that view, but if you had .some doctor experts 
here they would say most certainly. I have had two educationists dis¬ 
cussing with me this question of education being a federal subject. Indus¬ 
tries, undoubtedly, I know. Then we come back to the position that perhaps 
having that motto in view the Government of the country should be unitary; 
and not federal. That is the reason I said; I am not prepared here to 
discuss constitution. I looked at it from a more practical point of view. 
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Mr. Devadhar: I would add to your definition a substantial contribution 
from the Central Government. I am also a member of the Imperial 
Council of Agricultural Research. I doubt very much if the Government 
of India had not come forward with the initial lump sum of 25 lakhs and 
recurring fund of 7£ lakhs, there would have been any prospect of getting 
all the schemes by their own officers. Then there is the Indian Red Cross 
Society which is a provincial organisation. We do not accept its control. 
Though the idea of having institutions on a central basis appeared very 
advisable from the point of view of co-ordination, we cannot go against 
general sentiment in the first place of people having voice and control 
with regard to the money which they themselves collect and the work 
which they themselves have to do. Secondly, that kind of imagination 
has not yet taken hold of the people where in the interests of the country 
they will sacrifice their control. My third, argument is this. 
Everything really has come from the top. If we really want an organisa¬ 
tion based on popular will, it must now be given an opportunity to come 
up from the bottom. These organisations are growing up. I have been 
in the movement during the last 20 vears and T find that the federation 
spirit is taking hold of the people. If we jump up all at once without 
having regard to the method which is followed. T think you will find it 
very difficult. 

Chairman : 1 simply want, to say one word. He dragged in the question 
of finance. There is the feeling, why should money which is contributed 
by the tax-payers of Bombay be utilised to improve matters, say, in 
a backward province like Bihar and Orissa. We shall meet this particular 
point by putting to Mr. MeDougall your suggestion to bring item (h) into 
line with items (c), (d) and (<?). "if you could cut out the word “organise” 
in (b), if you have no objection to that modification, then my whole idea 
of this being advisory will he completed. 

Mr. MeDougall : I am afraid I shall have to know your opinion in regard 
to the other points you ha\3 raised before I shall be prepared to cut out 
^organise’ there. 

Mr. Ramdas Pantulu: Will you cut out the words ‘and control’? 

Mr. MeDougall: No, I could not cut out the words ‘and control'. This 
educational centre must be under the control of some authority. I can 
imagine no better authority than the representatives who will be appoint¬ 
ed by the Central Council by the provinces themselves. 

Mr. Ramdas Pantulu : It will have a Board of its own but the promo¬ 
tion of that institution and organisation might well be taken up by a 
central authority. The Chairman mentioned to you the present difficulty 
of financing it from the central Government. It is a real difficulty. 
Therefore, I am contemplating a separate body to actually run it, just 
as you have a marketing board. This education will also be run by another 
board but it will give this council all the powers to advise and tell them 
exact.lv what they have to do and also have a scheme ready for them. 
Therefore, if you wish to promote an all-India educational centre for 
research and higher education and give it its own board, the question 
of who is to set it up must be considered later. Are you agreeable to 
that change? 

Mr. MeDougall: Before 1 should be prepared to alter that, I should like 
•’Tittle time for considering that. 
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Mr. Ramdas Pantulu: Would you now like to modify as follows item 
(b) of your first proposal on page 4 with regard to a central co-operative 
council:— 

(b) To promote an all-India educational centre for research and 
higher study and training in Co-operation? 

Mr. McDougall: No. I should prefer to leave it as it is. 

Dr. FriedericK: 1 do not agree with Mr. McDougall. I have already; 
expressed my opinion when we discussed the matter, that the central co¬ 
operative council should have advisory functions with regard to the pro¬ 
posals made. I think this central co-operative council could do much more 
useful work in case it gets advisory functions. 

Chairman: It has been noted. 

Mr. Devadhar: You want to give it a controlling position ? 

Dr. Friederich: Not controlling, only advisory. 

Mr. McDougall : You have my view. Here there is a difference of 
Opinion between us. 

Mr. Ramdas Pantulu: With regard to the constitution of the Central 
Co-operative Council I have given you a small draft. Will you kindly say 
whether it will suit you? 

The Central Co-operative Council shall be the apex institution for tbft 
provincial institutes, on the board of which may be represented, besides 
the provincial co-operative institutes, the co-operative departments of the 
various provinces and the Department of Education, Health and Lands 
of the Government of India. It shall be registered under the Co-operative 
Societies Act or some other appropriate enactment. We recommend that 
the provincial Governments and the Central Government should render 
it such financial assistance as may be necessary to enable it to function 
efficiently. 

Mr. McDougall: This Department will be entirely independent of the 
Ministry of Agriculture. 

Mr. Ramda8 Pantulu: Just as much dependent as the present Council 
of Agricultural Eesearch is. 

Dr. Hyder: The Council of Agricultural Research has been declared 
a Department of the Government of India under the Department of 
Education, Health and Lands. You may verify this from Sir T. Vijaya 
Raghava Acharya. 

Mr. McDougall: I have no objection if that is what Mr. Ramdas 
Pantulu contemplates. 

Mr. Bamdas Pantulu: The Research Council is a registered corpora¬ 
tion under a particular enactment. It is not an actual department, but 
it has the same effect. Take the Tata Research Institute to which the 
Legislature sends some representatives. Government finances it, it is 
represented on it, and has a voice in its administration. Therei is a pro¬ 
vision in the constitution of the Research Council that changes are to be 
tfiade by a resolution of the Council and not by the executive orders of 
the Government of India. 
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Dr. Hyder: They have got to go before the Finance Committee; they 
have got to justify everything, but it was distinctly stated—our Chairman 
will know what the meaning is—that the administrative officers collectively 
form either a department by themselves or are linked to the .Department 
of Education, Health and Lands. 

Chairman: So far as I know, the Vice-Chairman of that body now ranks 
with the Secretaries of the Government of India and his work is included 
in the portfolio of the Member for the Department of Education, Health 
and Lands. That is what probably you are referring To. The main point 
is that it is not a controlling authority. It is an advisory body, but since 
it has to spend money which is given to it by the Government of India, 
a sort of liaison has been established between it and a Department of the 
Government of India. Its executive head functions as a Secretary to 
Government. 

Mr. Devadhar: No contribution comes from any provincial Govern¬ 
ment. There are provincial committees. 

Mr. McDougall: When I first thought of a Central Co-operative Council, 
I wondered if I could make a case for a new Department of State, called 
the Co-operative Department. From the point of view of the magnitude 
of the work which has yet to be done I think it will be justified. I then 
thought it would be unfortunate to separate the Department of Agriculture 
from that of co-operation and that Agriculture and Co-operation should be 
linked together. I think it is on the whole better to attach Co-operation 
to the Department of Agriculture. 

Mr. Ramdas Pantulu: Naturally, it will be so. In fact Co-operation 
is under the same Minister or the Member of Government who is in chargt 
of Health and Lands. Therefore, it may be made an adjunct to the Agri¬ 
cultural Council of Eesearch or it may be another body controlled by some 
Department for the purpose of administration, but, as the Chairman has 
Said, the more fundamental point is whether the body will have controlling 
authority over provincial organisations. How to establish a connection 
between this body and the Government of India does noF present many 
difficulties except to the extent that Government will have to decide for 
themselves what they will or will not do. So far as we are concerned 
we can make a recommendation, without infringing upon the functions of 
provincial Governments or provincial non-official organisations, somewhat 
on the lines proposed. But the real point is we are depriving this body 
of all controlling authority and we are making it an advisory and research 
institute, but you do not propose to deprive it of all controlling authority. 
That is the real point of difference between you and me. With regard 
to the constitution it is a matter of no great consequence so long as you 
do not press for your demand that it should be definitely placed in charge 
of a minister in a controlling position. The Central Minister may not 
agree to powers of controlling the provinces, but he will certainly not 
have any objection to help a body of a research and advisory character 
lik e the Eesearch Council. There will be as much objection or welcome 
to it as there will be to the Agricultural Eesearch Council. 

Mr. McDougall: I have discussed it with the present Minister of Agri¬ 
culture, Punjab, and he was heartily in favour of a Central Co-operative 
Council. We did not enter into details. 
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Chairman: With controlling functions or advisory functions? I had 
great difficulty in regard to a similar institution about roads. There too 
I managed to start an institution in a tactful manner, but control was 
objected to. That is the whole point. Perhaps none of u a would object 
to a central institution like the one you propose, but many of us, from 
the practical point of view, will have strong objections to invest that 
institution with controlling power. 

Mr. McDougall: I differ from the decisions that have already been 
made with regard to your constitution. I should have kept agriculture 
as a central subject. 

Chairman: I see your point. I may tell you that Sir Thomas Holland 
in the views he placed before the Joint Parliamentary Committee in 1920 
was strongly in favour of federalisation or centralisation of industries. 
He was not concerned with agriculture. Once we start that, we do not 
know where it will end. But, so far as we are concerned, we have to 
draw on the sketch of the picture as it stands. 

Mr. McDougall : I consider that an infinitely stronger case can be 
made for agriculture than for industry. I take my stand on that as a 
matter of principle. 

Mr. Ramdas Pantulu: On page 5 you say, “villagers look upon co¬ 
operative funds as Government money . May I know in what province 
you gathered this impression? 

Mr. McDougall: In the United Provinces and the Punjab. 

Mr. Ramdas Pantulu: The tendency for the last one decade has been 
for departmental officers to divest themselves of all financial responsibility 
and entanglements with regard to co-operative credit. They tell the 
people that they are not responsible for the financial soundness of co¬ 
operative banks. So far as I know, no depositor deposits money in a 
co-operative bank because Government will ultimately make themselves 
responsible for repaying deposits if the bank fails. My experience of 
several provinces shows that people do not look upon co-operative money 
as Government money. I know they look upon it as money which they 
can repay at leisure or not at all, but that is a different matter. 

Dr. Hyder: However sad it may be, here in every village you hear 
from the mouths of cultivators that co-operative! banks are sirkari banks. 

Mr. Ramdas Pantulu: So far as I know, people do know that this 
is not on the same footing as taccavi loan or a loan given for land improve¬ 
ment under an Act of Government. I have attended seven 1 general 
body meetings of both village societies and central banks, and I have 
not heard that anybody was under the impression that co-operative money 
was Government money. 

Mr. McDougall: I can assure you that my very clear impression is, 
from the conversations we had with many registrars and with many deputy 
registrars and inspectors, that there is a distinct feeling in the country 
among the cultivators and depositors that Government is behind the co¬ 
operative movement and that because of this, money is perfectly safe. 
Of course, had I known that my views or statements would be challenged, 
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I should have taken very great care to note down at 
impressions were formed. Our general impression is 
point. 

Mr, Ramdag Pantulu : In the two provinces? 

Mr, McDougaU: Yes. 

Mr. Shanmukham Chetty: There is that feeling to some extent in 
Southern India. 

Dr, Hyder: The fact is that people have not fully realised the full 
meaning of co-operation. They see the Registrar and other officials*and 
come to think that it is girkari. 

Mr. Ramdag Pantulu: They exercise their rights very fully. If you 
attend a general body meeting of a centrul bank attended by about 300 
members, you find what fight is put up by representatives of village socie¬ 
ties. They are fully alive to their rights. They are both lenders and borrow¬ 
ers and they fight with regard to rates of interest, instalments, extension^. 
This can easily be ascertained by anybody who attends a general body 
meeting, and the Registrar is often helpless. 

Mr. Devadhar: When a member is admitted, I think it is made very 
clear to him as to what the constitution is, what Mb liability is, where 
the funds come from. If some people have told you that general members 
are under the impression that it is all Government money, it was probably 
to emphasize the difficulty of their work. Our friend. Dr. Hyder, said that 
they call co-operative banks sirkari banks. A girkari bank does not mean 
‘belonging to Government,’ it only means that it is not altogether a thing 
without any control or supervision, but that there is an Act under which 
it is registered and is subject to statutory audit, and there are responsible 
people who keep a watch over it. I should consider it an exaggeration if 
anybody were to tell me that even as much as 20 per cent, of co-operators 
believe that co-operative money is Government money. 

Mr. McDougaU: With regard to Government money you are perhaps 
right. The impression is that Government are behind it, Government 
ahe not going to let them down, and,, therefore, money is safe. 

Mr. Ramdag Pantulu: That is a different proposition. 

Dr. Hyder: The whole thing has been clearly brought out in the U. P 
report. You will find the true state of affairs depicted there, how they 
regard co-operation in U. P. 

Mr. Ramdag Pantulu: Do people think that Government is lending 
money ? 

Mr. Devadhar: They may do it in one place, but not all over. 

Mr. Ramdag Pantulu: Nowhere do I think it is considered that it is 
Government money or Government lend money. 

Mr. McDougaU: If a Government official goes to the people and says, 
■Now I have got this amount. If you can see your way to start a co* 
operative bank, here is money for it,’ I do not think the average ryo^ 
would concern himself so ; much as to' find out where the money comes 


the time how these 
very strong on thia 



$48 


Item. He sees a Government servant coming along, and he looks upon 
co-operative money .as Government money. 

Chairman: It is curious to me that an Inspector can go to a village and 
tell them, ‘I have got money and it will be made available for loans if you 
start a co-operative society.’ To my mind, that is not the Government 
conception of a co-operative society. 

Oh. Mukhtar Singh: About 9 months back we applied for 13 societies 
being registered. Out of them 6 were turned down. Inspectors do not 
act as Mr. McDougall suggests. 

Chairman: Under the present conditions an Inspector cannot go to a 
village and tell the people, “I have come with a thousand rupees in my 
pocket. If you were to start here a co-operative credit society, that 
thousand rupees will be available for the grant of loans to the people.’ 
As I understand the arrangement, when an Inspector goes to a village, 
he will have to tell them ‘Look here, if you form yourselves into a society, 
produce a statement of your assets, we will fix the limit up to' which you 
can borrow money’. If you accept the responsibility of unlimited liability 
or. limited liability, whatever it is, it may be possible to start an associa¬ 
tion and grant loans to people”. Now the granting of loans depends on two 
things, firstly, on the Registrar granting registration to the institution and 
secondly, if local deposits are not forthcoming, on the institution satisfying 
the district bank if it obtains a loan from the district bank that it would be 
able to repay the loan to the district bank. Until that stage no money is 
forthcoming. Therefore, I thought it was purely some looseness in wording. 
When you stressed the point, the impression I gathered was that the 
Inspector goes to the village and gets hold of the people and tells them 
*1 have a thousand rupees in my pocket and if you were to start a society 
in this village, this amount would be available for loans.’ That, to my 
mind, is not drawing the picture as it should be drawn. 

Ch. Mukhtar Singh: The procedure in the United Provinces, at any rate 
in. Meerut, is like this: we send an, organizer, who is an official, first he 
goes to different villages and talks to various people, remaining in the 
.villages for 10 or 15 days and sometimes a month. There is a separate 
(organizing fund for this purpose. Sometimes he has to go three or four 
(times before he decides the proper village where he can start a society. 
He takes the signature of the villagers and the papers are sent to the 
district bank. Then the directors examine the papers and if they like, 
they send one of their director to see for himself whether the right sort 
of people are joining the society. The papers are then sent to the 
Registrar who has to sanction the registration. I have never found 
(that all the societies we have sent up have been registered; at least 25 
per cent, will be rejected. It is not possible that anybody would go and 
simply offer the money to form a society. 

Mr. Ramda8 Panlulu : Let me make my position clear. There are two 
matters which would certainly suffer if Government had some financial 
■connection. The Registrar usually used to fix before-hand the maximum 
limits up to which money could be lent to societies. The other service 
he was rendering was the recommending of loans applied for to the central 
hanks. The loan applications used to be sent through the Registrar and 
Assistant. Registrar and their recommendations used to be taken. In 



844 


the last few years Government have distinctly instructed Registrars not 
to undertake these responsibilities but to leave them entirely to financing 
agencies, and so in many provinces loan applications do not go through 
the Registrar or Assistant Registrar. They come to the central banks 
through the Supervising Body. The Calvert Committee (the Committee 
ton Co-operation in Burma, 1928-29) says that these two functions in 
Burma should be left to the Registrar, namely, fixing the borrowing power 
:of members and recommending the grant of loans without undertaking 
any financial responsibility. The Government of Burma, in passing a 
resolution upon the Report, said : — 

“A more controversial point is raised when the Committee proceed 
to recommend that the co-operative staff should attempt to 
advise the financing body whether the maximum normal 
credit limit of a society is reasonable or not in view of rural 
conditions and that applications for loans other than crop 
loans should be submitted through the Junior Assistant Re¬ 
gistrar. The suggestion, of course, is that though the respon¬ 
sibility for granting a loan must rest entirely with the financing 
agency, the advice of the co-operative staff should be at the 
disposal of the financing agency. As at present advised, 
however, though they have not yet arrived at a final conclu¬ 
sion, the Government are disposed to feel that even the 
giving of» official advice as to the granting of loans would 
weaken the Bank’s sense of responsibility and might end in 
placing the department in much the same relation to the 
financing agencies as that in which it was involved in the 
case of the provincial bank, and Drovisionally they are of 
opinion that Recommendations 55 and 56 should not be 
accepted.” 

'Recommendation 55 is about the fixing of limits and 56 about the sanction 
of loans. Eventually, Government have confirmed the order that the 
Registrar should neither advise with regard to the fixing of loans nor 
advise with regard to the sanctioning of loans. With regard to financial 
affairs, there is no service now which Registrars are required to do. 

Ch. Mukhtar Singh: But this is not so in the United Provinces. 

Chairman: It is quite different in the United Provinces. Here is the 
Report of the Co-operative Committee of the United Provinces in 1926. 
(This has now become ancient history): 

"Owing to the initiative and help given by Government from the 
outset, the movement has always been identified with Govern¬ 
ment and is still generally regarded by the people of this 
province as a Government movement.” 

Mr. Devadhar: I think you have been to the United Provinces and the 
Punjab where the movement is differently organized and differently con¬ 
ducted from what is done in provinces like Bombay and Madras. Our 
practice is as follows: the society, as a rule, is organized by an honorary 
organizer and generally no initiative is taken by Government in the matter; 
Their function comes in when we send any definite proposal. Then it is 
referred to the Assistant Registrar. He examines it and in doing so he 
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finds out whether there is any genuine desire on the part of the people 
lor a society. A good deal of intelligent propaganda work is done as far 
as possible by means of lectures, etc., to let the people know what must 
be done. When I was conducting the debt redemption co-operative societies 
for sweepers, scavangers, mill hands, etc., in Bombay, Mr. Crosthwaite 
who was the Registrar of Co-operative Societies in the Central Provinces, 
was surprised to find that I had formed societies on unlimited liability 
basis for that class of people and he wanted to know whether they under¬ 
stood what was meant by unlimited liability. When he came to Bombay 
and went around with me, he put that question to the men and they gave 
him satisfactory answers. Such societies generally do not leave that 
part of instructional work unfinished. 

Dr. Friederich: The feeling that Government is responsible for co¬ 
operative work is in reality there. The Report of the Centrally Administered 
Areas Committee says on pages 212-213: — 

“The co-operative central banks are undoubtedly able to attract 
outside deposits, but except in Ajmer-Merwara, far too large 
a proportion of these outside deposits comes from local bodies, 
officials, institutions and minors, due largely to a widespread 
feeling that Government is in some way responsible for the 
safety of the depositors’ money.’’ 

Chairman: Here this goes further and the way that Mr. McDougall 
put it is the crux of the thing. It does not mean that anybody can go 
to a village, collect the villagers and tell them “I have got in my pocket 
one thousand rupees of Government’s money and now if you start a 
society, you will immediately get one thousand rupees.” That possibly 
cannot be the feeling, because as Ch. Mukhtar Singh pointed out in 
regard to the United Provinces before that can be formed, the financing 
authority which is not Government, but a district or central bank, has got 
to approve of it financially as it will probably have to make the first loan on 
which the primary society can start its operations and even the district bank 
is not the final authority. The application then goes to the Registrar and 
he may, in spite of the acceptance of that particular institution by the 
district bank, turn down the proposal. Therefore, when it was said that 
this was understood to be the position in the United Provinces it was very 
difficult for me to take it as it stood. The Inspector or organizer cannot 
go there with the thousand rupees in his pocket. 

Ch. Mukhtar Singh : He has no money. 

Chairman : He can collect the people and tell them ‘if you sign this 
application and if you produce your haisyat, I shall send up the application 
to the district bank, and if they are satisfied, perhaps, you may have a 
co-operative society here.” That is the process. Therefore, the human 
element in the Inspector, etc., does not count for a good deal. The 
Inspector knows that he cannot start the primary society, however human 
he may be and whatever kudos he may want to gain, until he persuades 
the district bank in the first instance and ultimately the Registrar to 
agree to the establishment of that society. That is really Mr. Ramdas 
Pantulu’s point. 



Mr. Lamond: The latest report of the Registrar of Co-operative 
Societies, Madras, contains this statement:— 

“In accordance with the orders of the Government, the Deputy 
Registrars were instructed to devote their attention to recti-* 
fication or liquidation of existing bad societies rather than 
to the formation of new societies. The result was that 
although 1,338 applications for registration of societies were 
received only 534 were complied with.” 

'That shows that Government is behind the movement. 

Chairman: 1 am sure on that point that every villager understands it» 

Ch. Mukhtar Singh: In the United Provinces the District Officer is the 
Chairman of the Central Banks. 

Mr. McDougall : 1 think we are really splitting hairs. What 1 said 
was “If they could go to a village and inform the people that they had 
money at their command to give away in credits if a society was formed, 
etc.” That does not mean it is money in their pockets. They can go 
to a village and say “If you can see your way to get sufficient members 
to combine to form a co-operative credit society, I can get you the funds.” 
They have not to say that the papers have to be laid before the bank, and 
even if they do so, that does not alter the principle involved. They can 
go to the bank and say ‘I have a village here with 30 members who are 
going to form themselves into a society, can I get the money?” The very 
fact that these people go there, not necessarily as Government represen¬ 
tatives, but with the stamp of Government behind them, in itself affectB 
the attitude of the people. The money is not there. There is the offer, 
and in the event of their forming themselves into a society, there is very 
great likelihood of the money being secured. That-*is the impression we 
gained. You can make a slight alteration in the wording, but I have 
not the slightest hesitation in saying that that is the impression we gained 
in some parts of the country. 

Mr. Ramdas Pantulu: What Mr. Lamond says is different. With 
regard to registration, he says there is the statutory order of the Registrar 
about the formation of new societies. 

Mr. Lamond: The feeling is that Government are behind the movement. 

Mr. Ramda8 Pantulu: It is not the feeling, Government are behind the 
movement. The Registrar gives the advice; be is the friend, philosopher 
and guide of the people. Nobody is under delusion with regard to money. 

iChairman: If you read the whole paragraph, you will see what impres¬ 
sion it leaves in your mind. There is the district bank or central bank 
which is'the permanent financing authority and it must be satisfied before 
it would agree to the formation of a primary society. Therefore, it is not 
a question of the Inspector or anybody else, unless it is admitted that the 
primary financing authorities do their business badly; and if they do 
their business badly, the Central Co-operative Council will not in any 
way help the situation. It is the relation of the paragraph with refer¬ 
ence to the whole scheme that is the subject of criticism. 

Mr. Ramdas Pantulu: If you ask the Registrars in how many cases 
central banks really ask him for registration, you will find that very feKr* 
<lo so. 



Mr. Lamond : The report of the Eegistrar of Madras says this: — 

“The central banks apparently rely on unlimited liability to safe¬ 
guard their interest, but too much reliance on this and too 
little regard for business principles will jeopardise the interests 
of the bank.” 

Ch. Mukhtar Singh: There is too much officialism so far as the United 
Provinces is concerned. 

Mr. Ramdas Pantulu: I am afraid we are rather straying away from 
the point. 

Chairman: As it stands, this gives the impression that greater official 
interference is contemplated. The whole scheme is that there is a certain 
amount of official interference in the provinces. Mr. McDougall wants 
to add to it official interference at the top, so that he is certainly not 
supporting Ch. Mukhtar Singh’s point of view that it is because of this 
official interference in the United Provinces where it is said to be greater^ 
that the movement there has not developed to the same extent as it 
has in other provinces. 

Mr. Ramdas Pantulu: I would tell Mr. Lamond for his information 
that central and provincial banks are supporting the Registrars in their 
policy of refusing to register. The central banks themselves ask the Re¬ 
gistrar not to register because they find their position somewhat precarious. 

Chairman: The essence of it is that, whatever safeguards there are, 
they are inadequate. 

Mr. Ramdas Pantulu: You say: — 

“The co-operative movement is of such importance that it is neces¬ 
sary to have what might be called a General staff to co¬ 
ordinate the whole throughout the whole of India.” 

What kind of staff do you contemplate? 

Mr. McDougall : I am contemplating the staff to be trained by the 
Council with which we are largely in agreement. 

Mr. Ramdas Pantulu: If it is staff to be empolyed in the various 
organizations or departments in the provinces, I can understand, but you 
refer to staff “to co-ordinate the whole throughout the whole of India.” 

Mr. McDougall: I also include in the general staff the representatives 
of the provinces who will be on the Central Council. 

Mr. Ramdas Pantulu: I wonder whether you are thinking of a Director- 
General of Co-operation to co-ordinate the activities of the various 
Registrars. 

Mr. McDougall : That depends on the amount, of executive authority 
which you give to the Central Council. 

Mr. Ramdas Pantulu: You are not contemplating any All-India Co¬ 
operative Service? 

Mr. McDougall: ^Jot in that sense. I wish to retain the autonomy of 
the provinces as far as possible. 
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Mr. Ramdas Pantulu: I ask these questions because the last sentence 
of your paragraph conveys a very distinct idea to my mind that you do 
want an all-India staff. You say “The army of co-operators in India can 
no more afford to have a weak division than can an army in the field.’ 
This shows that you want a regimental system by which the provincial 
regiments of co-operators should be put under a central Commander-in- 
Chief. 

Mr. McDougall: After all the co-operative movement in India is an 
army and there are provincial regiments. It is certainly advisable that 
the provinces should have as much control over their area as possible 
consistent with the operations of the Central Co-ordinating Council. 

Mr. Ramdas Pantulu : Can you give us some idea of the authority thai 
you are really contemplating? 

Chairman: I shall pursue the matter a little further. We have been 
told that in the United Provinces the provincial regiment is weak, and 
as it is weak the operations in that province are less successful than the 
operations in some of the other provinces. Is it your idea that the central 
Commander-in-Chief should tell this provincial regiment to go faster 
irrespective of what the attitude of the provincial Government may be on 
the subject? 

Mr. McDougall : My intention is that the Central Council should know 
what is going on in that province and in the other provinces and be in 
a position to tell that province what is wrong with it. Whether they are 
going to say that it is advisable to look into things and improve the posi¬ 
tion or whether they are going to say that the position must be altered 
and certain definite steps taken will depend entirely on the constitution 
of the Committee which will be set up to consider what the duties of the 
Central Council will be. I have no hesitation in saying that these two 
things can only be defined clearly after the most careful investigation and 
research. I know very well what the snags are and how difficult it would 
be to arrive at a proper understanding. 

Mr. Ramdas Pantulu: The illustrations you give are not conclusive to 
my mind about the soundness of your proposal. For instance, you say “If 
the banking section is weak in one province, then it reacts on the financial 
security of the others and on the confidence of the public in the stability 
of co-operative banking in general.’’ I do not think that the failure of 
co-operation in Burma or its weakness in the United Provinces or its 
weakness at one time in the Central Provinces had any effect either in 
Madras or Bombay at any time so far as I know. I have been con¬ 
nected with the movement for about 15 years and I am fully familiar 
with the conditions in those provinces. I do not think that an all-India 
staff can prevent this catastrophe, nor is there any danger of the finances 
of one province being affected by the financial arrangements being 
weak in another province. Unless you elucidate your point, it is some¬ 
what difficult to accept the statement. 

Mr. McDougall: It is the ease in general. If you have a serious bank 
failure in one part of the country, it will affect the stability of the banks 
and the confidence of the people generally. 

Chairman: It may be so in a small country, but is it a fact in large 
countries like the United States of America? There have recently been 
several bank failures in some of the States in U. S. A. Has that affected 
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the position of banks throughout the United States? Would you go s* 
far as to say that? 

Mr. McDougall: I should certainly say that it would have an effect. 

Sir Hugh Cocke : Certainly, it has had in India in the past. 

Chairman: Take for example the Arbuthnot failure in Madras. It 
may have been a private business, but it was a big banking institution. 

Sir Hugh Cocke : The failure of the People’s Bank did certainly cauBe 
« sensation. 

Chairman : Th People's Bank only affected Northern India. It certainly 
«lid not affect Bengal. Some people say that the failure of the People’s 
Bank was not a failure at all. If Lala Harkishen Lai had been here, he 
would have probably gone the other way and said that certain other factors 
were at the bottom of the reason for that Bank’s failure. I do not want 
to pursue the People’s Bank failure. 

Sir Hugh Cocke : I know something about it and I can say that it 
had a definite set-back throughout India. 

Chairman: The point is whether it gave a definite set-back to banking 
activities in the country. 

Sir Hugh Cocke : I am not referring to individual bank failures. I refer 
to the bank failures that occurred in 1913 which gave really a set-back in 
this country. 

Chairman: The point, of Mr. Rnmdas is that when there, is a particular 
bank failure in one particular province, the position in the other provinces 
will not be affected and Mr. Rarndas has given his own experience with 
regard to the working of the co-operative banks in Madras that when the 
■co-operative banks were in troublous times in Burma and Central Provinces, 
the position did not affect the co-operative banks in other provinces of 
India. 

Mr. McDougall: All that I can is that we differ on this point. My 
point is that failure in one Province is bound to react on other. Of course, 
if the Government is behind the movement-, then it is a different matter. 

Mr. Rarndas Pantulu: Do you think that the provincial Registrars are 
so ignorant of the general conditions of the other provinces as not to be 
••able°to advise the co-operators of that province and discharge the same 
duties as you are, now prescribing to the Central Board? You are aware 
that the Registrars arc perfectly informed of all phases of co-operation 
through the annual conferences of Registrars when all the Registrars freely 
exchange their views. I may sav that I have the privilege of knowing 
personally all the Registrars of Co-operative societies in this country and 
my view' i s that they are certainly in a position to give very sound advice 
■on co-operative matters in their own provinces. 

Mr. McDougall: My own view' is. from the impressions that I have 
gathered, that if the present crisis continued, then the whole movement will 
be in danger. 

Chairman: That crisis of which you are talking of is due to the general 
depression in the country and Mr. Rarndas’ point is how' can that crisis 
be avoided even if w'e start an All-India Council as suggested by you? 

Vol. iv. 3 E 
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Mr, McDougall: It could not. But my point is that if this Council had 
been in existence for the past 20 years, it would) have been able to build up 
a very sound banking and auditing organisation and the movement would 
have been in a position to over-ride any storm successfully. 

Mr. Ramdas Pantulu : The other example which you say is where you 
contemplate the consolidation of holdings. You say that if there were an 
all-India organisation, the public opinion regarding the consolidation of hold¬ 
ings would have been really consolidated throughout India and there would 
have been a chance of an enactment being passed .by the Central Govern¬ 
ment. While one would recognise the great importance of your suggestion, 
regarding the consolidation of holdings, it seems to me that the task will 
be almost hopeless. I am of opinion that an all-India body cannot enter 
into these matters and these should be largely determined by the local' 
conditions at issue. Probably, if Sir Chunilal Mehta had taken a more 
advanced district for carrying out his experiments, he would have succeeded 
in creating a favourable reception. Therefore, to my mind, the solution 
of this problem cannot be done on an all-India basis. It is more provincial 
and even local to my mind. 

Mr, McDougall : You suggest that the matter should be taken up by 
one district or a group of districts in a province. 

Chairman : It can only be taken up if the public opinion is willing to 
subscribe to it and that brings out Mr. Bamdas Pantulu’s point that the 
work could be better managed by provincial organisations and by provincial 
or district propaganda than by a Central Council of the nature you recom¬ 
mend. I have had some experience of an attempt at Central legislation 
like this, legislation which affects what you may call the social law of the 
people of this country—and there is the Hindu law and the Mohammadan 
law and other complications—and what happened in the end to that parti¬ 
cular legislation is a matter which is well known to most gentlemen in this 
room. Now then Mr. Bamdas’ point, with which I am in entire agree¬ 
ment, is that this is a matter which should be left entirely to the provincial 
and local organisations. You can only begin from much smaller units and 
that work can only be done by local organisations. You cannot all at once 
create an all-India opinion by legislation at the Centre. Even m an 
advanced province like Bombay an energetic Minister of the local Govern¬ 
ment found it impossible to carry through the provincial legislative council 
a measure like this. These are our recent experiences. Even if there had 
been a Central Organisation for the past 20 or 30 years, the same would 
have been the result. That is the position. 

Mr. McDougall: It is a matter of opinion. My view is that if the 
Central Committee, representative of all the provinces, supported a move¬ 
ment for consolidation by press propaganda and in other ways, it would 
have a most profound effect. 

Chairman: You may have this opinion after studying the conditions of 
this country by going about the country for about three months. But I 
would like it to go on record that the opinion of we people, who have spent 
vears of our lives in this country and had varied experience in co-operation 
and other matters, hold a different opinion and it is our considered view that 
even if the All-India Council bad been in exifffence for the last 50 years 
it would not have solved this question at all. 
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Mr. McDougall: Again I say that it is a matter of opinion. I differ 
from your view. 

Mr. Ramdas Pantulu: You say "Many enquiries have been held and a 
number of co-operative experts from every Province in India have visited 
Europe and other countries. There is not yet uniformity. The experience 
gained by such enquiries and visits should not be limited to one Province, 
but should be made use of by the whole of the co-operative movement 
througout India’’. Will you kindly enlighten me on what points unanimity 
is lacking? Most of the functions of the co-operative organisations are 
controlled and regulated by one Co-operative Act which lays down practi¬ 
cally unanimous principles for the whole of India. 

Mr. McDougall: The co-operative movement in the Punjab has made 
very great efforts to establish co-operative unions in the province. 

Mr. Ramdas Pantulu : Except that there is no Provincial Bank in the 
United Province, the Co-operative Union in that province is working just 
on the same lines as in other provinces except possibly with regard to the 
degree of official control but that is due to different circumstances in the 
provinces. It has been the general policy of Government that where there 
are enough non-official workers the Government would not interfere as 
far as possible. In Madras, for example, we got whatever we wanted but 
in matters like auditing we have requested the Government to continue 
its hold. In all respects my information is that there is practical unani¬ 
mity in the working of the movement in al! provinces. 

Mr. McDougall: In the Punjab, recently, a banking expert has been 
attached to the co-operative movement, and so far as I am aware no other 
province in the country has done so 

Mr. Lamond : Was not this discussed in Madras? 

Mr. Ramdas Pantulu: Our Registrar has got access to the Imperial 
Bank of India and I do not think the latter disobliges us. And generally, 
our Secretaries of co-operative banks are all well qualified men more or 
less equal in status to the commercial bank managers and are paid very 
good salaries like Rs. 1,000 to Bs. 1,600 per mensem. 

Mr. Devadhar: Is it your idea that such an officer should be appointed 
in each province? 

Mr. McDougall : Yes. 

Mr. Ramdas Pantulu: With regard to tbe two diSerent matters, the 
creation of an All-India Co-operative Bank and All-India Central Mortgage 
Corporation, I notice that both JDr. Friederieh and yourself are not in 
favour of the same. In our view these two organisations are the best that 
should be set up from the point of view of creating central organisations. 

Mr. McDougall: We have noticed that the system works very well 
under the guidance of the expert banker and the central banks have 
expressed tbe opinion that the advice and supervision exercised have proved 
to b6 very distinctly advantageous. 

Chairman : Pursuing that point you think that there must be unanimity 
in that matter and you do not attach any other consideration, with regard 
to circumstances in the provinces, e.g., Madras where Mr. Ramdas Pantulu 
has told us the relations between the Imperial Bank and the co-operative 
banks have been really cordial and the Secretaries of the co-operative banka 
are really very efficient men with high qualifications and so on. 
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Mr. McDougall: The question whether Madras requires a real bank¬ 
ing expert is again a matter of opinion. But the latest report of the 
Registrar of Madras makes me hesitate to accept that idea that advice by 
an expert banker is not required in Madras and I have also reason to 
believe that there is also much room for improvement in the matter of 
auditing and supervision. 

Ch. Mukhtar Singh: The point seems to me that the fact that the 
Punjab has started having a banking expert is not a ground for other 
provinces to follow suit. Naturally, if the experiment succeeds and if the 
•other provinces think it necessary, then they will have to follow the lead 
of the Punjab. And, therefore, at least for some time to come there 
will not be unanimity. 

Mr. McDougall: It may be. That is why I say that the Central 
Council should be established which will watch the experiments made in 
the different provinces and guide them aright. 

Mr. Ramdas Pantulu: I am afraid it may not be a right question to 
ask, but may I ask what experiments and improvements which you find 
in the Punjab are lacking in Madras to justify your remarks? 

Mr., McDougall: I can only refer you to the Registrars. 

Mr. Ramdas Pantulu: The question was definitely raised by the Town¬ 
send Committee on Co-operation in Madras. Mr. Townsend was the 
Financial Commissioner in the Punjab. He had a long correspondence 
with the Registrar of Co-operative Societies in this respect to find out 
what improvements have been effected in the Punjab by the banking 
■expert and what achievements have been realised. And ultimately he 
did not stress the point in the Committee. I quite agree that the co¬ 
operative movement has progressed much more than in other provinces 
in this country. But I do not think that co-operative banking is in any 
way stronger than it is in Madras and Bombay. This will be fully borne 
out by a reference to the balance-sheets. 

Mr, McDougall: It was naturally quite impossible for us to examine 
•details. 

Mr. Ramdas Pantulu: Therefore, you have no material other than this 
to base your remarks that there is no unanimity in working? 

Dr. Friederich: My view is that much useful work has been done by 
the financial adviser of the Punjab in guiding the general banking business, 
the policy with regard to the rates of interest, granting of credits by 
provincial and central banks and so on. I do not know, however, what 
detailed work has been done up to now by the financial adviser of the 
Punjab. 

Mr. Ramdas Pantulu: Take the case of the Bombay Provincial Co¬ 
operative Bank, for instance. The destinies of this bank are guided by 
no less personages than Sir Chunilal Mehta, Sir Lalubhai Samaldas and 
Mr. Vaikunth Mehta. Do you think that any other banking adbiser could 
render more help or more advice than these gentlemen ? 

Mr. McDougall: That depends on the financial condition as well. 

Chairman: Therefore, the need for unity does not arise. 

Mr. McDougall: If cooperation in Bombay has sufficiently able tech¬ 
nical advice from these gentlemen, then it can be said that they have 
experts. 



Chairman: The Bombay Provincial Bank has managed to do it because 
these people have taken an interest in the development of co-operation in 
that province. Sir Chunilal Mehta, Finance Member, was actually in 
charge of agriculture and he is a public spirited man who is keenly in¬ 
terested in the development of his province in various directions. He tried 
his utmost to get the Bombay Legislative Council pass legislation for the 
consolidation of small holdings but he failed, land, therefore, when he gave 
up his membership, he went into this bank and is now taking considerable 
interest in the management. Mr. Pantulu’s and my point is precisely 
this, where is the essential need for uniformity in a matter of this sort? 
The Punjab may have found a banking expert very useful because local 
talent was not available. As it is there is a certain amount of feeling on 
the subject and when you talked of Registrars, etc., I kept quiet, but 
there is your case for uniformity and I am only pursuing it from that 
point of view. If in another province the co-operative Indians could pro¬ 
vide adequate banking expert knowledge, why should it form some central 
organisation for the sake of uniformity. 

Mr. McDougall : Would it not be a good thing even for Bombay tc 
have a banker on the staff who would take over the responsibilities of 
seeing that the banking organisation in the whole area was maintained and 
wherever possible improved, because I assume that even Bombay might 
be improved. 

Chairman: That may be. But you cannot say to what extent improve¬ 
ment has taken place in the Punjab since this expert banker was taken on 
the staff. You simply say that the Registrar told you it was working very 
well. In Bombay we have not heard the Registrar saying these eminent 
people are not managing their affairs properly and, therefore, it is purely 
a question of uniformity. I want to know where comes in the need for 
uniformity. 

Mr. McDougall: I am still of the opinion that even in Bombay it would 
be a source of great advantage to have a banker there. Then he can be 
depended on to take charge of the banking side of the business. He will 
be there to work out new schemes, new reforms and new safeguards. 

Chairman: Very well, we need not pursue this matter further. 

Mr. Ramdas Pantulu: With regard to your last sentence on page 8: 
“Even from the point of view of the desirability of establishing a unifying 
social force throughout India.” Will you kindly explain that? 

Mr. McDougall: You have a country here of three hundred million 
people, approximately, dependent on agriculture. The ryot or the culti¬ 
vator as a whole is a mian who finds it very difficult to take part in public 
life or to get his opinion with regard to all matters pertaining to his welfare 
made effective. There is no unifying force in his life. I consider that 
through this central council a great work of that kind would be possible. 

Mr. Ramdas Pantulu : Was any work of that kind done by the Pro¬ 
vincial co-operative movement? 

Mr. McDougall: Yes. 

Mr. Ramdas Pantulu: You think it is not sufficient? 

Mr. McDougall: No. That is provincial. You should not stop at the 
Provinces. 

Mr. Ramdas Pantulu: Unifying social force? 
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Dr. Friederich: I shink unifying would be necessary especially with 
regard to supervision and audit. In my paper I made the proposal of 
starting district unions and provincial unions. I can tell you from experi¬ 
ence, not only of my country, but of other countries for nearly all over 
Europe and even countries outside Europe, that with these unions com¬ 
bining supervision, audit and training the best results have been achieved 
everywhere. You already have a number of supervising unions but my 
proposal is to form these unions all over India and to expand the work. 
I am for individual work and I hope my proposal will be studied very 
thoroughly. I proposed district unions because I know that co-operative 
work is to a very large extent individual work. If you have small districts, 
a union may be formed for two districts. But these district unions must 
be co-ordinated within the whole province and, therefore, an apex union, 
a provincial union. I gave these apex unions not only advisory powers— 
I proposed advisory boards for both district unions and provincial unions,— 
but the provincial union with a Registrar in charge shall have with regard 
to district unions even controlling power. The central co-operative council, 
however, should have only, advisory power. 

Chairman: That we fully understand. But we are now on a specific 
point. That is, Mr. Itamdas wanted to know how will the establishment 
of this All-India Council lead to the realisation of the desirable state of 
affairs to which Mr. McDougall refers, namely, the establishment of a 
unifying social force? You are talking of audit unions and supervision 
unions, but he is referring to the establishment of a unifying social force. 

Dr. Friederich : I think it is not necessary that I give my opinion once 
more. It is a dissention on principle. Of course, if you have advisory 
boards, you cannot much unify. 

Chairman : We understand your point of difference with Mr. McDougall 
very well. Mr. Itamdas is trying to find out as to how this All-India 
Council—it may be advisory or it may be controlling—is likely to establish 
a unifying social force throughout India. 

Dr. Friederich: In case- of an advisory board it is impossible to unify. 

Chairman: That we understand. But Mr. Itamdas wants to know 
what he meant by that. 

Mr. McDougall: In countries where education is more advanced than 
It is here the cultivators have formed themselves into what they call 
Farmers’ Unions. In England these Farmers’ Unions have been estab¬ 
lished entirely apart from the co-operative movement. Now in India I 
think the co-operative movement is of such importance that it is necessary 
to keep the movement at the head of all agricultural combinations and 
1 should like this council ultimately to develop a spirit of close union and 
-combination amongst all the cultivators throughout India. In England 
in our Farmers’ Union we have County Farmers’ Unions and these Unions 
are represented by a central executive that sits in London on which are 
representatives from each of the Counties. They are in this way in direct 
touch with farmers. Whenever any questions of importance arise, they 
are referred back to the County Unions where they are discussed and ulti¬ 
mately you get the combined, thought of all-England on the various pro¬ 
blems which arise. Now the co-operative movement, in my opinion, is the 
onlv possible movement that can co-ordinate the interests of all cultivators 
in India. If you ultimately have a sufficiently developed co-operative 
movement, you will have not only your central council but will probably 
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split up into sections, on which will be represented, say, fruit growers, cotton 
growers and many others. They will be able to meet under the roof of 
the central council and will be able to express themselves there. They 
will get in direct touch with legislature, and with the Council of Research 
for instance. They will be able to make known their grievances and offer 
-opinions as to how they can be remedied. 

Mr. Ramdas Pantulu: I understand you to say that an All-India Co¬ 
operative Council will give opportunities to the agricultural population of 
this country to come together and discuss their common needs and any 
■difficulties—that a sort of co-operative brotherhood will be established ? 

Mr. McDougall: That is so. 

Mr. Ramdas Pantulu: Then we come to Mortgage Banks—page 9 of 
your notes. I will leave the first paragraph to the end because you speak 
■of the defaulters in the Punjab co-operative babks and we will deal with 
them a little later on. Your second paragraph raises a very important 
question. I do not propose to discuss the general desirability or otherwise 
of these Land Alienation Acts, It is largely a question of policy and my 
personal view is that it ought to be left to the local legislatures. But with 
regard to one matter—you want an alteration in the Punjab Act so as to 
permit co-operative land mortgage banks to purchase and sell their deben¬ 
tures. You want that because these co-operative land mortgage banks are 
really associations of the agriculturists and agriculturists combined in 
a company should be able to purchase agricultural land and unless banks 
have that power the debentures of the co-operative banks will not be sound 
securities in the market. But that is a question which affects only one pro¬ 
vince, namely, the Punjab. So you are content with that particular re¬ 
form? 

Mr. McDougall: Yes. 

Dr. Hyder: The position is this, we do not wish to discuss these Aliena¬ 
tion Acts but the Act does not apply only to the Punjab. A similar Act 
exists more or less for the whole of India in different forms. lor instances, 
take the provinces one by one—it is applicable to the Frontier, the Punjab, 
it is in operation in the U. P. and there is the Encumbered Estates Act in 
Sind. It is in operation in portions of Bombay, specially in the Bhilp 
tract. Then you come to Bihar and Orissa, Chota Nagpur. 

Mr. Devadhar: There is the Deccan Agricultural Relief Act. 

Mr. Ramdas Pantulu: It is true that to some small extent except in 
the Punjab and Chota Nagpur and Bundelkhand with regard to the major 
provinces like Bengal, Bihar and Orissa, Central Provinces, Bombay, 
Madras. I will say for practical purposes they do not exist. Of course, 
your suggestion can be extended to those areas which Dr. Hvder has 
mentioned and if there are land mortgage banks there, I suppose you 
will say that co-operative land mortgage banks ought to permit the purchase 
and sale of land. I am quite in agreement with that. If that is your 
suggestion, I have nothing more to say. 

Dr. Hyder: I should like to be quite clear as regards this additional 
power which you propose giving to these land mortgage banks in these 
various provinces. Suppose the land mortgage bank acquires this right to 
purchase and sell or to hold. Let us look at the practical side as well as the 
object for which these banks are established. In so far as land comes under 



their charge I submit to you that they defeat their own object because- 
land mortgage banks have been established to all evtiate human miseries. 

Mr. McDougall: That is so. 

Dr. Hyder: In so far as people are weak and get the money and are- 
unable to pay it back and their loans are required by the mortgage bank, 
the failure is written on the portals of the co-operative mortgage bank 
because it defeats the object for which it has been established. 

Mr. McDougall: But unfortunately we cannot help that. 

Dr. Hyder: We come to the practical side of the matter and that is to 
whom should it sell ? Should it sell only to agriculturists or to anybody ? 

Mr. McDougall: No. I refer to that later on. The right to sell to- 
anybody should not be allowed. It would only be to bona fide agri¬ 
culturists. 

Mr. Devadhar: Except with the permission of the Collector land could; 
not be sold to non-agriculturists. 

Mr. Ramdas Pantulu: With regard to the co-operative society, it is not 
defined as agriculturistic. Therefore, land cannot be sold to the co-opera¬ 
tive society. 

Mr. Devadhar : I am talking of the Land Alienation Act. He is pro¬ 
posing some modification so that co-operative land mortgage banks may be 
entitled to take possession of them as owners. 

Mr. Ramdas Pantulu: I was in agreement about that. With regard to 
Dr. Hyder’s point we quite recognise that the intention is to see that a 
borrower does not lose his land. It is really to save him from the clutches, 
of the money-lender. But ultimately if a man does default in payment 
there ought to be some way in which the bank can recover its dues. 
Therefore, we are providing for the banks having legal remedy. Moreover, 
the land mortgage bank is the convention of the debtors themselves, 
therefore, it is not likely to act against their own interests. 

Mr. McDougall : With regard to whom it should be sold, I will leave 
it to local conditions. I will leave it to the local legislature and public 
opinion to decide whether the land should be sold only to agriculturists 
or other people. If the debentures are purchased by the public, they 
must have confidence that ultimately when the property is sold it will fetch 
a good price. If the Punjab think it should be sold only to agriculturists 
by all means let them do so. 

Dr. Hyder: This applies only to selling. Mortgage can be given to 
anybody for 20 years. 

Mr. Ramdas Pantulu: Yes, only to sell. There are two other points 
on which I want your opinion. With regard to the land mortgage banks 
in India there is no other legislation except our Transfer of Property Act, 
which more or less is the legislation which applies to all mortgages- 
whether by banks or by co-operative societies or by individuals. You must 
get a decree from the court in default of payment. It has been suggested by 
some provincial committees that these banks should be entrusted with the 
power to sell outside the court, as an English mortgagee has the right to 
sell. They should not be driven to a court to obtain a final decree. There 
would be very great difficulty in realising this money. Would you advocate 
that? 
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Mr. McDougall: Yes, I think so. 

Mr. Ramdas Pantulu : There is one other point, namely, with regard to 
the insolvency law of this country. If a man borrows and afterwards 
mortgages his property a co-operative land mortgage bank has hardly any 
means of knowing what unsecured debts are created by the borrower. 
The Royal Commission refers to it. The rural insolvency law must be 
simplified and the mortgage banks must be given protection from the 
ordinary insolvency law. You will agree? 

Mr. McDougall : Yes. 
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12th March 1931. 


Mr. Ramdas Pantulu : We were on the Land Mortgage Banks yester¬ 
day. You mention (on page 11) the purposes for which money may be 
advanced by 3and mortgage banks. I think they are generally in accord¬ 
ance with the recommendations of the Royal Commission on Agriculture 
and the Registrars’ Conference. With regard to item (2) on that page—the 
period of the loan—of course the loan will be given for the period the 
borrower wants subject to a maximum of 20 years. May I suggest that 
the period should be fixed with due regard to the repaying capacity of 
the borrower? You say that in the Punjab one-third of the borrowers are 
defaulters. I have examined the working of the Punjab Land mortgage- 
banks very carefully, and I think that this is due to the fact that they have 
restricted the maximum period to ten years. Looking at the repaying 
capacity of men having 10' or 8 acres who borrow large sums of money 
ten years will be hardly sufficient. 

Mr. McDougall: In my own country it would be utterly useless. 

Mr. Ramdas Pantulu: Your Mortgage Credits Corporation gives loans 
for 60 years. 

Mr. McDougall: I have a good deal of personal experience, and in 
the great majority of cases which have come under my personal observa¬ 
tion the period is 60 years. 

Mr. Ramdas Pantulu: I agree with your recommendation that the 
maximum should be 20 to 25 years. You will, I think, agree if I lay 
stress upon the fact that the period should be fixed with due regard to 
the repaying capacity, of the borrower and with a view to permit the man to 
repay the debt out of his agricultural income in a certain number of 
years. That is the most important criterion. There is no use in advanc¬ 
ing money to a man who although he may say he will return it in five 
years cannot do so, because he will be a defaulter. 

Mr. McDougall: I quite agree. On this subject I would ask you to 
consider the advisability of fixing the period definitely, as I say, in stated 
periods of 5, 10, 15, instead of giving loans, to one repayable after 3 years, 
and to another after 5 years. 

Chairman: You would like that it would be dependent not only on the 
purpose, but also on the capacity of the borrower to repay. 

Mr. McDougall: Yes. 

Chairman: You would prefer that the maximum period should for the 
present be 20 years: it may be extended to 30 later on. 

Mr. McDougall: I should very strongly urge that that point should be 
most carefully considered. I know in England 20 years will be utterly 
impossible. 

Chairman: Therefore you do not lay stress upon the point that the 
maximum should be 20 years. 
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Mr. McDougall: Yes, at the very commencement. 

Mr. Ramdas Pantulu: The difficulty of a short period is that a large 
instalment becomes necessary. In Madras we charge interest at 9 per 
<cent.—now it is 8 per cent. If the loan is for 16J years at 9 peir cent, 
it will work out for repayment of the principal and interest in this period 
to an annual instalment of 12 per cent, of the money borrowed. It is a 
very heavy amount to repiay, one-eighth of the amount borrowed. We 
are sticking to 20 years according to the advice of our Registrar, but you 
will have no objection if in course of time action is taken to extend the 
period if necessary. 

Mr. McDougall: None whatever, on the contrary I recommend it 
very strongly. 

Mr. Ramdas Pantulu : With regard to capital, why do you say that 
the share capital should be provided by Government with a paid up issue 
of 10 per cent, of the amount which may be required to establish the 
■corporation. Of course State aid we all welcome to the extent that it is 
necessary. To my knowledge, neither the Punjab, nor Madras, nor 
Bombay find it necessary to ask Government to invest any money in the 
primary land mortgage "banks. We are able to put up the share capital. 
I will telJ. you why it is not necessary to ask Government. If the propor¬ 
tion is one-fifth, the borrow>er brings Rs. 100 towards capital and asks for a 
loan of Rs. 500. That share capital is always there. He cannot get a 
loan unless he invests in the share capital the required amount. The 
contribution to the capital of central and provincial banks is kept at the 
same ratio. The share capital thus automatically comes from borrowers. 

trm.. 

In addition to that, for the running of the bank and for other purposes 
we collect shares from individuals who are not borrowers. From these 
sources we find ample share capital has been derived, and in fact*in 

Madras we had to stop issuing any more shares because the whole share 

capital was subscribed in the course of a month or so. Mr. Ramachandra 
Rao, our President, has issued instructions that no more share capital 
will be received. Therefore our experience is that it is wholly unneces¬ 
sary to go to Government for this help. We are creating far too many 
'State banks, and I should like to spare one more if it is possible. 

Chairman: What do you do in Bombay? 

Mr. Devadhar: We ask for subscription of debentures. 

Chairman: You take no share capital from the provincial Government. 

Mr. Devadhar: No. There was a proposal that central banks may 

float debentures, but the advice given was that they can be better sub¬ 

scribed by people if they were issued in the name of a central institution 
and Government also subscribed. 

Chairman: No share capital was subscribed by Government. There¬ 
fore, as I understand it, the position is this: that no portion of the share 
capital of mortgage banks that have been already started in India has been 
provided by provincial Governments. 

Mr, McDougall: That is so. 
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Chairman: Here you say that the share capital should be provided by 
Government: which means what has been done is not wholly correct, and r 
that when other land mortgage banks are started in future, the share' 
capital should be provided by provincial Governments. Is that your idea? 

Mr. McDougall: Yes. 

Chairman: Why do you not want the share capital to be subscribed by 
the public or by co-operators? 

Mr. McDougall: I discussed this very carefully with my banking 
colleagues. I thought it was as well to consult expert bankers on the 
matter. I myself was not at all certain as to whatever Government 
assistance should be in the form of debentures or share capital. My 
colleagues are very strongly of the opinion that in the event of Government 
giving support to these banks which 'in our opinion is required in one form or 
another, it might be better for Government to take up share capital rather 
than debentures. 

Chairman: Dr. Trip will be here this afternoon. We will ask him why 
he advocates this? 

Dr. Friederich: We have different kinds of mortgage banks. There is 
one class called Landschaften which have no share capital of their own, 
but are under special public control; then we have mortgage banks called 
Hypothekenbanken which as in the case of joint stock banks are pro¬ 
vided by shareholders and not by Government. 

Chairman: They are really joint stock concerns. 

Dr. Friederich: Some of these mortgage banks as joint stock banks 
have a special guarantee with regard to the rate of interest on their 
debentures: that is the only assistance given by Government. Then 
there are institutions which give long term mortgages, the capital of 
which is more or less provided by municipalities but not by the State. The 
chief reason why we recommend that a part of the share capital should 
be provided by Government is this. We must consider that the members 
of these co-operative mortgage banks are debtors and are not in a good 
financial position, and if they have to take up the share capital it will be a 
heavy burden to them. These mortgage banks have to issue debentures 
and for debentures security must be there and then, and that security 
will be provided by the share capital and the reserves. It would really 
be a burden to mortgagers to supply the share capital. 

Chairman: (To Dr. Hyder) I think that the arrangement now in force 
in India had the blessing of the Eoyal Agricultural Commission 

Dr. Hyder: Yes. Our recommendations are: 

The resolution passed by the Conference of Registrars of 1926 in 
favour of the establishment of land mortgage banks is 
endorsed. 

Land mortgage banks should be established under the provisions of 
the Co-operative Acts. 

The guarantee of interest on the debentures of land mortgage banks 
is the most suitable form in which assistance to these banks 
can be given by Government. 
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Government assistance to land mortgage banks in the form of sub¬ 
scription to their debentures is not recommended. 

Mr. Bamdas Pantulu : Co-operators all over India think that really no 
share capital is necessary at all for these land mortgage banks for the 
reason that debenture holders are secured by the mortgages executed by 
the borrowers. That is the position here. We lend somewhere between 
33 and 40 per cent, of the market value of the assets although the bye 
laws allow up to 50 per cent. Under the English Act you can go up to 
66 per cent. We are, therefore, very conservative in the proportion of 
our loan to the value of the assets. So the debenture holders are fully 
secured by the actual mortgages which are transferred to a third party, 
the Registrar, called the trustee. He holds these mortgages and trust 
deed to see that the land mortgage banks fulfil their obligations to deben¬ 
ture holders. The trust deed gives him power actually to enter upon the 
management of these banks when there is any laxity in management. 
Therefore co-operators have been saying that there is no necessity at all 
to have any share capital on the model of the banks in Germany. 
But the Baroda Committee and the Registrars Conference thought that 
share capital may be collected, so that if there is any default in the pay¬ 
ment of interest to debenture holders the money will be forthcoming, and 
that such share capital will give shareholders who are borrowers some in¬ 
terest in the working of the society. They will not be merely borrower's, 
hut borrowers and shareholders. The trend of opinion is that the share 
capital should be as low as possible, and the idea of a very high share 
capital being put up is quite foreign to our opinion. If there is any 
advantage in it we will certainly consider it. 

Chairman: I see that the Royal Commission on Agriculture have said 
that a reasonable share of the share capital should be taken by Govern¬ 
ment in order to assure the investing public. 

Mr. McDougall : We were of the opinion that in the event of Gov¬ 
ernment having to give any support at all it was better to give it by share 
capital than in any other way. 

Chairman : We will pursue that matter with Dr. Trip. Apparently it 
was based on some American system. The Baroda Committee went 
into the matter very fully and they did not recommend the adoption of 
the German system. It was some American arrangement which they re¬ 
commended and which the Royal Commission, after examining the Indian 
conditions, blessed. It may be that the German system is different, but 
we have been told by certain bankers in some other connection that what 
is good for Germany may not be good for India or what is good for 
Holland may not be good for India. I was simply trying to find out the 
basis of this recommendation which is at variance with the arrangements 
prevailing in India at the present moment and the arrangements blessed by 
"the Royal Commission on Agriculture. We shall ask Dr. Trip about it. 

Dr. Friederich: You have not such big estates as we have in Germany; 
you have small agriculturists and therefore I do not recommend the 
•German system for India. 

Chairman: We shall discuss with Dr. Trip the point of this recom¬ 
mendation. If we are to accept the recommendation, it means that every 
existing land mortgage bank in India will have to be reconstructed on 
this basis. 
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Mr. Earndaa Pantulu: The Baroda Land Mortgage Committee, the con¬ 
clusions of which we have accepted, say that it is a practice in some places- 
to do away with the feature of the share capital altogether and strictly 
speaking, share capital is not very necessary for a land mortgage bank. 

With regard to (b): “debentures should be issued in the market without 
a special guarantee of the Government”, all I have to say is that the 
Boyal Commission on Agriculture and the Registrars’ Conferences of 1926 
and 1928 have recommended the guarantee of interest on debentures as a 
far better method of State assistance than subscribing either to the share 
capital or debentures. Your view is directly in conflict with this? 

Mr. McDougall: It is. 

Chairman: Here again is it Dr. Trip’s suggestion? 

Mr. McDougall: Not entirely. I have discussed this question with 
certain bankers and also with land mortgage banks in England and these 
are strongly of opinion that, it is better for Government to know what its 
commitments really are than guaranteeing interest on debentures. 

Chairman: If that is the objection, did you at all discuss with these 
bankers whether by guaranteeing interest on debentures for a specified 
period they do or do not enter into unlimited liabilities? The method of 
guaranteeing interest on debentures according to the Indian system is 
that interest on debentures is guaranteed for a certain period or up to a. 
maximum limit for debentures raised within a certain period. 

Mr. Ramdas Pantulu: In Madras it is 50 lakhs raised for five j ears. 

Chairman: Therefore no question of unlimited liability of Government 
does arise. 

Mr. Ramdas Panlulu: With regard to (c) ‘‘‘the proportion of share 
capital to the debentures issued should be as 1 to 5”, it is a question, 
whether the share capital should be high or low. Under the system we 
have recommended and which is adopted by Baroda, it is as low as 5 per 
cent, rising up to 20 per cent. 

With regard to (d), floating debentures for a longer period than loans, 
when we formed the Provincial Central Land Mortgage Banks in Madras, 
we considered the matter at great length, but we found certain practical 
difficulties in adopting it. For instance if we advance loans for 20 years 
and if we float debentures for 25 years, there will be this difficulty: if re¬ 
payments all come in at the end of 20 years as we expect them to do, 
then the debentures will not fall in for redemption for another five years. 
So we have got to invest this money for 5 years or to re-loan it. If we 
re-loan it, it will not be available for another 5 years. If we invest it, 
we would not get a proper return, because generally debentures carry a 
higher rate of interest and our short-term investment will not bring in a 
return to cover the interest. Therefore we have decided to make the 
period of debenture and the period of loan almost synchronise as far as 
possible. We cannot always make it so, but as far as possible, our ideal 
is quite the opposite of what you have recommended. 

Mr. McDougall: As a matter of general principle, I have no hesita¬ 
tion in saying that you are perfectly right, and if your local conditions do 
not require this, I would be quite prepared to leave it altogether. During 
mv speedy and cursory tour through India I had a lot of discussion about 
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the difficulties owing to the exceptional conditions prevalent in India, 
such as long periods of drought, etc., which make it well nigh impossible 
for mortgage banks to be carried on on the same strict lines as they are 
carried on in England. If the conditions are such that they do not 
require this, so far as land mortgage banks are concerned, I have no objec¬ 
tion. The point only arose from a general impression which I gained. 

Chairman : The conditions vary in different parts of India. Perhaps 
in a province like C. P. which probably gets famine more frequently than 
a province like Madras, that precaution may be necessary, but it may 
have an undesirable effect in a province like Madras. 

Mr. McDougall: If it is not necessary, it may be undesirable. 

Chairman: Moreover even in the same province conditions in different 
tracts differ and therefore a land mortgage bank operating all over the 
province may only be partially affected with the condition which you have 
mentioned. You would not stress this point? 

Mr. McDougall: No, I do, not. 

Mr. Ramdas Pantulu: In your next point you refer to district banks. 
May I know what idea you Have got of land mortgage banks when you 
speak of district banks? There may be a good deal to be said for having 
one bank for each district, but for the present in Madras and even in the 
Punjab these are not district banks; these are small banks with a very 
limited area, the idea being that the borrowers may know each other and 
the co-operative members can mutually control over the operations, the way 
in which money is spent may be secured and other co-operative ideals 
may be enforced through small land mortgage banks. Whether later on 
we have to form central banks for a group of them just as private socie¬ 
ties, or whether we should have a district bank and make these branches is 
engaging the attention of the Madras co-operators. If you will kindly 
tell us what exactly you consider to be a better arrangement, we will 
certainly give our consideration to it. 

Mr. McDougall: I think there is a confusion here. I did not realize 
when I wrote this that in India you had what are called political districts. 
I think under ordinary conditions a political district is too large. I was 
thinking more of the districts served by a central bank where the central 
banks are pretty well established as I saw it in the Punjab. I am not in 
favour of confining the operations of these mortgage banks to too small 
an area. If the directors really take an interest in their business, it is 
quite possible to secure a fairly large area efficiently run. Short-term 
credit societies and long term mortgage banks are entirely different. You 
have got your money on mortgage. The man cannot run away with 
the land and in mv opinion it would ultimately lead to better results 
if really strong banks were established which would cover a fairly large 
area. What the extent of that area should be I am not prepared to 
say. I am inclined to think that it would be well worth your while to 
consider, where the short term credit movement is well established, whe¬ 
ther it should not be done in areas covered by central banks. But I really 
fail to see what real benefit would arise from creating an innumerable 
number of small district mortgage banks. The difficulties of supervision 
would be greater and I do not think that the benefits arising from a closer 
co-operation in smaller area would compensate for the other disadvantages. 
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Chairman: Your point is that the provincial bank should be a sort of 
apex bank and it should have branches spread over suitable areas, not 
necessarily in each district. It may cover more than one district, and in 
particular localities it may be necessary to have even more than one of 
these banks for one district. 

Mr. McDougall: That is so. 

Mr. Ramdas Pantulu: What is the kind of connection which you will 
establish between the credit societies and the land mortgage banks which 
you are thinking of? 

Mr. McDougall: Here I have recommended that wherever possible 
the District Bank should be housed in the same office as the Central bank 
and that the Manager of the Central Bank and the District Bank should 
be one and the same person. That is a matter which required very 
serious consideration. The only expert with whom I have discussed is 
Mr. Darling who was in Delhi last week for a couple of hours. He was 
against the proposal to start with. He thought that the funds of the two 
societies might be used wrongly and mixed up and he said he would con¬ 
sider the matter and let me know his observations. 

Dr. Friederich: I am opposed to this proposal and personally I am not 
for this mixture. 

Mr. McDougall: I do think it very highly desirable that there should 
be some link between the Central Bank, if you fix the area, and the 
Mortgage Bank, to enable the latter to know exactly what the commit¬ 
ments of applicants are and on the other hand, to enable the Central 
Bank or the credit societies to know their position. 

Mr. Ramdas Pantulu : I fully realise that if a member of a co-opera¬ 
tive credit society is applying for a loan from a Land Mortgage Bank you 
should have information as to the commitments of the credit society. In 
fact every loan application mentions not only Eis debts to the credit socie¬ 
ties, but also to every outsider. 

Chairman : Do you get the co-operative part of it checked ? 

Mr. Ramdas Pantulu'. We check it with the village panchayat or the 
Secretariat or Union. The supervisor or Government Inspector or some¬ 
body else informs us as to the correctness of the statement, and to that 
extent we observe your caution. To that extent your advice is perfectly 
sound and we are already trying to follow it. Do you want that the 
members .of the Land Mortgage Banks should necessarily be members of 
the co-operative credit societies in that area? 

Mr. McDougall: I am afraid I have not considered it. 

Dr. Friederich: In my opinion it is not necessary. I do not see any 
reason for it. 

Chairman: But you have no objection? 

Dr. Freiderich: No, but then he has unlimited liability wdth regard to 
the loan society and limited liability with regard to the mortgage bank. 

Mr. McDougall: In any case I do not think it is necessary that a 
member of a mortgage bank should be a member of a co-operative credit 
■society. He may only require credit for a mortgage loan. 
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Mr. Ramdas Pantulu: Why I ask you this question, is that in the 
earlier Land Mortgage Banks in the Punjab there is sueh a condition and 
even to-day the bye-laws require that he should be a member of a credit 
society before he can join a land mortgage bank. 

Chairman: With regard to your statement that ” the proportion of 
loan to the security will largely depend on the alterations which may be 
made in the existing laws”, is it the proportion of loan to be granted by 
the Land Mortgage Bank to a borrower or does this refer to the proportion 
of a loan to be granted by Government? What is the security? You have 
already said that Government’s financial assistance to these banks should 
be confined to provision of share capital. If that is so, I do not know what 
the loan means. Is the share capital intended to be a loan by Govern¬ 
ment? I think this is a new sentence and refers probably to the loan to- 
be granted by the bank itself to a borrower. Are you referring to the 
loan by the Land Mortgage Bank to the borrower? 

Mr. McDougall: Yes, it should be a new paragraph. 

Mr. Ramdas Pantulu: You suggest that ‘‘the payment of capital and 
interest should be done on the lines adopted by the English Land Mort¬ 
gage Corporation”. You mean principal and interest? 

Mr. McDougall: Yes. 

Mr. Ramdas Pantulu.: So your recommendation is that it must be a 
scheme of amortisation by equated payments? 

Mr. McDougall : Yes. 

Chairman: You would not object if we put a main heading “Condi¬ 
tions on which loans are to be granted by a Land Mortgage Bank to its 
borrowers” before your sentence “the proportion of loan to the security 
will largely depend, etc.”. 

Mr. McDougall : I accept that. It will be a new paragraph. 

Mr. Ramdas Pantulu: With regard to the suggestion as to the 
amortisation of mortgages by equated payments on the English Land Mort¬ 
gage Corporation basis, there is this difficulty. Looking at the tables given 
in this book “the Practice and Law of Banking” by Sheldon on the opera¬ 
tions of the English Land Mortgage Corporation, I find that the period 
allowed is sc long and the interest charged is so low that your payments 
work out to very small figures. On page 441 of the book you find that if 
the period is— 
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and so on. But in India the interest is so heavy and the period suggested 
so short that the equated payment system will necessarily involve pay¬ 
ments of much larger size than under the English Land Mortgage Corpora¬ 
tion. Suppose we adopt one of the two other alternative systems, namely, 
of paying a fixed portion of the principal, one-twentieth, and interest, or 
reverse the order of payments and say earlier payments to be smaller and 
later payments larger, so that it will be easier to pay in later years a larger 
amount than in earlier years. If we make suitable changes according to 
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the conditions of the province and place where the Land Mortgage Bank 
is situated so as to know exactly how the payment is to be regulated, 
have you any objection? 

Mr. McDougall : The great advantage is that it makes it so much 
jnore simple. 

Mr. Bamdas Pantulu: But the payments for all the years will be 
■equal and the difficulty will be, the period being short and the interest 
high, that it works up to a very large amount. 

Mr. McDougall: But in the long run it works out dn exactly the same 
way. 

Chairman: But, Mr. Bamdas Pantulu’s point, as I understand it, is 
this: a man takes a loan and improves his land, it will not be possible 
for him to pay a heavy instalments in the earlier years. If you 
reduce the instalments in the earlier years and increase them in the 
later years when he expects the capital obtained by him from the pro¬ 
ductivity, then that would benefit him. Otherwise, having got a loan 
from the Land Mortgage Bank, he may have to go to another money¬ 
lender in order to pay his annual instalment on equated basis. The 
■capital sunk by him having not reached the stage of productivity, he may 
be compelled to go to a moneylender and get the money if the system of 
'equated payments is to be absolute. All that Mr. Pantulu wants to 
know is whether you have any strong objection to the repayments being 
made, not on an equal basis, but (the object aimed at being the same) in a 
certain number of years at a certain rate of interest, and to meet the 
special conditions he would have to be let ofi with an easier payment, say 
in the first four or five years, thereafter the payments being gradually 
increased. 

Mr. McDougall: The trouble is that the land can deteriorate as well 
ns improve and then the burden at the end of the period becomes heavier. 

Chairman: Therefore on the balance you would advise adherence to 
the system of equated payments? 

Mr. McDougall: Yes. 

Mr. Bamdas Pantulu: We are adhering to it, but there have been 
complaints from borrowers saying that you should not expect them to 
make a heavy payment in the beginning but to give them easier instal¬ 
ments, increasing them gradually. I am putting it from the point of view 
of the borrowers, but I may tell you that in Madras we have framed the 
bye-laws in such a way as to give the liberty in this matter to the bank, 
hut the bank has not adopted the other system. 

Mr. McDougall: Another objection to the system suggested is this: 
It is only human nature for the man to wait, if he gets easier instal¬ 
ments in the beginning, until towards the end of the period conditions 
may arise that would make it impossible for him to repay the instal¬ 
ments. It is better to make him realise what his commitments really are. 

Chairman: But you would not object to the continuance of the discre¬ 
tionary power which is now vested in the management of the Land Mort¬ 
gage Bank in that matter in the area? 

Mr. McDougall: No. 
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Mr. Devadhar: You are in favour of State-aid being given liberally 
to the establishment of Land Mortgage Banks. When you advocate 
share capital by the State, what better State-aid can be had than that. 
I would say that the money advanced to the cultivators when invested 
in the shape of sinking wells or other improvements, will take some time 
to bring a return. Would you therefore be in favour of taking no interest 
for the first five or ten years? 

Mr. McDougall: I do not think so. 

Mr. Devadhar : Would not that be a more effective form of State-aid? 

Mr. McDougall: It is better to make every institution self-supporting. 

Mr. Devadhar: We are talking in the language of relative terms. If 
you agree that the money invested will take some time to mature and 
come in the shape of a return and the period will be something like 5 or 
10 years, instead of having equated payments I would have more pay¬ 
ment of interest for the first ten years and then charge interest side by 
side with a portion of the principal, so that the man’s burden may be 
lessened. 

Mr. McDougall: Government will have to pay for the loss; that is a 
form of Government assistance and Government subsidy. 

Mr. Devadhar: I think there are certain banks in Germany through 
which Government advances some 1 money even without interest for some 
period. 

Dr. Friederich: Yes, for special kind of Mortgage Banks for supporting 
the small industry. 

Mr. Devadhar: My point is that so long as the principle is there why 
it should not be made applicable in other cases. 

Mr. McDougall: I could not advocate such help for work done by 
mortgage corporations. 

Mr. Devadhar: In Germany Government even subscribe to the share 
capital and do not charge any interest for it. 

Mr. McDougall: I can quite understand Government coming to assist¬ 
ance in the case of a new national industry but agriculture is not a 
new industry. 

Chairman: Apart from that if the Government is really satisfied under 
special conditions some peasant wants some relief at the expense of the 
State it can relieve or even suspend the land revenue. It will be a more 
direct form of assistance .instead of trying to interfere through the opera¬ 
tions of the mortgage banks. It seems to me that a simpler arrangement 
for Government if it is satisfied that it is a case for relief is to grant 
relief in other ways. 

Mr. Devadhar : In order to get takavi from Government which is 
dependent on the failure of rain, we do not want this man to pray to 
God not to send rain! 

Chairman: I thought you were referring only to special conditions of 
crop failure or other things. 

Mr. Devadhar: My idea was that the functions of land mortgage banks 
included granting of loans for the improvement of land and not the re¬ 
payment of old debtB alone. 
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Chairman: Government now grants loans under the Land Improve¬ 
ment Loans Act. Is it done free of interest? 

Mr. Devadhar : That is takavi. 

Chairman: Agricultural loans are takavi, but loans under the Land- 
Improvements Act are different, I think. 

Ch. Mukhtar Singh: The word takavi is used in regard to loans under 
both the Acts. My point is will there be any objection for the instal¬ 
ments to begin after 2 or 3 years in the case of such loans? 

Mr. McDougall: What improvements are you thinking of? 

Ch. Mukhtar Singh: Supposing a loan is taken for sinking a tube well. 
It may take even 2 or 3 years for its completion. All depends on the 
strata that has to be reached. You may have to go down even to about 
300 feet to reach water. My point is that it will not be possible for a 
man who takes such a loan to repay anything during the first 2 or 3 years 
until he is able to earn something or make use of the well. 

Mr. McDougall: I quite agree. It is a case which requires careful 
thought and attention. 

Ch. Mukhtar Singh : Where is the difficulty for the Land Mortgage 
Bank to do it? 

Chairman: The difficulty is in the meanwhile the land mortgage bank 
will have to pay interest on its debentures capital and so on. 

Ch. Mukhtar Singh: I do not for a moment suggest that the interest 
should be remitted but I only say that the instalments of principal and 
interest should be made payable only after the improvement for which loan 
has been taken has come into use. 

Mr. Ramdas Pantulu : But in the meantime the debenture and the 
share capital interest has to be paid for by the mortgage bank and how 
can it do so if it only lends out without getting anything in return by way 
of at least interest? 

Ch. Mukhtar Singh: The capital can be utilised. 

Mr. Ramdas Pantulu: That will be hardly sufficient. I quite see your 
point Mr. Mukhtar Singh. This was considered by the organisers of the 
land mortgage banks both in Bombay and Madras and they found out that 
unless there was a very large amount of share capital and Government 
also contributed for the same the proceeds from which can be utilised for 
paying off interest half yearly to the debenture holders, there was no 
way by which a land mortgage bank could suspend the payment of instal¬ 
ments from its borrowers. And moreover, the land mortgage bank can- 
only lend, it cannot exercise any sort of control from its borrowers to 
see that the amount is used up properly for the purpose which it was 
asked for. 

Mr. McDougall: From the point of view of the mortgage bank I fail 
to see how it is possible to adopt Mr. Mukhtar Singh’s suggestion. I 
have, however, the most sincere sympathy for the suggestion and consider 
that it is one which should receive the most serious thought. The sinking 
of a well, particularly, would mean that it would be quite unserviceable 
and unproductive until water is found. 
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Chairman: This is, I think, a matter which we cannot enforce on the, 
co-operative banks. If your proposition were that this borrower will go 
•on paying interest from the beignni'ng but that the repayment of capital 
should not begin until the improvement has been effected, then it is an 
understandable proposition. You can then draw up tables of payment 
by making the interest alone payable in the first two years and thereafter 
the equated payments to include both interest and capital, then it is 
not a practical impossibility. But then there is the other difficulty which 
has been raised by Mr. Ramdas Pantulu with regard to the payments of 
interest on debentures half-yearly. So then if at all it is to be done it 
will have to be done by raising the interest charge on the borrowers. 
That being so I am not sure whether the agriculturist will be able to 
pay anything at all. 

Ch. Mulchtar Singh : That may be your view, but I am speaking from 
the practical point of view. The fact is that the agriculturist cannot 
pay anything until he is able to benefit from the improvement effected. 

Mr. McDougall: Are you assuming that the land is entirely un¬ 
productive? 

Ch. Mukhtar Singh: My point is this: to sink an ordinary well it will 
cost about Rs. 1,500 and for a tube well it will cost at least Its. 6,000. 
For an ordinary' agriculturist, it is absolutely impossible to pay anything 
until the well has become useful. 

Sir Abdul Quaiyum: 1 have got a little experience in this. The diffi¬ 
culty arises when the thing fails. The members of co-operative societies 
belong to most backward classes of society. They really do not under¬ 
stand that they have to enter into a banking arrangement. They are 
not very serious in understanding details. Sometimes they do not even 
'understand whether they will have to repay the same or whether it is a 
present given to them. That being so if the interest were to be added 
to the principal and allowed to accumulate for the first 2 years or so they 
will not be able to repay the loan. And then as to the difficulty thought 
of that the mortgage hank will find it difficult to pay interest to its 
debenture holders I might say that fear can be removed after 2 or 3 years 
after the bank has come into existence, but in the beginning you should 
no doubt have ample provision for meeting such needs. 

Chairman: I certainly anticipated your solution but in that case the 
bank will have to maintain a certain amount of reserve capital for this 
purpose for which it will not be able to earn any interest but the money 
will simply be revolving round the parties. Therefore in order to realise 
the interest on such reserve capital it will naturally have to raise interest 
Tates on its loans. In effect it will come to that. 

Mr. McDougall: Is it a frequent occurrence that after the sinking 
of a well w'ater is not secured? 

Dr. Hyder: If you try to sink a well near the Himalayas you may 
.sometimes got at water even within 5 feet, but further down the Jumna 
-vou cannot get at water even for several feet. 

Mr. McDougall: It is not strictly a banking proposition. I should 
think that it is a Government proposition. 
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Chairman: That is what I said at the outset that Government might 
come to the assistance of these poor peasants if they found the need for 
it. Nothing stops the State from doing so. 

Ch. Mukhtar Singh : I am afraid it will take away the liability of the 
Government. There has already been a suggestion in one of the Pro¬ 
vincial Committees that even the takavi loans for the improvement of 
lands may be distributed through mortgage banks when they come into 
being. If that be so I am afraid all these land mortgage banks will be 
much worse off. 

Chairman : I am not so sure of that, because money needed will be 
voted for by the provincial councils. So I hope people will display the 
same amount of interest in the welfare of the peasant as they have done 
in the 10 years of the existing constitution in the past. 

Ch. Mukhtar Singh: However, this is a bigger question. Another 
matter which I would like to suggest is whether there will be any harm 
if the Government grants a decent amount of money free of interest to 
the mortgage banks for improvement of land to be distributed through 
that agency and the interest for the first 2 or 3 years on loans may not be 
charged at all by the mortgage banks because the money is already there. 

Chairman : That arrangement could be made without detracting from 
the banking aspect of the problem. 

Mr. MoDougall: I agree. 

Lala Harkishen Lai: Banking and insurance principles could really 
be blended in this case. I would suggest that the payment of instal¬ 
ments should be based on the principle of acturial science rather than 
equated payments. The main idea is that the peasant instead of being 
asked to pay interest at a uniform rate is asked to pay interest at the 
rate of say 3 per cent, and then the rate is gradually increased up to 
say 6 or per cent, to be reached within a period of 10 years or so 
during which time the whole loan is repaid, instalments of principal also 
increasing with the increase in the rate of interest. By so doing the 
banking principle will not be offended against. My point is that in addi¬ 
tion to banking requirements insurance ought to come in many ways and 
in insurance the principle is that many contribute to the common good 
of all in order to attain what we may call statistical success. 

Chairman: But I might say that from the theoretical and the prac¬ 
tical point of view it is most sound, but my opinion is that it will take 
several years before we could attain that end. The fundamental difficulty 
is the lack of education especially among the peasantry. 

Lala Harkishen Lai : I do not agree. The insurance has not succeeded 
because no statistics are available. I myself devised a scheme which 
because officials will not care to understand what it is all about did not 
come out. In insurance now we have graduated payments of premiums. 
Here the principle of education does not come in at all because an actuarial 
graduated scale has to be placed beforehand. Even now without education 
the agriculturist knows that he has to pay 6 per cent. If he is assured 
that he is not to pay anything more than that and that we are facilitating 
his work of repayment easy by making him pay by graduated instalments, 
I do not see any reason why the agriculturist should not abide by it. I 
think my idea if combined with the idea of banking would give him 
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better relief and more relief than he is receiving at present, and so far 
as the banks are concerned they would be on safer grounds than they 
are at present. ‘ 

Chairman: Now I do not know what statistics you furnish from which 
you will be able to say that in the case of that loan after two years 
the crop output would go up by say X, or his income would go up by 
Y and that it would go up in successive years by another A or B and 
that after a certain number of years after it has reached the peak it 
will drop. 

Lola Harkishen Lai : The principle involved is this that according to 
our present method it is the method of helping the agriculturist and at 
the same time to be on the safe side so far as the loan is concerned. 
We have two things in view. We have not in view that he should not 
pay, or that the bank should make more money. The loan should be 
realised with ease and without trouble to the other man and the other 
man must pay. Therefore it is not to see what that well will do—it does 
not depend on the well, it depends on the man himself. Supposing he 
borrows Us. 1,000. The first year at 6 per cent, he must pay Rs. 60. 
Well instead of paying Rs. 60 according to the Nawab Sahib if he pays 
nothing his troubles increase rather than decrease. According to me 
his troubles do not increase. He has a little discomfort for the first two 
or three years, but at the same time he knows the money is not a gift. 
I want to get the average of that, and that would be that instead of 
paying 60 he pays 30 and 30 rupees are postponed. The next year he 
pays 30 and again 30 is postponed. The third year is hypothetical. If 
the well is really made the department might charge 60 rupees, but if the 
well is not made postpone it for one year more and charge only 30. Well 
at the end of three years he has paid Rs. 90 and another Rs. 90 is duo 
from him on account of interest. Now this Rs. 90 ought to be spread 
over a number of years. 

Chairman: I understand that. Mr. McDougall has dealt with that 
point. If the real point is easing the burden—in the 81h or 9th year he 
may find that his land is becoming less productive and therefore it does 
not meet the problem. 

Ch. Mukhtar Singh: By putting in a well for the first few years he 
must get much more. 

Chairman: For how many years, that is the point? 

Ch. Mukhtar Singh: In the third year he gets much more than lie 
ought to have expected because the water is there. In the fourth year 
also. For at least 5 years the land must produce more. 

Mr. McDougall: I came across one district in the Punjab where within 
the last few years the whole district has become derelict because of the 
fall in the level of the water. Assuming this corporation was working in 
a district like this, we have to consider it. 5 years ago the district 
was apparently prosperous and successful. Suddenly the water disappears. 
That is a very serious position. 

Ch. Mukhtar Singh: If that is really what happens then naturally the 
method of sinking wells will have to be discarded. 

Sir Abdul Qaiyum: I should like to know whether you are prepared to 
give the man any concession if his scheme fails. If you are not willing 
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to show him any favour then in that case the difference in the product 
of the land does not come in. 

Mr. McDougall : That is not banking. 

Lala Harkishen Lai : I think we are entering into extraneous matters. 
My idea is simply that there should be graduated instalments. So far 
as loans are concerned the Act is already there. Loans are being advanced 
and the considerations which led to the passing of the Act are the same 
or ought to be assumed to be the same. 

Chairman: I fully realised that and that is the reason why I said it may 
be a theoretical proposition but from the bank’s point of view it has to 
take into account the points to which Mr. McDougall referred. 

Ch. Mukhtar Singh: I do not agree with Mr. McDougall that it is 
not a banking point. 

Mr. Ramdas Pantulu 1 am in support of what you say. When I 
suggested to Mr. McDougall that we have made provision in our bye-laws 
for the system of graduated interest, that in the earlier years it should be 
less, Mr. McDougall said he adhered to the view and he would not object 
to an alternative provision being made in the bye-laws if necessary. I 
have already told you that our bank has taken the same view and from 
the point of view of administration it is adhering to graduated payments. 
But the alternative clause is placed in the bye-laws and you say if local 
conditions require it in particular places it may be done. 

Chairman: Therefore that practically settles Lala Harkishen Lai’s 
point. Then we come to Mr. Mukhtar Singh’s point—that for example 
Government actually gives loans interest free for the first two years and 
he was apprehensive that with the establishment of' the land mortgage 
banks that concession would disappear. We are actually discussing that 
and we came to this provisional conclusion that whatever Government 
wants to do in the interests of the peasant is a Governmental function, 
not a banking function, and therefore things of that sort must be kept 
separate. Mr. Mukhtar Singh said, could not the same facilities be given 
through the bank by the Government placing at the disposal of the bank 
a certain sum of money free of interest. If the Government did that 
undoubtedly the bank would do it. It would not become an unsound 
banking proposition. That is the position. 

Sir Abdul Qaiyum : Between the facilities of the banking arrangement 
and the Government arrangement there is a lot of difference. It is not 
so easy to get Government loans free of interest for the first two or three 
years. That means spending a good deal more than the interest he may 
have got from a bank. 

Chairman: It is no use pursuing this point further. 

Lala Harkishen Lai: Is it really a fact that the Government at any 
time gives money free? 

Ch. Mukhtar Singh: In U. P. for tube wells Government did make 
grants. 

Chairman: It is hardly necessary to pursue the matter from the bank¬ 
ing point of view. Mr. McDougall cannot take any exception to it if 
Government were to place at the disposal of a central land mortgage bank, 
or say even the provincial land mortgage bank, 5 lakhs and tell them 
‘we have given you this money free of interest as a quid pro quo you 
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must not charge any interest for two years for loans falling under a 
certain category, then if the money given is equivalent from the bank’s 
point of view to the value of that concession the bank cannot object 
to it as a banking proposition. 

Ch. Mukhtar Singh : In the other case for the mortgage banks also I 
feel it is a banking proposition in this way that we have to look to the 
interest of the person and if w r e find that the person who borrows will 
be unable to pay that money we should find out whether we can give 
him some concession or not. 

Chairman : That in special eases is already provided for in banks 
bye-laws. It can only then be the graduated payment to which Lala 
Harkishen Lai referred and graduated payments as Mr. Ramdas Pantulu 
pointed out are already provided for in the bye-laws of banks in special 
cases, not as an ordinary arrangement. 

Mr. Ramdas Pantulu : The banks are not doing it now. 

Lala Harkishen Lai : That ought to be universalised. 

Chairman : At the present moment we have only two or three of these 
land mortgage banks and the demands for the repayment of old debt 
is such that that is the first part of the problem to tackle. 

Mr. Ramdas Pantulu : On page 13 you say that the provincial mort¬ 
gage corporation should have the Registrar as Chairman. I have three 
very different reasons why I personally do not favour this recommendation. 
I will state them categorically for you to consider.. At present the 
Registrars occupy important functions by arrangement in all the other 
provinces where land mortgage banks are not now existing. Registrars 
have powers as trustee and general statutory powers of control. These 
two functions are so potent that ho can certainly prevent any mismanage¬ 
ment of these co-operative banks. It is not necessary to actually make 
him the administrative head of these banks. The second is as the Calvert 
Committee in Burma has said as far as possible the official advice in 
financial matters should be reduced to a minimum and almost eliminated. 
If the Chief Administrative officer of a bank is to be a Government official 
people are more likely to think it is his money than otherwise. The third 
reason that I have in mind is that we are approximating in the advanced 
provinces to the ideal of officialism at the moment which does not mean 
the removal of the control of the Registrars but subject to the statutory 
functions of registration, liquidation and audit, the non-official organisations 
are entirely on the initiative and enterprise of non-officials. If a Registrar 
is Chairman I think the sense of responsibility of the directorate of the 
non-official workers who manage this bank will be greatly weakened and 
therefore it will not be the least important in the existing arrangements 
to put these official departmental heads as Chairmen of these hanks. 
These considerations that the powers of- Registrar as trustee and as 
statutory friend, philosopher and guide, of the movement, are legal powers 
make it wholly unnecessary to put these Registrars as Chairmen. 

Mr. McDougall: I suggested the Registrars as Chairman in view of 
the fact that the Government are holding the share capital of the bank. 
If the Registrar is to be a Director of the Bank and at the same time 
trustee of the bank then the interests of Government are certainly fully 
safeguarded. If you can get a better man to act as Director I have not 
the slightest objection. 
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Chairman: As a matter of fact there may be other objections to having' 
him as the chief man. Experience iy other provinces has revealed the 
dangers of having Registrars mixed up with the active headship of one 
of these institutions. The Registrar is in general control, that is the 
point, and if he then retains the active headship of an institution his 
two functions are bound to be mixed up and in one province, at any rate, 
the Local Government’s view is that that has led to trouble. 

Mr. McDougall: Mr. Ramdas Pantulu has put forward a strong case 
with regard to the disadvantages of the Registrar as Chairman. All I want 
is a really capable Chairman. 

Mr. Ramdas Pantulu: The last sentence on page 13: “We would 
recommend that the bye-laws of the Mortgage Banks already in existence- 
in the Punjab should be used as the basis for the rules and bye-laws 
of the District Banks”. Here your idea of uniformity is once more put 
forward in a different manner. We have very carefully considered the 
bye-laws of the Madras Bank and we have very widely departed from them-. 

Chairman: Mr. McDougall wants them to be adopted for the District 
Banks, not provincial banks. 

Mr. Ramdas Pantulu : Our provincial bank came into existence only 
a few months ago. When we formed our land mortgage bank 4 or 5 years 
ago we very distinctly departed from them. If you will kindly turn to 
page 14, para. 3, you will find the position of the borrower’s rights mention¬ 
ed very briefly; 45 per cent, of the cultivated area of the province is 
tilled by the proprietors themselves. Therefore you find only 53 per cent, 
of the tenants are really persons having a right of alienation in their 
holdings and the other people have no right in their holdings. If you turn 
to page 15, line 3, where you say ‘no advance will be made to a mortgage 
bank if the maximum loan allowed under its rules exceeds Rs. 5,000 
or 20 times the land revenue of the land mortgaged, whichever is less'. 
In Madras the position is this that our proprietary tenants under our 
Tenancy Act, as well as the ryotwari tenants of the Government have 
absolute right of any nation. There are really no restraints except in the 
Agency tracts or backward tracts. Therefore nearly 75 or 80 per cent, 
of the tenants are absolute proprietors of the land there. With regard 
to paragraph 6 I will speak from my personal experience as a land owner. 
On my best land I pay Rs. 10 an acre to the Government. In depressed 
times its value is about Rs. 2,000. In our bye-laws I am entitled to a 
loan of 50 per cent, of the market value, but if we adopt the Punjab’ 
bye-law it means that on my very valuable land I shall get only Rs. 200. 
Therefore you see we have considerable difficulty in adopting the Punjab 
bye-laws as models for our society. I am myself a member of a land 
mortgage bank, from which .of course I have not borrowed but I am 
entitled to borrow 1,000 rupees on each acre, and I am only entitled to 
borrow Rs. 250 on the basis of the Punjab bye-laws. I can show at 
least 6 or 7 bye-laws which do not suit Madras or Bombay so far as 
I know. Will you press this point? 

Mr. McDougall: No, I won’t press it at all. I find the bye-laws 
adopted by that society to which I have referred working admirably there. 
They seem to me to meet all requirements. If there are any. reasons 
why they should not suit the other provinces I will not make a point of it- 
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Mr. Ramdas Pantulu: My apprehension yesterday when I questioned! 
you was the fear that those laws might be enforced in my province. 

Mr. McDougall: So long as you have a representative on that Central 
Council I have not the slightest fear that that Council will force you to 
do anything that it is not in your interests to do. 

Chairman : You must remember that in a council like that the decision 
will be the decision of the majority. 

Mr. Ramd.au Pantulu: On page 16, para 2: “The promoters of co¬ 
operation are often enthusiasts who look on co-operation with almost 
religious fervour. It is seldom that the visionary and the sound business 
man are to be found in one person”. We have two co-operators on the 
Committee and I would like to know in which category you would place ns?' 

Mr. McDougall: I would place you both in that minority which proves 
the rule. Because of such enthusiasts who are more of the visionary 
than business type very large losses have been incurred. 

Mr. Ramdas Pantulu : Your remarks with regard to expert bankers 
on pages 16, 17 and part of 18. We discussed the matter fully yesterday 
regarding the desirability of giving an expert banking adviser to each pro¬ 
vince. 

Chairman: In your country all co-operative banks have their expert 
banking advisers ? 

Dr. Friederich: No special advisers because the managers of the banka 
are all well-trained in banking. Therefore no special advisers are neces¬ 
sary for our central banks. 

Chairman : If similar facilities are available in the provinces in India 
the need for the banking expert would not arise. 

Dr. Friederich: I agree with you. It is useful if central banks have 
several meetings in order to discuss actual questions. 

Chairman: They do meet. 

Mr. Ramdas Pantulu: On page 17 are you contemplating only an 
official staff or a non-official staff or both. (Passage: Trained bankers 
should be added to the staff of each province). 

Mr. McDougall : My opinion is that if there is a trained banker in 
each province he would very soon be in a position to see to it that the non¬ 
official staff would be expert. 

Chairman: Therefore, you wanted to have- an official staff. In my 
opinion, if not to-day, the work should be taken off his hands. 

Mr. Ramdas Pantulu: With regard to expert accounting on page 8 I 
think it is on the same lines as expert banker, so far as audit and accounts- 
are concerned. 

Mr. McDougall: Exactly, on the same lines. 

Mr. Ramdas Pantulu: May I know your views on the proposals put- 
forward by Dr. Friederich? 

Mr. McDougall: I am in general agreement with him. 

Dr. Friederich: I discussed these proposals in a meeting together 
with my colleagues and they agreed to these proposals. 
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Mr. Ramdat Pantulu : (p. 7 of Dr. Friederich’s paper). You want dis¬ 
trict audit associations federated into a provincial audit association as apex, 
and their functions should be those mentioned by you on p. 9 from (a) to 
</)■ 

Dr. Friederich: Yes. 

Mr. Ramda8 Pantulu: After studying the scheme I understand that 
this scheme displaces the existing numerous bodies for supervision, inspec¬ 
tion and audit. Our work is row cut up into (1) supervision (2) inspection, 
and (3) audit. Though there is a good deal of overlapping between each 
of these three though wo have not been able to say exactly where one 
stops and the other begins, we have come to a sort of settled conviction 
that there is something which is very distinct between them. Your scheme, 

I take it, is intended to replace all these various institutions and to concen¬ 
trate in one body the functions of supervision, audit, and inspection, as we 
at present call them. 

Dr. Friederich: Yes. 

Mr, Ramdas Pantulu: You think the district audit union will undertake 
supervision, inspection and audit of all the societies, and such education 
as is incidental to these functions. General co-operative education is B 
different matter. We have training institutes and bodies of that sort. You 
want to affiliate these training institutes and educational institutes to the 
audit unions. 

Dr. Friederich: Yes. 

Mr. Ramdas Pantulu: You want general co-operative education and 
training under these. 

Dr. Friederich: You have such examples in the Punjab and in Bihar 
and Orissa, unions which have to carry out not only supervision, but 
also audit. 

Mr. Ramdas Pantulu: Page 9 (d) did not strike me as if it were refer¬ 
ring to what we call training institutes where we not only to give training 
in audit and supervision, but also general education, rural economics, co¬ 
operation and banking and things of that sort which will make a person 
trained as a co-operator with a knowledge of the various branches of co¬ 
operation, rrnal economics, etc. I thought (d) is restricted merely to train¬ 
ing of people fer audit, or does it include general cooperative education 
»lso? 

Dr. Friederich: You mean with regard to training of secretaries? 

Mr. Ramdas Pantulu: (d) and (e). 

Dr. Friederich: All this will be done by audit unions because it is 
all work on the same lines. 

Mr. Ramdas Pantulu: Yesterday we were discussing at some consi¬ 
derable length the formation of provincial educational institutions supple¬ 
mented by an all-India Institute of Kesearch of an advisory character. I 
thought these provincial organisations with their branches for various 
grades of training will undertake generally co-operative education and also 
the function of training people for audit, supervising, etc., and that the 
audit unions will do what I have described as the three functions of super¬ 
vision, audit proper and inspection. That is a modification which I want 
■to propose in your scheme. 
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Dr. Friederich: The educational institutions can be connected, and 
it is most useful to connect these institutions very closely, with the unions- 
in order to ensure training according to the principles of auditing and 
supervising. 

Mr. Ramdas Pantulu: If you give me a chance, I will connect them 
with the provincial institutes or I will set up separate boards on which non- 
officials and departmental men are represented. 

Dr. Friederich: I am very much in favour of this system. There¬ 
fore I have recommended advisory boards for each of these unions, advisory 
boards for special subjects—you can have special advisory boards for credit 
business, for marketing business—and special advisory boards for educa¬ 
tion: boards always with officials and non-officials together. 

Mr. Ramdas Pantulu: Let me state the position at present in India 
in the various provinces. Audit is statutory audit by the Registrar, and 
so long as Cooperative Societies Act stands in its present form and also 
as it stands in Burma and Bombay where it has been re-enacted by local 
legislatures, the duty of audit is the statutory function of the Registrar. 

Dr. Friederich: Therefore I have recommended that these unions shall 
be run by Government officials, audit being a Government matter. 

Mr. Ramdas Pantulu: We have got some audit unions for some dis¬ 
tricts just on the lines proposed by you. They are actually working under 
the provisions of the Co-operative Societies Act. -The auditors whom we 
select have got to be approved by the Registrar, and he practically makes 
them his men. Thus audit is done by the Registrar by means 'of his offi¬ 
cial subordinates and the other auditors whom lie approves. I am sug¬ 
gesting therefore that these audit unions might be formed on non-official 
lines subject to the statutory provision that the auditors appointed to form 
these institutes are certified and approved by the Registrar. This scheme 
has a great advantage. The audit unions set up will be financed by the 
various banks—urban banks, district banks and larger societies, consum¬ 
ers stores, etc.—in a particular proportion, and Government will be request¬ 
ed to supplement. 

Dr. Friederich: I have recommended it. 

Mr. Ramdas Pantulu: The super-audit or test, audit ,as it is called 
is conducted by Government officials to see that these auditors are doing 
their duties properly. They audit 5 per cent, or 10 per cent, of the 
societies. This can be done with a limited staff by the Registrar. Now 
the Registrar has an army of auditors with him, nearly 11 lakhs of rupees 
is spent in Madras and in other provinces. If these audit organisations are 
set up, therefore, Government may probably divert a portion of the funds 
which they now spend on official auditors to the audit unions and it is 
possible that a number of Government auditors may be absorbed in the 
non-official organisations. I will therefore make two little changes in your 
scheme, namely: that these unions should not entangle themselves with 
the functions of co-operative education and expanding the idea of co-operat¬ 
ive work and so on; and that they should confine themselves to what in 
India we connote by the three terms, supervision, inspection, and audit. 

Dr. Friederich: In regard to education you want to connect. . . . 
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Mr. Ramdat Pantulu : I want to connect the education organisations, 
the provincial institutes, and the central board which will be composed of 
representatives of provincial institutes, departmental men from various 
provinces, and one or two officers of the Central Government, and which 
might assume the same functions as the Vice-Chairman and experts on the 
Council of Agricultural Research are assuming. 

Dr. Friederioh : Then you think that general education should not be 
included in the functions of these unions, but that the practical training 
>of the staff should be handed over to them. 

Mr. Ramdat Pantulu : Yes, the general course of education in bank¬ 
ing, accounting and audit. 

Chairman: There will be a combined staff of auditors, supervisors and 
inspectors, and those whom it is intended to absorb in that staff will have 
to serve a period of apprenticeship. To this extent these unions will give 
training. But the general training of workers, secretaries, etc., will be 
.given by 'provincial institutes. These are Mr. Ramdas Pantulu ’b ideas. 

Dr. Friederich: I have no objection. 

Chairman: That is also Sir Daniel Hamilton’s scheme. I looked it 
up after yesterday’s discussion, and his scheme for which he has managed 
to get some money from Government begins by saying that an additional 
■60,000 men will be ultimately wanted for the co-operative staff, and that 
-for the thorough training, of these men provincial institutions should be 
established in all provinces. Then it goes on to say that the Government 
of India should find a portion of the money for this purpose, and that is 
probably what the Government of India have agreed to do. As a matter 
of fact I knew something about his scheme because about this time last 
year when I was a member of Government, he came to see me knowing 
that I was going to preside over this Committee, and propounded his views 
before me. 

Mr. Ramdat Pantulu: That being so, I will leave out many of the 
details that you have given on p. 10. With regard to audit unions I look 
upon them as special bodies, quite independent of provincial institutes 
which will take up the larger functions of education, propaganda, theoreti¬ 
cal tr aining and so on. Special committees with advisory powers should 
be constituted for the most important subjects of co-operative activity in 
association with provincial institutes. 

Dr. Friederich: When there are important, questions with regard to 
credit business, agricultural credit societies, urban credit societies, _ the 
managing committees of district unions should hear the opinion 
of advisory boards consisting of officials and non-officials. 

Mr. Ramdat Pantulu: Whit I consider best would be for such a board 
to consult on banking matters the provincial committee and the central 
bank in the locality, and on other matters of general co-operative interest 
to consult the standing committee of the provincial institute or the district 
institute, whatever it is, on education, propaganda, etc. 

Dr. Friederich: Of course this advisory board will be composed of 
representatives of the unions, representatives of the central bank, or in 
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•case you have several central banks, representatives of them all; representa¬ 
tives of urban credit societies, agricultural credit societies in case you have 
a special credit advisory board; in case you have a special marketing board 
rou must have representatives of the various kinds of societies you have. 

Mr. Rarndat Pantuln : Your audit unions become cumbrous bodies 
with such functions which really do not pertain to them. There are very 
definite functions which can be brought together under your scheme. I 
will have these audit unions for the districts federated into a provincial 
audit union, along with these functions, and I will ask the societies, if 
they want any advice, to go to the provincial standing committee, provincial 
institute standing committee, the Registrar, the Imperial Bank, or any 
other advisory source which is open to them, but I will certainly not like 
■to make the audit unions a sort of multiple purpose societies with various 
functions. 

Chairman: To inv mind there may he practical difficulties. Suppose 
a member of an audit union who is himself an actual auditor advises as a 
(member of the advisory committee that something should be done. 

Dr. Friederich: On the advisory committees there will be representa- 
tives of societies. Not auditors. There are audit unions in Czecho-Slavokis 
Hungary, Germany and Bavaria, and other countries of middle Europe. 
The staff of the unions has to execute the local audit. The unions shall 
have a license issued by Government that they are authorised to carry¬ 
out this local audit. To have a close connection Government officials may- 
run these unions, and you enn have your Dy. Registrars as managers of 
such district unions. 

Mr. Ramdae Pantulu: There is no objection to that. I agree to the 
four functions mentioned by you ns regards (e) is it a provincial audit union 
or a provincial co-operative union that you contemplate? 

Chairman: You say what the main tasks of the provincial unions should 
be and then put down (a), ( b ), (c), (d) and (e). It means that ( e) would 
be a function of the provincial union which is now put down as a union of 
auditors, supervisors and inspectors. 

Dr. Friederich: My district unions are not based on auditors. They 
are based on primary societies, central banks, all kinds of central societies. 
These district unions have managing committees, and at the top of these 
committees there should be Government officials. Auditors will be only 
employees of the unions, they will not be Government officials. These 
managing committees will have special advisory boards composed of re¬ 
presentatives of affiliated societies. The provincial union will be the 
apex union to carry on the tasks I have detailed here. 

Mr. Ramdae Pantulu: In the case of what we call provincial co-opera¬ 
tive institute, provincial co-operative union, advisory powers are already 
there I was understanding the whole of your scheme as referring to the 
provincial apex audit union. 

Dr. Friederich: The provincial apex union haB only to audit central 
societies, central banks and not primary societies because central banks 
are associated with district unions. 



Mr. Ramdas Pantutu : Instead of clarifying the issue I am afraid I 
am making the issue more confused. I understood the whole of your 
scheme of audit district unions and audit provincial unions as something 
separate from what we have now got as a provincial co-operative union for 
the whole province with functions educational, propagandistic, etc. If I 
understand you right your provincial union is the apex union for district 
audit unions and is a distinct body from the provincial co-operative insti¬ 
tute. Your district audit unions will audit the several primary societies, 
urban banks and so on. Your provincial audit union will audit the central 
banks and probably the large land mortgage banks and things of that sort 
which are spread over the whole province. 

Dr. Priederich: Yes, I do not make any proposals as regards the provin¬ 
cial bank. I would leave it to the decision of the provincial union and the 
Registrar whether one of the staff shall audit the apex bank or better still 
whether a non-official shall do it. 

Mr. Ramdas Pantulu : Therefore I have understood your scheme cor¬ 
rectly. You are referring to district unions and a provincial audit union. 
While I can see that functions (a), (b), (c), and (d), mentioned on page 9 
correctly pertain to the provincial audit union which is the apex of the dis¬ 
trict audit unions, I really do not see how functions mentioned by you 
on p. 10 of having advisory committees for marketing, credit and various- 
things like that at all fall within the purview of thiB audit union. 

Dr. Friederich: That is most useful especially with regard to organising 
work, forming new societies. In my country advisory boards have to be 
heard with regard to questions of policy concerning rate of interest, promo¬ 
tion of savings, loan societies, marketing, formation of special societies for 
supply, etc. The representatives of societies will thus have to be heard 
whether in their opinion such measures are useful or not. I want to 
strengthen the responsibility of co-operators outside these unions. 

Mr. Ramdas Pantulu: I do not see how these functions pertain to 
audit unions. 

Dr. Friederich: Audit unions are not only audit unions, but are also 
advisory unions which shall give the members much good advice. You 
have in your unions well trained auditors to carry out audit, employees 
who are not so well trained as these auditors, and special people for 
special matters such as organisation, etc. It ds very useful to bring all 
these people together. 

Chairman: I think we appreciate Dr. Friederich’s point of view. He 
started with the proposition that even the Registrar should be an expert 
auditor. I do not know whether he is himself an auditor. He apparently 
holds the view that auditors could best perform all sorts of administrative 
work. 

Dr. Priederich : One matter is sure: audit and supervision in this 
country are not effective enough. I have made proposals on the experience 
of countries which have co-operative societies, and I can tell you that the 
scheme has been more or less copied from the practice in other countries. 
I am quite sure in case this scheme is adopted in India you will have very 
effective audit. 
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Chairman: We are very much impressed with what you say as regards 
audit inspection and supervision. BuT Mr. McDougall will perhaps realise 
the force of my remarks. In England would you think a union of people 
engaged in audit, inspection and supervision a most competent body to 
deal with administrative matters like the development of co-operative edu¬ 
cation, co-operative marketing, etc. To my mind these functions are 
fundamentally different. Mr. Bamdas Pantulu does not question (a), (b), 
(c), and (d) on page 9. But when we come to (e) leaving aside the first 
item of auditing which undoubtedly will come there subject to such super¬ 
vision as the Registrar might exercise, in regard to questions like co¬ 
operative credit, co-operative marketing, I share Mr. Bamdas Pantulu’s 
views. 

Dr. Friederich : I did not suggest that the Registrar should be an ex¬ 
pert Auditor. It will be clear if you look at the minutes. All I said was 
that the Registrar should get a good training in Co-operation and in Audit¬ 
ing at the Central Co-operative Institution. I did not say that he should 
be an expert Auditor. 

Chairman : Perhaps I have stressed too much on the word ‘expert’, but 
you said that he should have training in Auditing. What has Mr. 
McDougall to say on items (e). (f) and (g) ? 

Mr. McDougall: As I understood Mr. Bamdas Pantulu’s ideas, not 
only are we going to have a Central School of Co-operation, but we are 
also going to have a Secondary School in the provinces with which I 
entirely agree. I did not suggest that, because I feared that the cost 
would be more than the country could bear at the present time, If 
it is possible then I entirely agree that provincial schools should be estab¬ 
lished. I want to make it clear—I am sorry to have to disagree on this 
point with my colleague—that a registrar need not be an expert auditor. He 
must, be a really great administrator. 

Chairman: I think we will leave it at that. 

Dr. Friederich: I want, to put forward that ic would be useful to con¬ 
nect the organizing work with Audit and Supervision. The inspectors who 
go out can collect a certain amount of information. They know the local 
conditions and they can give advice as to how it could be done. They have 
the knowledge necessary for organising work. Therefore it is combined in 
other countries and they find it useful. 

Chairman: I asked Mr. McDougall whether this is done in England 
So far as I know it is not. You say in all countries* it is combined; firstly 
it is not done in England. While we see the advantage of having Auditing 
Unions, knowing the circumstances of this country, I for one do ndt see 
the advantage of it here. Practically it brings me back to what Mr. 
McDougall at one stage said yesterday about the Committee of experts 
trvina to do administration work, and I told him that wc had solved that 
so far as the Central Council of Agricultural Research was concerned. This 
strikes me the same wav. I have the slightest objection, and I have the 
slightest doubt that it will be done, some of th c . expert auditors being 
summoned to attend the meeting of the administrative body. They are 
bound to do it, but the work is not one which can be left to that particular 
institution. That is my whole point. 

Vol. IV. 30 
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Dr. Friederioh : The ^more organisations you have, the more money yow 
have to spend. If the knowledge is collected and used in the manner I have 
suggested, too much money has not to be spent for co-operation work. 

Chairman: Excepting the small permanent staff, the existing Provin¬ 
cial Co-operative Institutes do not cost any money. In fact, as Mr. Ramdas 
Pantulu at one stage pointed out, it really hinges on the point you have 
now raised. If we were to make the All-India Institution a bigger thing 
and tell Government that it is the primary function of this Institution to 
do statutory auditing, etc., and ask them to meet the whole cost of the 
Institution, there may be trouble; and to my mind I find it difficult to 
realise how a body entrusted with statutory audit primarily can again be 
formed into an advisory body to deal with administrative matters. They 
are experts and their advice will undoubtedly be available. 

Dr. Friederieh : I am sorry you misunderstood my ideas. 

Chairman: I am very sorry if I have misunderstood you. For the last 
half an hour I have been trying to find out the point of difference between 
you and Mr. Ramdas Pantulu and I am very sorry if you end up by still 
saying that the misunderstanding is* not cleared up. I and Mr. Ramdas 
Pantulu are in fullest sympathy with your ideas about a Union of Auditor 
Supervisors. 

Dr. Friederieh: I beg your pardon, no Unions of auditors. They are 
Unions of Co-operativte societies. 

Chairman ; Then it is different again. All I can say is this. It 
cannot be done without making the conditions worse. The Co-operative 
Institution can hardly be entrusted to do statutory audit, the responsibility 
in regard to which the Act leaves to the Registrar. That being so, there is 
a difference between us in what I may call fundamentals and I think we 
had better leave it at that. 

Dr. Friederieh: But I made it quite clear that Government should 
form special unions consisting of primary societies and central banks* 
situated within a special area. 

Chairman: I fully realise that. Then Mr. Ramdas Pantulu started 
discussing the matter with you. He pointed out that it would be impos¬ 
sible to mix up these functions and said that if you could confine your 
Union to doing this particular function, he would be willing to accept your 
proposition. I may have misunderstood you here again, but I thought you 
said that you agreed with that proposition. 

Dr. Friederieh: I want to add that this system which I propose is a 
system experienced for 80 years of Co-operation in my country. 

Chairman: I fully understand that. What may be good for Germany 
r . a y not be good for England and what may be good for Holland may not 
be good for India. 

Mr Ramdas Pantulu: When you refer to “current accounts and 
cheques”, are you thinking of central banks or of the primary societies? 

Mr. McDougall : Where possible, both. 

Mr. Ramdas Pantulu: I may tell you that in the bigger urban banka 
and in the central banks in most areas we have current accounts and a 
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cheque system, but having regard to the small literacy in the villages and 
the difficulty of persuading people to accept cheques, they have not .>een 
introduced in the village societies except in very exceptional cases to a 
small extent. 

Mr. McDougall: The reason why I referred to this at all was that 1 
wished to emphasise the point. As your country develops so should you to 
concentrate on this. I am well aware that the vast majority of your 
primary societies as they exist at present are not fitted for this system. 
The co-operative movement should however introduce it when and where it 
can be done with reasonable safety. 

Mr. Ram das Pantulu: It follows that you will agree to the vernacular 
being used for the cheques . 

Mr. McDougall: Certainly. 

Mr. Ramdas Pantulu: If they are to be in English, it would be diffi¬ 
cult. 

Mr. McDougall: I see no reason why the vernacular should not be 
used. 

Mr. Ramdas Pantulu: With regard to your proposal regarding “Co¬ 
operation and the Reserve Bank”, the only difficulty we find in the 
Reserve Bank Bill which was introduced in 1927 and afterwards amended 
in 1928 is that certain facilities for re-discounting co-operative paper 
countersigned by the provincial co-operative banks are to be found there, 
and beyond that we cannot go. Apparently you want some more help to 
be given to the co-operative movement. I do not wish to pursue the sub¬ 
ject, because practical bankers, and probably the Chairman, may pursue- 
it at length. I have one idea in my mind which I wish to >put before the 
Committee, but I do not know how it will be received and how far it ia 
practical. I was thinking of having a rural credits department for the 
Reserve bank as they have in the Australian Commonwealth Bank 
Act. In 1925 the Commonwealth Bank Act was amended creating a rural 
section. Tht Acc creates a rural section to which some funds will be given 
from various sources; a portion of the profits of each department will 
be transferred and the Treasury can place some money for the transactions. 
Your idea of the Reserve Bank functioning as the Agent of the Govern¬ 
ment of India with regard to certain State funds comes very near the idea. 
In whatever form it may ultimately be introduced. I wish to press my 
personal view upon the Committee that there must, be something more in 
the Reserve Bank Act than a mere provision for the rediscounting of paper 
countersigned by provincial co-operative banks, and one such thing is what 
is contained in the Rural Credits Act. I have examined the position in 
South Africa, it is not the same there, but it is verv much the same on 
different lines. In South Africa there are two State Banks, one called the 
Land Bank and the other the Reserve Bank. In the Land Bank, originally 
there was no provision for rural credits, but how there is another Act of 
1926 according to which a Rural Credits Department has been fixed up and 
various provisions are introduced. Whichever model is adopted, T want 
some kind of State assistance with State funds on banking principles (not 
merely by doles and charity system) to be placed for rural credits through 
the Reserve Bank. 


3 6 2 
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Mr. McDougflU : I should be prepared to support you more as a co- 
operator than as an agriculturist. As a matter of fact, I discussed this 
with my colleagues, we considered it difficult to bring co-operative banking 
within the function of the Reserve Bank, we agreed ultimatelv that the 
Reserve Bank should be used for this purpose. 

Mr. Ramdas Pantulu : With regard to your opinion here that the postal 
savings which are now collected by Government through post offices may 
be placed at the disposal of the co-operative movement for rural credit, I 
leave it to the Chairman, because he has direct knowledge of the work of 
the Postal Savings Department, having been at the head of the Postal De¬ 
partment for some time. So long as some funds are placed to the credit 
of the rural areas, 1 do not mind. 

Mr. McDougall: I agree. 

Chairman: On the proposition that the State should take some steps 
to place more funds at the disposal of the co-operative credit movement, 
there may not be much difference of opinion in the Committee on the 
fundamental issue, but certainly I am not in a position to commit myself 
now. 


Mr. Ramdas Pantulu referred to the Commonwealth Bank (Rural 
Credits) Act. I do not know whether he read the provisions of that Act, 
because it brings out how advances are to be made. 

“Advances may be made by the Rural Credits Department, upon 
the security of primary .produce placed under the legal con¬ 
trol of the Bank.” 

“In lieu of making advances in accordance with the provisions of 
this part, the Rural Credits Department may discount bills 
secured upon produce placed under the legal control of the 
Bank.” 

I think those provisions were recommended to us by Dr. Trip, and I think 
we have included them in our proposals regarding the Reserve Bank. 

Mr. Ramdas Pantulu: I am quite aware of the provisions. 

Chairman: This is a Reserve Bank which has been allowed to do this 
work by the combined efforts of the Reserve Bank and not any particular 
compartment of it. 

I might read out the following extract in this connection: 

“These considerations bring us* to the conclusion that the Reserve 
Bank should be given the opportunity of making advances on 
the securitv of movable goods, wares and merchandise besides 
warehouse' warrants and warehouse receipts representing the 
game”. 


Under the provisional conclusions at which we have arrived after dis¬ 
cussion with the Experts, we have decided that the Reserve Bank will do 
that work as a whole. Now I will come to the matter of the postal savings 
banks. I dare say you are aware of a Computtee in England which deal 
with the question' of rural credits and they themselves were inclined to 
make some recommendations on those lines. They reported We further 
suggest that the State funds employed for the scheme should be derived 
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from the sale of certificates from the rural areas”. That is what they 
recommended. Other Committees brought out the fact that the money 
was spent for the best interests of the Nation and the second point was 
that after all the State was responsible for the payment of those sums and 
the State could not therefore use the funds for any specific purpose. 
If money were used and lost the State’s responsibility would remain. In 
the end they enacted the Agriculturists Credits Act of 1928 by which they 
provided that certain sums of money would be made available from funds 
at the disposal of the State for providing agricultural credit. They did not 
proceed on the compartments! basis because they realised the unsoundness 
of that position and they said that the Treasury would make advances to 
the Company established for the purpose of granting agricultural credits net 
exceeding £750,000 in the aggregate with a recurring annual contribution of 
£10,000 for 10 years. Now the corresponding similarity for India would be 
for the Provincial Governments similarly to make available for the co¬ 
operative movement, if and when the time comes, specified sums of money 
which will then go into the ways and means of calculations of the Pro¬ 
vincial Governments and they will have to make money available by bor¬ 
rowing direct or from the Central Government. I take it that you do not 
object to the details of the arrangement except leaving it by saying as in 
our discussions with your colleagues and yourself the other day that some 
specific action should be taken in the matter. 

Mr. McDougall: I entirely agree. I am concerned with principles not 
details. 

Mr. Bamdas Pantulu: I merely raised this point with a view to elicit 
your opinion. We will now leave the subject to the experts in these mat¬ 
ters to guide us properly. 

Mr. Bamdas Pantulu: Now let us pass on to another point. You say 
‘‘Finally, we feel compelled to stress the necessity for the po- 
operative banking movement restricting, as far as possible, 
the disbursement of its profits and to build up strong reserves 
out of these profits. These reserves—we refer to those of the 
Central and Provincial Banks—should not be used for grant¬ 
ing credits, but should be invested in gilt-edged securities . 

I may tell you that it is the practice now. Only rural societies invest their 
funds but the central banks are required to keep their funds with the pro¬ 
vincial banks and the provincial banks are asked to keep their funds in gilt 
edged securities. So far as Madras is concerned we have kept the whole 
of the reserves of the central banks in Government securities. Regarding 
profits there is the statutory obligation on these banks to put 25 per wat. 
of the total net profits to the Reserve Fund and it is also provided that tbe 
Registrar'can force these banks to put by 50 per cent, of their net profits 
if he considers it necessary in the interests of the banks. Are you pre¬ 
pared to increase these rates? 

Mr. Mc.Dougall: Build up your reserves, build up your reserves, that 
is the general principle I wanted to lay stress on. 

Mr. Bamdas Pantulu : I wanted to know, whether you have to make 
any specific comments or suggestions to offer in regard to this. 

Mr. McDougall: I personally have the impression that some of the 
areas are not sufficiently cautious in this respect. They give sufficient 
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consideration to this fundamental need. I have not the slightest doubt 
that in the well managed provinces this advice is not required, with regard 
to others it should be very strongly stressed. 

Mr. Ramdas Pantulu: I might say that the dividend also is statutorily 
fixed and I do not think more than 9 per cent, is paid anywhere in India. 
The highest is 9 and the lowest is» 6 per cent. Therefore when the dividend 
is fixed and the creation of reserves made statutorily obligatory there is 
nothing else to do in that direction. But there is ample scope to do other 
things. e.y., in Madras the Registrar has said that he has reasons to 
think that the assets of the primary societies are not quite sound, and 
therefore he has insisted on the creation of a Reserve fund to provide 
against bad and doubtful debts over and above the general Reserve. 

Mr. McDougall: I think as a general proposition it is quite good. 

Mr. Ramdaa Pantulu : I endorse your view. 

Dr. Hyder: The first good rule would be that the society would see to 
it that the bad debts are as little as possible. 

Chairman: But still there must be some bad debts. You cannot help 
it. 

Mr. Ramdaa Pantulu'. I am not encouraging bad debts. 

Dr. Hyder : I have got one or two observations to make to clear up 
the position. We have got into difficulties with Dr. Friederich and I 
request Dr. Friederich to forget for the moment the paper that he has 
submitted to us. Through your (Dr. Friederich’s) kindness I have been 
provided in original with the byelaws of a Uerband which exists in your pro¬ 
vince. You insisted upon this fact that these things are done in your 
country and that there is the experience of 80 years behind it and that the 
whole of Central Europe practices this system. Therefore it is for us to 
consider what that system is from the byelaws of the Hessian Agricultural 
Co-operative societies. Now. I take it that- you have got there what you 
may call a union covering the whole of Hess. 

Dr. Friederich: Yes. 

Dr. Hyder: The objects of these, what you call Federated Unions, are 
as follows:— 

(1) The considerations of the development and representation of common 
interests. 

(2) For making perfect arrangements in regard to the procedure and 
method of business in the federated co-operative societies by the provision 
of technical discussion or advice. 

(3) To earrv out the duties laid down by the Imperial law as regards 
audit. 

(4) The encouragement and direction as regards the establishment of 
agricultural societies. 

(',) The encouragement and the establishment of central societies ac¬ 
cording to Article (9) of the Imperial law. These are the objects of the 
union with which you are familiar. 

Dr. Friederich: Yes. 

Dr. Hyder: The members of the Union are only federated societies?, 



887 


Dr. Friederich : Yes. This union is not a co-operative society but co¬ 
operative societies form this Union. It is a Begistered Association. 

Dr. Hyder: Its membership is confined to agricultural societies which 
are based upon the principle of self-help in agriculture co-operatively 
organised and these societies represent the interests of the rural people. Is 
that so? 

Dr. Friederich : Yes. 

Dr. Hyder : The organs of this Federated Union are that it has got a 
Congress. Then there is a Committee of this Union and a smaller com¬ 
mittee and then there is the Manager of the Union. In this respect the co¬ 
operative societies have got certain duties and obligations. One of the 
obligations is that these co-operative societies have got to subject them¬ 
selves to the audit ordained by the Federated Union through the help of 
technical experts. 

Dr. Friederich: Yes. 

Dr. Hyder: I want you to forget your idea of what you have written 
•for a moment. In these byelaws it is laid down how the audit is to be car¬ 
ried on and so on. Now if I understood these byelaws correctly that one of 
these objects, namely, the encouragement of agriculture by co-operation, I 
take it that the auditor is never a member of this Federated Union. 

Dr. Friederich: I never said it was so. 

Dr. Hyder: This Federated Union can do nothing for the purpose of 
carrying out one of the objects, viz., auditing. Does that summarise 
correctly the position as regards Federated Unions in your part of the world? 

Dr. Friederich: The. audit is carried out on behalf of the registered 
union by auditors being employees. You have not mentioned anything 
about Advisory Boards. 

Dr. Hyder: Let us not mix the functions of audit with the encourage¬ 
ment and development of the idea of co-operation. 

Dr. Friederich: There is big difference between the proposal and our 
Unions and that is that our Unions are run purely by private enterprise and 
not by Government. The Unions are only licensed. The Co-operative 
movement is a self-supporting movement fre6 of State control in our 
country. These registered associations have to send balance sheets to 
Government and no more and only in case these Unions do not effect the 
task of audit properly, Government can close such unions. But now 
in regard to the advisory boards—and I am in full agreement with my col 
leagues that in this country people are nearly dependent on Government. 
That is our idea. With regard to literacy and experience of running these 
institutions also we cannot compare the two countries. We have in 
our country a system which is fully independent of Government control 
and the system in this country is fully dependent on Government. To 
bring the forces of Government and honorary workers together it is that 
I propose these special advisory boards. 

Dr. 'Hyder: I must with regret say that you have not completely 
borne in mind the request I made to you. I wanted to be sure of the facts 
■as they exist in your country. May I ask you whether the auditor in your 
part of the world has also got to perform the duty of encouraging the 
establishment and helping in the development of co-operative societies? 
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Dr. Friederich : Certainly. He has to do it and he does it now. 

Dr. Hyder : It is part of his duty to encourage people to establish co 
operative societies also? 

Dr. Friederich : Yes. 

Dr. Hyder: And you say that this should be done in this couniary. 

Dr. Friederich: Yes, I recommend it. 

Dr. Hyder: Then take the case of the primary societies. Is this fix¬ 
ing and the granting of the credit done at the Congress or is it done by 
some other organ of the primary co-operative credit society in your 
country 1 ? 

Dr. Friederich: Credit must be fixed by the Managing Committee with 
the assistance of the supervising board. The General meeting has to fix 
within what limits the Managing Committee and the Supervising Board 
are allowed to fi\ the credit to each individual. The General Meeting 
fixes the utmost credit limit, say, Its. 3,000 and decides that the Managing 
Committee is allowed to fix credits for every individual member up to 
Its. 500 and the Managing Commit tee together with the supervising board 
are allowed to fix credits up to Rs. 8.(X)0. 

Dr. Hyder: But the actual giving of the credit is done by the Managing. 
Committee ? 

Dr. Friederich: That is so. 

Dr. Hyder: Mr. MqDougall I have followed closely your idea of the 
land mortgage bank. When 1 was listening to the discussion two doubts 
arose in my mind. Taking into consideration the experience of a countrv 
in which such land mortgage banks were established we were given some 
papers of the Agricultural Commission with regard to Egypt and some of 
our members visited Egypt. There an Agricultural Bank was established 
with a Government guarantee of debentures and its loans were of two 
classes, namely A and B. B were of longer duration and the amount was 
large. The bank had what you call zemindari rights, that is to say it 
could acquire the properties in case of default, and sell the properties. *" The 
experience of the bank was that it got saddled with a large number of 
properties and the Egyptian Government had to pass a law which restrict¬ 
ed, just as we are restricting here the right of the fellah in this matter, 
namely attachment, sale and foreclosure for any loan advanced either by 
the Agricultural Bank or by any body. The first doubt that arose in my 
mind was that perhaps there was this guarantee of debentures and no proper 
care was taken in the matter of scrutinising the applications received for 
loans to be granted bv this bank because I am not in a position to say, but' 
the actual facts prove that the management of the bank was free in agricul¬ 
tural loans. The second lesson which eoines prominently from that 
example is that unless cultivators have education and character it would 
be worse than poison to place facile oredit within their reach. Given these 
two things, that the cultivator will use the loan which he receives from a 
bank for the purpose stated in the application and makes the best use of 
the loan instead of squandering it or spending it on other purposes, the 
chances are that it will only act as a dope and the man will be in a worse 
position than when he started. It would be much better that no mortgage 
bank existed and there would he no temptation. I wonder then what your 
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position is in view of the example which I have given to you both in the 
matter of Government guarantee of debentures and in the matter of granting 
credit unless it is after the most strict scrutiny? 

Mr. McDouyall: I have pointed out very' briefly that the utmost case 
should be taken in giving these loans to see to it that the cultivator is in a 
position to repay, that- his stability is such that a loan will really do him 
good. I quite agree with vour outline of the position. It is sound. The 
granting of a loan to a man under the conditions which you 1 ave descnbed 
is merely doing him a grave disservice. It is ihe same thing in more 
highly developed countries. At one time I criticised our banking system 
very severely for this lack of elasticity in regard to credits. I am not so 
sure that that criticism was justified after seeing the. results of easy credits. 
Easy credits can become a curse to the borrower. 

Dr. Hyder: I am for a policy of extreme caution in this matter, es¬ 
pecially in view of what was placed before us in Egypt—that was a country 
which had no Alienation of Land Act. They established this land mort¬ 
gage bank and they avert' forced to enact a similar measure there. With 
regard to point No. 2, this idea of an All-India co-operative council, I 
take it that you are not satisfied with what you may call the mental and 
technical equipment of eo-operatives in India especially in the matter of 
co-operative education ? 

Mr. McDouyall: No. The Royal Commission on Agriculture has referred 
to this, their report states that all the resources of the State must be 
used to further this movement, if any progress is to he made. 

Dr. Hyder: What you really want in the matter of education is a sort 
of Oxford or Horace Plunkett Institution where these co-operators can 
come into active contact with these really great minds, and the teachers, 
I take it, must possess cool heads* and warm hearts. 

Mr. McDouyall: Something much more than a Horace Plunkett 
institute. 

Dr. Hyder: It has a technical side and also a spiritual side and there¬ 
fore you consider it necessary that there should be contact not only 
through text books but through touch with the leading minds so that the 
whole of this co-operative movement may have a proper upper staff. I 
take it that the basic idea of co-operation is ‘Each for all and all for each’, 
therefore if we are to be true to the idea of co-operation, it can only be a 
matter of mutual free consent. It would flourish under these conditions, 
it- would not flourish otherwise. If the need was sufficiently brought home 
to the Provinces they may say here i& an idea, we want good men. well- 
equipped for management of the co-operative movement. If we cannot 
afford this expense individually, let us join together and have an institute 
in which great teachers can give the message of co-operation and techni¬ 
cally prepare with cool heads the students for the great task which lies 
before them From that point of view, on the basis of mutual free con¬ 
sent you say that you would like a co-operative council, one of whose func¬ 
tions would be to have such an institute, and after all it is the institute 
that matters. 

Mr. Devadhar : Will you please tell us whether you exclude from what 
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you describe here as the moneylender, the class what we call the indigenous 
banker? 

Mr. 'McDougall: I should think that the indigenous banker is too big 

a man to come in here. 

Mr. Devadhar: So your remark applies primarily to men in small 
•villages? 

Mr. McDougall : If there is any possible way of getting an indigenous 
banker into the scheme I should have not the slightest objection. 

Mr. Devadhar : Now you say it was taken for granted that the money¬ 
lender was an enemy who must be destroyed. Was this impression created 
in your mind by talks with any of the agriculturists? 

Mr. McDougall: Yes, I came across one extreme ease where a film 
was actually produced and exhibited in villages and I think it was with¬ 
drawn because it was realised that ultimately it did more harm than good. 

Mr. Devadhar: We hud a film like that and I had to go and see 
whether the drama was likely to do more harm than good. Hut this is 
more or less a sort of exaggerated picture. 

Ch. Mukhtar Singh: In the Punjab there are songs against them and 
-they are always encouraged to be sung. 

Mr. McDougall: This memorandum which I have written on the 
lender is not only based on what I have seen and heard in my very short 
visit here and after a very cursory examination of the situation, but also 
on my own practical experience in England with regard to a similar class, 
the dealer class. I started one organisation in Oxfordshire some years ago 
& farmers’ organisation for selling livestock. I was faced with this—we 
were to stand out against the dealer and eliminate him. If we did it would 
be a long fight. What advantage wore we going to get out of it? I 
decided I think fortunately, and I think 99 per cent, of the farmers who 
use their market now agree that we were wise. We did not antagonise 
them. We used them, we built up an organisation that even be could 
use to benefit. We reduced the numbers of hands through which stock 
passes. We centralised and we made use of that man to the benefit of 
the farmers and to the benefit of the capable dealer. 

Mr. Devadhar : I quite realise the necessity for making no attempt at 
antagonisation and also the usefulness of bringing these gentlemen, who 
have rendered great service in the past, into the movement if possible. I 
find difficulties in the way. For instance you have said in your paper that 
co-operation is not charity. Now the moneylender, I am talking of the 
small man who derives his resources from bigger bankers, goes right into 
the villages and distributes his money at considerably high rates of interest, 
which probably self interest promotes him to do, or more expensive methods 
though they may be primitive, compel him to do that. Now the object of 
the co-operative movement is to bring down the rate of interest. How are 
these two to be reconciled? He is not actuated by any motive of social 
service and he wants to make as large a profit as he possibly can. How 
would you advise us to bring him into this? 

Mr. McDougall : If, as I have tried to describe, you make the money¬ 
lender part of the movement, if you increase his prestige instead of 
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•mairing him feel that he is an objectionable member of society and if you 
•make him feel that by coming into the movement he will be a much 
respected member of society then you may get him. He must be made to 
.realise that his methods of doing business have got to change and that even 
he is not safe. He for good or ill has to become part of a more organised 
■system than there has been in the past. He must be taught while it 
may be possible that his year’s profits or indeed his nett profits will 
not be as great as it has befen in the past, it will be safer for him in the 
Jong run. 

Mr. Devadhar: In your conversations with several people who have 
been working in this field have you been pointed out any place where this 
has been tried, and successfully tried? 

Mr. McDougaXL : I have discussed this idea with Registrars and they are 
very much in sympathy with it. 

Mr. Devadhar : But I should like to know whether it has been tried 
anywhere. 

Mr. McDougall: Yes, in one part of a province we come across one 
-case where I think Rs. 36,000 was advanced by moneylenders to a Union. 

Mr. Devadhar: In that way I can cite many cases of assistance by the 
local moneylender, where he has deposited a certain portion of his capital. 
No co-operative society would be advised to borrow even locally at a 
rate higher than 6 per cent. Do you think this would satisfy a money¬ 
lender? 

Mr. McDougall : I have discussed the matter with one or two mem¬ 
bers of the moneylending class and also with actual moneylenders. I 
asked Registrars if they had ever thought of making use of the moneylender? 
They indicated that it was a matter of very great interest and they agreed 
that it might bo possible to use him with advantage. I met one particularly 
intelligent man whose people are all moneylenders. He informed us 
that in his opinion if the moneylender was given a chance and treated pro¬ 
perly he would come into the scheme and instead of being a hindrance he 
would be a help. 

Mr. Devadhar: His complaint was ill-treatment? 

Mr. McDougall: Yes or perhaps it would be better to say discourtesy. 

Chairman: I judge from this talk that apparently the correctness of 
the third sentence is not admitted in all parts of the country. 

Mr. Devadhar: My own view is that there is nothing like a definite 
policy of antagonising any class. 

Chairman: That may be in Bombay. Mr. Ramdas tells me it is not 
so in Madras. At the same time we have definite information that it has 
been so in the Punjab. Therefore Mr. McDougall as you have not toured 
extensively in the other provinces I suggest to you that to make your state¬ 
ment absolutely correct you might add these words after “it was taken for 
granted” “at any rate in certain parts of the country”. 

Mr. Devadhar: The second point—“the co-operative organisation 
should not refuse to consider the possibility of making use of his (the 
moneylender’s) capital or experience.” I can tell you from my own 
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experience that we have never done it, we would like to take him in but 
he has his own interests. He would be for charging as high a rate of 
interest as possible, whereas the co-operative movement was definitely 
started for the purpose of bringing down the rate of interest. Therefore to 
me it appears that the two are incompatible. If money is made avail¬ 
able at a cheap rate through the co-operative agency and there is in the 
same tow'n a moneylender who would not charge less than 12 per cent, or 
15 per cent., I think ordinarily any attempt made on our part to bring him 
into the organisation will either frustrate liis motive or will not allow us 
to gain our object. 

Mr. McDougall: Well the evidence I had was that it is in operation 
in the Punjab where in one instance Bs. 36,000 has been advanced to the 
co-operative union and the moneylenders were satisfied with the average 
per cent. They feel that the advantages to be earned from coming within 
the movement, arc such that they are better with a lower percentage of 
interest inside than a higher percentage of interest outside. 

Mr. Devadhar: But in your own paper you show that it was neces¬ 
sary to undertake certain precautions in admitting him. 

Mr. McDougall: You must make certain provisions against exploiting. 

Mr. Devadhar: You have come across a place where this experiment 
has been tried on a large scale. 

Chairman: In one report it is distinctly stated that moneylenders 
take advantage of the co-operafive soeities to borrow at cheap rates and' 
lend out at high rates. It has actually recommended that steps should 
be taken to prevent moneylenders becoming members of co-operative so¬ 
cieties. I am try ing to get out the reference beeaysc it will go to some 
extent against your suggestion. 

Mr. McDougall: I remember coming across that. 

Mr. Devadhar : I will give you another instance from which you will 
see that they are not willing to avail themselves of the experience of money¬ 
lenders. In Kannada we were discussing whether on the managing com¬ 
mittee of a cotton sale society there should be a mahajan who had consi¬ 
derable experience. It was as a matter of fact decided by a large majority 
that that man should not be brought near it, because he had his own 
business and as a member of the managing committee he would come to 
know everything about others, and it was doubtful whether he would be of 
much use. That is the practical difficulty. 

Mr. McDougall: I am well aware of the practical difficulty unless 
there was a change in the outlook of the moneylender. 

Mr. Devadhar: About 20 years ago I made my first attempt to start a 
small society near Poona. The limit for an individual loan was fixed at 
Ks. 300/-. The people in that village consulted the moneylender of the 
place. He frightened them saving, ‘You are getting into a trap, you won’t 
get all the money you want.’ I made friends with him and told him, ‘You 
are a big man, you must help these people to arrange the whole thing. As- 
a matter of fact there is great need for taking the opinion of that man also. 
But he was not sufficiently intelligent. Ordinarily it is difficult to make 
friends with him. How can we deal with a man like this? 
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ment is becoming established. The moneylender must realise that his 
position is not as strong as it once was and that it is not inconceivable that 
it might become worse. I think this is a very opportune moment to make 
some effort to get him into the organisation, and to work along with instead 
of working against. 

Mr. Devadhar: I have not found people to work against it. I have no 
complaint against the moneylender. 

Mr. ’McDougall: You don't think he is of much advantage to the 
movement. 

Mr. Devadhar: Not at present. His money is useful provided we get 
it cheap. 

Mr. McDougall : .1 think it is worth making an attempt. 

Chairman: Apparently circumstances differ in different parts of the 
country. It is worth getting his money if he will work on cooperative 
principles. Unfortunately I have a recollection that some of the provin¬ 
cial reports have brought out the fact that he comes into the movement, 
not with the spirit, of a co-operator, his whole object being to borrow cheap 
and lend out at high rates. 

Lola Harldshen Lai: How much to borrow? Limits are fixed. 

Chairman : Being a rich man his limit must be comparatively high. 

Lola HarTcishen Lai: After all the limits for individuals are fixed with 
regard to the resources of the society and he must establish his need for 
the loan. 

Mr. McDougall: I am suggesting that the moneylender should come 
into the movement to give money, not to take it. 

Mr. Devadhar: I am pointing out a practical difficulty. Your posi¬ 
tion in regard to the moneylender is that you would weleome him into 
the movement if he brings his money and sheds his anti-social tendencies. 
We can only admit him if he comes through the door of 6 per cent, and 
not 12 per cent 

Mr. McDougall: Obviously you cannot get the moneylenders money 
at- 2 per cent, less than the bank rate. You can get- it at the same 
rate as you are paying to the Central Bank. 

Mr. .Devadhar : It is much better to deal with the central bank be¬ 
cause it is our organisation and whatever the profit is it will go to build 
it up. 

Mr. McDougall: There are other considerations. You are strengthen¬ 
ing the primary society. 

Mr. Devadhar: By primary society you mean the society in the 
village. In order to strengthen the primary society, if money is not 
locally available at a cheap rate, it is best for it to borrow it from the 
central bank. Tf the society is an A class society there is the chance 
of its getting a small rebate. I have several cases in which interest 
charged is 8 per cent, and where ns a result of a rebate of 8 as. per cent, 
the rate actually works out to 7^ per cent. 

Mr. McDougall': If you get money pouring into the movement 
obviously it would reduce the rato of interest. 

Mr. Devadhar: That money must come cheap. 
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Mr. McDougall: Undoubtedly is will get cheaper. 

Mr. Devadhar: My doubt is whether the moneylender will be prepared 
to come into the movement as we want him to. 

Mr. McDougall: I have had a curious experience with regard to 
moneylenders. We visited about 20 co-operative societies. One of the 
questions we asked at the meetings of these societies was what their atti¬ 
tude was towards the moneylender. The moneylender was looked on as 
a Mend in all these eases. Not in one instance did we find a case being 
made against him. 

Chairman: Circumstances in different parts of the country differ. So 
long as the moneylender wants to join the co-operative movement in the 
spirit of co-operation I have no doubt that the co-operative movement will 
not refuse to take him. But. the experience in different provinces is differ¬ 
ent. I have been told that in Madras some societies were actually started 
on the initiative of moneylenders who wanted to get back their loans from, 
the villagers. The position is this. Where there are good moneylenders, 
who want to come within the movement nothing should be done to prevent 
their coming into it. 

Mr. McDougall : Not only that nothing should be done but that they 
should be welcomed. 

Chairman: If you are not satisfied (to Mr. Devadhar) we will pursue 
this to-morrow. The point that we would like to discuss with you (to Dr 
Trip) is something which bears on 3 (1) on page 12 of Mr. McDougaU'e 
paper. What he says is this: Government should provide the share capi¬ 
tal, but they should not guarantee the interest on debentures. Does the 
guarantee refer both to interest and capital '! 

Dr. Trip : Yes. 

Chairmab: The arrangement adopted in India is this: Government 
does not provide the share capital, but guarantees interest on debentures. 
We want to know what your objection is to the present arrangement and 
your preference to the arrangement you propose. 

Dr. Trip : As a general rule we prefer that these kinds of things are 
done without any help of Government. That would be an ideal state of 
affaire. But we realise that at present it is impossible for this country to 
achieve this end. So we thought about what would be the best way to 
get money from the public and came to the conclusion that it would not 
be possible to get money from the public for the share capital. We were 
of opinion that the best thing to be done in the first stage would be to 
get Government to take the share capital which would not be placed 
with the public, and that if a sound policy is followed public would 
take up the debentures because debentures are a safer investment than 
shares. We saw that the public was not willing to finance the whole 
movement, and logically in our opinion Government should help at the 
weakest point, and that is, the share capital, and not debentures, as there; 
is more likelihood that the public would be prepared to take debentures, 
than shares. 
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Chairman: The experience in India has been quite contrary. 1 think 
in no province was it possible to get debentures subscribed to without ft 
guaranteed Government. I had discussions with the Managing Director 
cf the Land Mortgage Bank in Mysore. He said it would be impossible 
from the practical point of view to get any debenture capital without Gov¬ 
ernment guaranteeing interest. 

Dr. Trip: May I ask, who took the shares? Was it the public at large? 

Mr. Ramdm Pantulu: There are two points involved. The share 
capital required borrowers put in. They are not required to put in a 
large share capital, it is a very nominal amount that each borrower has to- 
put in. Again their loans are fully secured by mortgages. I will read to 
you what the Baroda Committee says in regard to this: 

“It is Ihe practice at some places to do away with the feature of 
share capital altogether. Strictly speaking share capital is 
not necessary for a land mortgage bank. We have however 
thought it necessary to provide for this feature on three 
distinct grounds. The first and most important consideration 
is that a small share capital amounting to 5 per cent, of the 
loans held in cash and 5 per cent, of the reserve liability of the 
shareholders forms n very good guarantee for the bonds issued 
by the bank. It is an additional attraction for the bond¬ 
holder. The second reason why we recommend this feature is 
that it enables the bank to give loans up to the amount of its 
share capital and thus makes for economy. In the absence 
of such funds in the hands of the bank it would have either 
to issue bonds every time a loan is required or to issuo bonds 
for a good round sum and hold the proceeds in its hands till 
the loans are made. The third reason why we have recom¬ 
mended the capital feature is that the shareholders have a 
sort of tangible interest in the bank. 

So we started with these ideas and prescribed a very small share capital. 
When the borrower applies for a loan to a primary land mortgage bank be 
brings his share capital, 5 per cent, of the loan—if he wants Bs. 100 he 
brings Bs. o—and borrows Bs. 95/-. Thus automatically some share capi¬ 
tal comes in from borrowers. We have also enlisted as members or 
shareholders outside public also who do not borrow. Loans are given only 
to borrowing agriculturists. They have joined the societies to help them. 

Dr. Trip: So the shareholders are either borrowers or people who want 
to help the movement and not the investors whom you will have to attract 
if you want to reach a real success. 

Mr. Ramdas Pantulu : We were not able to take in all the capital 
thev were prepared to lend us. When we started the Central Land 
Mortgage Bank in Madras primary banks and individuals were shareholders 
just as central banks. Primary banks could borrow 20 times their share 
capital. Therefore they bring in their capital automatically into the Central 
Bank. We have collected share capital from very eminent people in 
Madras who pressed us to take Bs. 10,000, but we said we could not receive 
more than Bs. 1,000 because we did not want the bank to be overcapitalis¬ 
ed. 50 to 60 thousand rupees was subscribed in & day. Primary banks 
are bringing in more capital; as loans are advanced capital goes on increasing. 
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It is an automatic process. Under this arrangement we hav not found 
any necessity to take share capital from the public. 

Dr. Trip: It is all very interesting. It is of decisive interest for what 
we are proposing. Our opinion is that the only possibility of freeing culti¬ 
vators from their indebtedness to moneylenders is to develop and use mort¬ 
gage banks. There is no possibility of any comparison between the present 
situation and what we have in view. We wrote for the future and not 
for the present. Your experience may be very good in the present situa¬ 
tion under your present regulations, but if you really want to do anything 
of real influence with regard to the long term indebtedness of the cultivator 
1 am absolutely convinced that you will have to change your policy. 

Mr. Ramdas Pantuhi: Probably so. One thing more 1 will te.il you. 
The capacity of a mortgage bank to borrow is really fixed with reference to 
the mortgages taken by it. The criterion that debentures should be so 
many times the share capital is only subsidiary. The share capital is* 
not a very important factor m determining our borrowing power. 

Dr. Trip : If you want to have a really strong mortgage bank you ought 
to.have a considerable capital behind the debentures, so that their sound¬ 
ness cannot be doubted, and then you .will have a much better chance 
to place in the market all your debentures. That is how we look at the 
development of the movement. 

Chairman: Unfortunately our experience is that we could not start any 
land mortgage bank on your lines. The 11 oval Commission on Agriculture 
have blessed our system. 

Dr. Hyder: That is so. Paragraph 383 of the report of the Royal 
Commiss*ion on Indian Agriculture. On that Commission we had many 
members for considering this question and we bad expert members as well. 

Dr. Trip: In all countries debentures of mortgage banks are looked 
upon as first class investments which are not considered as good as 
Government debentures. I think the interests of the country would be 
served by going in that direction. You will have to consider the position 
from the point of view of debentures ns investments. 

Mr. Ramdas Pantulu : In Germany debentures of land mortgage banks 
are considered to be very good securities arid were quoted at a premium 
even during the war on the stock exchange. 

Dr. Friederieh: That is right: those of Landschufton. hanks. But 
the debentures of joint stock mortgage banks with the exception of 2 are 
not trustee securities. The debentures of Hie Bavarian mortgage bank are 
trustee securities. 

Mr. Ramdas Pantulu: They have no share capital. 

Dr. Friederieh: The Lomlscbaften. no. 

Dr. Trip: Was there any form of State aid to tlie.se mortgage banks? 

Dr. Friederieh : They are public institutions: they are run' by Govern¬ 
ment. 

Chairman: This system may have been derived on the analogy of the 
German system, I cannot for the present say specifically how it was 
derived. It was apparently on the analogy of the Landschaften. Whatever 
land mortgage banks have been started have been started on this basis* and 
1 was told that in connection with one bank they had tried to get debenture 
capital without any guarantee of Government in the first instance. In fact' 
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in most oases what Government does is this: debenture capital up to a 
maximum of say, X lakhs issued in the next, five years will carry a Gov¬ 
ernment guarantee in regard to interest, but not thereafter, the idea being 
to persuade the public to t$ke these debentures because there is the attrac¬ 
tion of interest. It does not mean that Government for all time to come 
is going to guarantee interest on those debentures. If debentures are issued 
for 10 or 15 years, those issued for the first five years will carry the 
guarantee. If any debentures are issued thereafter there will be no 
guarantee. The whole object, as I understand it, is to make debentures 
attractive at the stage of the institution of the Land Mortgage Banks. 

Dr. Trip: Of course if more land mortgage banks are established, there 
will gradually be created a larger field for investment. If the debentures 
are better known, they will he quoted at the Stock Exchange and a large 
number of investors will be interested -in them. 1 do not think we have 
any objection to the principle; if it is not possible to raise money in the 
beginning by selling debentures to the public in the first few years. Gov¬ 
ernment could take or guarantee these debentures. 

Chairman : Here the word used is ‘should’ in both cases. It is 
rather rigid and when we asked Mr. McDougall about it, he said that the 
arrangement was blessed by the Koyal Commission on Agriculture. When 
asked whether be would object to the existing practice, he said he could 
not say anything about it and asked us to consult you. 

Dr. Trip: I should like to stress once again that if you want to have a 
real development of this movement, I am absolutely convinced that it 
should go on in the direction we have proposed. But perhaps we did not 
make it clear enough that our conceptions were with regard to the future, 
and not with regard to the present stage of the movement. Practically 
we were of opinion that there is no mortgage credit in the country. If 
you look on one side at the needs for mortgage, credit and on the other side 
at what is at present done in the field, you will find that there is practically 
nothing done. 

Chairman : Our point is that if this attraction had not been offered, 
even that work would not have been done. 

Mr. Devadhar: The latest report of the Bombay Provincial Co-opera¬ 
tive Bank shows: 

“Out of the funds raised by means of debentures two lakhs of rupees 
have been earmarked for advances to newly started co-operative 
land mortgage banks, two of which have already commenced 
to borrow from the bank.” 

So we really think it would for the present be a very suitable way. 

Dr. Trip : But what is two lakhs? 

Mr. Devadhar : If there be need for larger funds, certainly they would 
be forthcoming if Government were prepared to guarantee. 

Dr. Trip: Of course, but we tried to make it a private enterprise. That 
is our aim. Are you satisfied if everything is done by Government in this 
country? 

Chairman : It is not precisely that in this ease. Your first proposition 
is that you recommend that Government should provide the whole of the 
share capital. Even from that point of view of Government, it may be a 
cheaper arrangement that it should simply guarantee the debentures, the 
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guarantee involving on it a nominal liability. So far as I know, in no caB» 
were Government asked to provide money to implement its nominal liabili¬ 
ty. In the other case, it is the direct liability to find the share capitah 
So from the Government point of view as a matter of fact, the present 
position may also be an easier position. At the same time, I for one quite 
see your point, which is that if there is to be any considerable development, 
then Government, instead of accepting its nominal liability, should accept 
a material liability by providing the share capital. 

Dr. Trip : I think so. 

Mr. Ramdas Pantulu: There is a good deal to be said for that. 

Chairman : You do not object to the present arrangement, but you fed 
that for a more rapid development of these institutions what jfou recom¬ 
mend is the proper course. 

Dr. Trip: Yes. 
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13th March 1931. 


Mr. Devadhar: We have pointed out the difficulties with regard to the 
proposal that you have made that as far as possible we should absorb 
the moneylender with his money. You propose this in the interests of 
the agriculturist, and to enable him to get cheap money. Our view is that 
the best means of enabling him to get cheap credit is the organisation 
of the co-operative society. Therefore, would it not be better and more 
advantageous to push on the co-operative movement and not disturb the 
moneylender because we have not prevented him from putting his money 
into the movement as a deposit? In some places probably they may 
not have asked him to join, but he could have joined the co-operative 
society as a member and made himself useful. If at all we have to 
think of directing our effort and putting forth more energy into the field 
of co-operative work, would it not be better to try along the development 
of the movement and expand it rather than think of the ways and means 
of getting the moneylender’s money ? 

Mr. McDougall: The two are not inconsistent at all. There is no 
reason why you should not drive on with the co-operative movement as 
it is at present, but at the same time make an endeavour to use the 
finance of the moneylender, as also his considerable experience. I 
believe it would be possible to secure his good will by making a friendly 
gesture towards him and his experience, together with his money, would 
be of enormous assistance. 

Mr. Devadhar: You want him for double purposes viz., for the sake of 
cheap money and also for the sake of the experience which he has 
gathered. 

Mr. McDougall: If we can secure the services of the moneylender 
as Secretary of a society provided his psychology is such as would enable 
him to be used with confidence, bis employment might be of great value 
to the primary society or even to the central bank. 

Mr. Devadhar: Would not that be at the cost of the people who have 
yet to learn something of co-operative banking and co-operative finance? 
For instance, if we get an intelligent man in the village, who is able to 
read and write, to take up the work of the Secretary and do it under 
the guidance of a more competent person or the Government officer who 
visits the place very often, would it not be an advantage and a gain 
to the movement, than to get the moneylender for the purpose of doing 
the Secretary’s work? 

Mr. McDougall: If the moneylender becomes a member of the co¬ 
operative society, and invests his money in it, it will be in his own 
interest for him to take a direct interest in the affairs of the society. I 
do not suggest that the practice can be universal, but I suggest that an 
effort should be made, with sufficient safeguards, to get him in. 

Mr Devadhar: I presume you want us to take as much precaution 
as possible to avoid the impression which has been rightly or wrongly 
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created in certain quarters in the minds of the moneylenders that we* 
look upon him as our enemy and not as an ally. 

Mr. McDougall: That is the crux of the whole matter. 

Mr. Devadhar: But I have told you, and you have recognized, that 
so far as my knowledge goes there is no policy like this, at any rate in 
my part of the country. 

Mr. McDougall: You may not have made a direct attack on him as 
they have elsewhere, but have you made any attempt to find out if he 
is prepared to become a useful member of the society? 

Mr. Devadhar: If at all we have committed any sin it is this: we 
have looked upon the moneylender as a middleman and if co-operation 
is to be properly worked, the element of competition has to be removed 
and there should be as few middlemen as possible. So it is sometimes 
asked whether we have done away with the need for the moneylender 
rather than the moneylender himself, not so much as one who has been 
a sort of money-grabber but as one who is a sort of middleman. So it 
is the middleman’s position really that is attached and not his position 
as moneylender only, when he is charging usurious rates of interest; but 
I quite agree that for u movement like the co-operative movement, it 
would not really be right to antagonise any class of people, and especially 
a class that has rendered very good sendee in the past. 

Mr. McDougall: I would go further than even use them in the 
primary societies. I would be prepared to have moneylenders of integrity 
and public spirit even on the central banks and the Provincial banks. 

Mr. Devadhar: Even now there are 7 representatives on the Board 
of the Bombay Provincial Co-operative Bank who are representatives of 
the shareholders. In the strict sense they are not moneylenders no doubt, 
but they are all capitalists. 

Mr. McDougall : Shareholders should be represented. 

Mr. Devadhar : To that extent we have established good relationship 
between the co-operative movement and the capitalists. I might also say 
that the Directors on the Board of Management of the Poona Central 
Bank and some other central banks in the Bombay Presidency are also 
very substantial men. 

Mr. McDougall: You are doing the right thing. There is, however, 
one point which I would mention in this connection and that is that 
I have found that there is apparently some antagonism in some parts 
of the country—it does not apply to Bombay—between the rural and 
the urban population. That is an unfortunate atmosphere. 

Mr. Devadhar: To tell you frankly, that is an impression which we 
can easily gather by touring in the Punjab and I am saying this from my 
own personal experience gathered from a tour in the Punjab prior to the 
visit of the Royal Commission on Agriculture there. While travelling I 
had conversation with a fellow passenger of mine who happened to be 
an enlightened landlord. When I told him that I belonged to the Servants 
of India Society and that I was going to tour the Punjab to study the 
co-operative movement there, he asked me whether I was a Government 
servant. When I told him that I was not but that the Servants of India 
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Society comprised only of national workers for the service of the country, 
he asked me what I had to do with co-operation. He said that there was 
unfortunately nothing like a policy but that there was a feeling that there 
was a sharp division between the Rural and Urban problems in the Punjab 
even in the matter of policy for education. 1 do not think that there is 
that feeling in the other parts of India where we have begun to recognise 
•day by day that the rural and urban problems go hand in band and that 
the interests are common so far as the principles of the co-operative move¬ 
ment are concerned. Therefore, I would like to disabuse your mind of 
this impression. 

Mr. McDougall : You confirm my impression. I cannot say whether 
it is so in other parts of the country in view of the extremely short visits 
that we were able to pay to other parts. However, if there is the impres¬ 
sion that the co-operative movement is confining its efforts*to the rural 
population it should be corrected. 

Mr. Devadkar: I might add that it is the duty of officials and non¬ 
officials who are closely connected with the co-operative movement to 
remove such misapprehension wherever it exists, and to remove any 
antagonism between the rural and urban interests. 

Mr. McDougall: I wonder whether such an impression does not exist 
in other provinces barring Madras and Bombaj. 

Mr. Dcvadhar: We cannot say about other partB of the country. Now 
coming to another point, may I ask if your impression is that so far as the 
present co-operative movement is concerned it has brought down the rate 
of interest? I think from the extract I read out to you you have realised 
the fact that the interest rate has been brought down to 9J per cent, per 
annum in our part of the country where it is considered to be the lowest and 
that it has had an indirect effect in lowering the rates of the moneylenders; 
and, therefore, if an effort has to be made, it should be done not in the 
direction of neglecting the good work that is being done now but if we 
by pushing on the co-operative movement could bring in the moneylender 
with his money and public spirit, then it is an advantageous thing. 

Mr. McDougall : I entirely agree. 

Ch. Mukhtar Singh: I am very glad to note Mr. McDougall that you 
have laid your hands upon the most important point in this connection. 
I feel that we should not try to minimise the difficulty but try to remove 
it if possible. Speaking for the United Provinces—I have no doubt 
about it—I know that even the highest officials used to address meetings 
pointing out the fact that the moneylender is taking an undue advantage 
of the position of the agriculturist and thus impoverishing him. And from 
the Punjab I get a small caste paper in which every week some songs are 
published the purport of which is nothing but antagonising the money¬ 
lender. When you speak of the moneylender I suppose you refer to 
agricultural moneylenders also; I also think that you will have more 
sympathy for the latter class. 

Mr. McDougall : I do not make any difference between the two classes. 

Ch. Mukhtar Singh: To my mind the whole position is that money- 
lending is a very paying proposition especially in the rural areas because 
agriculture is not a paying proposition and, therefore, you cannot avoid 
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people from resorting to this business. That being so, to my mind it- 
seems quite improvable that these men will join the movement and 
become members. 

Mr. McDougaU: I am not quite prepared to accept that. If you 
get the moneylender to accept the idea that his money is quite safe at 
say 8 per cent, interest, I think this might prove to be a sufficient- 
incentive tor him to join the movement, instead of trying to get 24 per 
cent, or so m very risky ventures. 

Oh. Mukhiar Singh: No doubt it may be 24 per cent, on paper but 
most of the provincial committees have said that their net earnings range 
from 6 to 10 per cent per annum on their capital outlay. My own view 
is that the moneylender will not be prepared to sacrifice his present 
income, by becoming a member of a co-operative society. I do not 
expect that he will join the movement until the whole position has been, 
cleared and he is assured that no harm will be done to him by his so doing. 

Mr. McDougaU: I cannot lay down any hard and fast rule in these 
matters. It is all a question of the personnel and public spiritedness of 
the moneylenders. 

Oh. Mukhtar Singh: The difficulty is that the present position of these 
societies—they being all unlimited liability concerns—will not be able to 
attract money-lenders to it because the latter will be loathe to join as they 
alone will be the chief financiers in these primary societies and if the 
society by some chance goes into liquidation, it is they who will suffer the 
most while the others may be mostly borrowers from the society. 

Mr. McDougaU: That may be true. You are not going to get a 
moneylender to start- a co-operative society with his money. 

Oh. Mukhtar Singh: Looking at the possible dangers of joining an. 
unlimited liability concern, he will not join these societies; that is my. 
point. Why should he agree to that position? 

Mr. McDougaU: He may or may not. Keep the door open. 

Oh. Mukhtar Singh: I think he should not. That is my proposition. 

Mr. Ramdas Pantulu: Apart from moneylenders, there are wealthy 
people who are now members of co-operative societies and who invest their 
funds in them in Madras and Bombay. They are not worried about the 
principle of unlimited liability. 

Oh. Mukhtar Singh: I do not agree there, because we find from the 
provincial committees’ reports that people do not join because of the 
existence of the principle of unlimited liability. It may, be so in the case 
of a big cultivator who may become a member of a co-operative society 
because he feels that his fellow members are also members of the same 
family or fraternity as it were. This the moneylender will not do. 

Mr. McDougaU : That Indian gentleman who is of the moneyiending 
class in the Punjab and whom I questioned told me that they would 
have. no objection to becoming members of Co-operative societies. 

Oh. Mukhtar Singh: Are you sure that this man was a member of 
any co-operative society? 

Mr. McDougaU: No, he is a Government servant. 
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Ch. Mukhtar Singh: Then .that is only an expression of opinion. 

Chairman: Mr. McDougall’s point is: make an effort at bringing in 
these moneylenders and if they do not come in do not insist on their 
coming in. 

Ch. Mukhtar Singh: My point, is whether Mr. McDougall could 
suggest any other method by which this principle of unlimited liability 
could be removed. 

Mr. McDougall: That is just the question which I am putting to 
myself. 

Chairman: In fact if you do that it will immediately leave the door 
open for abuse about which you have heard. These moneylenders will 
try to take as much loan as possible and utilise the same for their own 
moneylending purposes. 

Mr. McDougall: I would not give them any loan. 

Chairman: Then do you expect them to invest their funds on fixed 
deposits as it were? 

Mr. McDougall: I do not see why moneylenders should either require 
or get loans. 

Dr. Friederich: I might say that I am not in favour of any such 
measure. 

Chairman: My own view is that the moneylender, unless he is ft 
philanthropist, would not come into this scheme. On a point of informa¬ 
tion—do these people in your part of the country _ deposit large sums of 
money in the central banks or the district banks? 

Ch. Mukhtar Singh: They do iu the central bank. On our side 15 
per cent, is the interest that we charge and up to 8 per cent, we allow 
on deposits, so it is a very lucrative proposition. 

Chairman: I do not understand; on your Central Bank you pay 8 per 
eent. Then what is the 15 per cent. ? 

Ch. Mukhtar Singh: We charge 15 per cent, from the members of the 
primary co-operative society. 

Chairman: That is ss far as the bank is concerned. I would like to 
know it from the point of view of the moneylender. 

Ch. Mukhtar Singh: He becomes a depositor in the central bank because 
he gets 8 per cent. safe. Then there is no unlimited liability. He is the 
first creditor if the central bank goes into liquidation. 

Chairman: The next point is: is he allowed to borrow money from the 
central bank ? 

Ch. Mukhtar Singh: No, he is only a depositor. 

Chairman: So it is apparent, Mr. McDougall, that he is linked with 
the co-operative movement in that way. There is no objection to his 
drawing on a primary society on the same terms as an ordinary co- 
operator and there is no objection to his placing money in deposit with 
the central banks. I am told by Mr. Mukhtar Singh that in his part of 
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central banks. It seems to me that any further efforts to bring him 
into a primary society on special terms, that is limited liability, that he 
should not be allowed to borrow money, etc., will not lead to any 
practical results. If you tell him that he will not be allowed to lend 
money in future you take away his livelihood. 

Mr. McDougall: Had I not had conversations with these people—we 
also discussed this matter with Professor Chablani—I would have been 
inclined to agree with you entirely. 

Chairman: It is for that very reason I am trying to find out what the 
position in each province is. The position is bound to vary in this matter. 
Mr. Mukhtar Singh who is connected with co-operation in the U. P. is a 
farmer. I believe some of his brothers and cousins actually till the land, 
and therefore he knows a good deal of this subject in regard to the part 
from which he comes. Therefore I allow'ed him to begin and you must 
admit we have had some very interesting information from him. 

Ch. Mukhtar Singh: There is another objection. You say that the 
rate of interest given to the moneylender should be the same as charged 
by the central bank. That means you want to give him a certain better 
position than the depositor because the central bank wants to make some 
money out of him. But hi this case he is not a depositor, he is much 
more than a depositor. 

Mr. McDougaU: He joins a society; where he lias unlimited liabilities 
he gets a higher rate of interest. With the Central Bank his liabilities 
are limited but he gets less interest. 

Ch. Mukhtar Singlt: No his liabilities will be limited. 

Mr. McDougall: Yes. 

Ch. Mukhtar Singh: In that case is it not a sort of discrimination? 
The depositors may be from the primary societies. After all their rate 
of interest would be much lower. 

Mr. McDougaU: The depositors might for obvious reasons prefer to 
lend the money to the central society at less interest than to the primary 
society. 

Ch. Mukhtar Singh: Suppose there are a number of members in the 
oo-operative society who want to deposit their money and there is also a 
moneylender who wants to join the co-operative movement. The money¬ 
lender gets the rate of interest at which the members get money from 
the central bank, while all the other members who are not moneylenders 
get a rate of interest which is much less. Will that not be creating a 
discrimination amongst the members of the co-operative unions? If you 
ask the moneylender to join the central bunk then the same objection 
is there. How will you meet that objection? 

Mr. McDougall : What objection is there to taking money from the 
moneylender for the central bank? They are taking it at the present 
moment. 

Ch. Mukhtar Singh : I am not speaking of whether he is making deposits, 
in the central bank or not. My point is that you say the rate of interest 
on the money given should be the same as on the money advanced to the 



members of the co-operative society by the central bank. If he joins the 
primary society and there are members of the primary society who want 
to keep their money in deposit with the central bank, in their case the 
rate of interest will be much lower than the rate of interest allowed to 
the moneylender. 

Mr. McDougall: If members of the primary societies decide to give 
their money to the Central Bank, well, that is their business. 

Chairman : Mr. Mukhtar Singh’s point is this. I do not know whether 
he has correctly appreciated your ideas, but he says that as he reads yonr 
ideas they are that if one of these moneylenders is persuaded to keep his 
money in a primary society, he should be given a rate of interest, on money 
so deposited, which will be higher than that given to other co-operators 
who deposit their money with the primary society. Is that your proposition? 

Mr. McDougall : I think Dr. Friederich’s idea with regard to the 
deposits in the primary society was that the lender in the primary society 
should actually receive more money for hi% loan than the depositor in the 
central society. 

Chairman: We are not on that point. We discussed that fully and 
we came to the conclusion that the effect of that would be to raise the 
lending rate of the primary society. 

Mr. McDougall : There is a good deal of truth in it. 

Chairman: I really do not sec from where Mr. Mukhtar Singh has 
got this particular point, but still it is a point. He understood your 
•scheme to mean that you intended that a moneylender who joins a primary 
society and deposits money with the primary society should be allowed 
on his deposits a higher rate of interest than will be given to other co- 
operators who deposit money with the primary society. 

Mr. McDougall: I have not said that. 

Chairman : Well that ends it. 

Ck. Mukhtar Singh: Then you will give him the same amount of 
Interest as that at which deposits are taken from other people? If it is 
so the rate of interest will be vorv low and the moneylender will not find it 
attractive to join. 

Mr. McDougall: What is the average rate of interest? 

Ch. Mukhtar Singh: About 8 per cent. 

■Chairman: Let. us confine ourselves to the U. P. 

Ch. Mukhtar Singh: But this scheme will be followed everywhere. 

Chairman: That is so. As it is, Mr. Ramdas Pantulu and Mr. Devadhar 
have discussed it from the point of view of their provinces. Let us 
confine it to your province so that we will be able to collect all difficulties. 
The rate of interest is your part of the country is 6 to 8 per cent. Wall a 
moneylender be satisfied with these rates? 

Mr. McDougall: He might accept 8 per cent. 

Chairman: But not on the unlimited liability basis? 

Ch. Mukhtar Singh: No, because he is a depositor. In the primary 
society he will never do it. 

Dr. Friederich: That is a necessity for promary societies. 
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Chairman: That is another matter. 

Mr. McDougall: What is the average payment your primary sooietiea- 
make to your central bank? 

Mr. Ramdas Pantulu : 7 to 7$ per cent. 

Ch. Mukhtar Singh: Any, recognised moneylender investing to the 
extent of Es. 1,000 or over in a primary society shall be given the same 
rate of interest as the society pays on advance from its central bank. 

Dr. Friederich: I am not for giving a special rate of interest to a money¬ 
lender. I think that would be non-co-operative. Everybody must be dealt 
with equally. I thought in this respect that the policy recommended by 
me would be followed, to raise the deposit rate, because if we want the 
mcney-lender in the co-operative system we must touch his purse and 
when he sees a profit in joining the co-operative movement then he will 
join. 

Mr. McDougall: Might 1 a*k what Mr. Ramdas Pantulu would have 
to say to starting this iden with regard to the money-lender in the non- 
agricultural societies where I understand the position is limited? 

Mr. Ramdas Pantulu: Urban banks in small villages catch a number 
of agriculturists as members. It is only an unlimited liability. 

Chairman: If the rate of interest is the same as that allowed to other 
members of this limited liability—it may be urban or may be rural socie¬ 
ties—is there any objection? 

Mr. Ramdas Pantulu ■ But generally speaking the rules of the society 
do not permit of any discrimination in deposits. Generally it does not 
vary with the man. 

Ch. Mukhtar Singh: Everyone is treated on his merits, not because he 
is a money-lender. 

Mr. Devadhar: Supposing the money-lender does not happen to be a 
local man and the department has found it necessary to issue instructions 
not to receive deposits from other societies? 

Mr. McDougall : I can imagine him joining a central bank from any 
other district, but I cannot imagaine a money-lender joining a primary 
society unless he is in direct contact with the district. 

Chairman : There is a Bihar case which referred to itinerary money¬ 
lenders who came from another district, joined the co-operative society in 
the district where they resided temporarily. Having done so they took 
the money away and went back to their own district or to a third district 
and there began carrying on money-lending operations at very high rates 
of interest. Therefore it is not correct to say it is beyond imagination. 

Mr. McDougall: Had such an example not been given me I should say 
it is beyond imagination because it shows very’ great mismanagement on 
the part of the members of the society. 

Chairman: My colleagues are pointing out to you practical difficulties. 
You have already said that you do not want to press this in any province 
or even in any locality where it is not a practical proposition. You simply 
thew it out as a suggestion for bringing within the movement a class of 
people who if they submitted to become co-operators might be useful. But 
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the practical difficulty to which Mr. Mukhtar Singh referred is £ real diffi¬ 
culty. It would be impossible to make any discrimination in one and the* 
same society in regard to the rate of interest and deposits of unlimited 
liability. 

Ch. Mukhtar Singh: There is another question, as to whether the 
money-lender is hated he will not like to join, but the restrictions you have 
suggested, I think, show that the man wall not be treated on the same 
basis. 

Mr. McDougall: I eanuol, see the point of this at all. A money-lender 
must obviously be a man who has money to lend. If he has money to lend 
then there is no object, excepting an ulterior one, in his securing money 
from the society. 

Ch. Mukhtar Singh: Bui he has to lend money and to make as much 
profit out of it as possible^ That being so the society does not give enough 
money in return. 

Mr. McDougall: Obviously it would never do for the society to give- 
him money to lend to other people. 

Chairman: How are you going to give effect to a measure like this? 
That is, is the money-lender himself to come and tell the society I have 
taken this money from people who have got the money out of the co¬ 
operative society ? How is this provision going to be enforced. Apart 
from Mr. Mukhtar Singh’s difficulty I see great practical difficulties. It Is 
as if you ask an offender to come and disclose the offence. Otherwise what 
may happen is this, a co-operator at present is a member of that primary 
society. Having got the money from the society and after handing it over 
to the money-lender he goes to the society that is the authorities, and 
♦•ells them that he has done this. Well the position in every case, to my 
mind, leads to results which I for one am not willing to tolerate. 

Ch. Mukhtar Singh: There is a third objection—suppose he provides all 
the money of the primary society:' 

Chairman: Then it becomes his society probably. 

Mr. McDougall: Have these societies not been registered? If so, 
would the authorities tolerate the registration of a society of a money¬ 
lender? 

Ch. Mukhtar Singh: Whatever money is needed for that society he 
provides. There is no question of registration, it has already been regis¬ 
tered, 

Chairman : Of course it might be met by placing an open limit to his 
deposit. It is a real difficulty. 

Ch. Mukhtar Singh: When you are asking him not to do the money- 
lending, then you cannot put a limit. Mr. McDougall contemplates this: 
It is probable that his capital will provide all the necessary funds required 
to finance the movement. 

Mr. McDougall: I am not referring to the individual money-lender 
there; I am referring to the collective amounts produced. That is a very 
different story. 

Ch. Mukhtar Singh: There is the possibility of his monopolising the 
whole thing. 



908 


Mr. McDougall: If that probability arises 'it certainly would have a 
very serious effect. But even so is it possible? The co-operative society 
after nil is managed by the managers of the society. 

Cli. Mukhtar Singh : The co-ope.rativc society is managed by the l*an- 
ehayat. They are people of ordinary qualifications; they are not people 
who can think of things very intelligently. 

Chairman: 1 think you have brought out some very substantial diffi¬ 
culties. 

Ch. Mukhtar Singh: i have not pointed out these difficulties with the 
idea that there should be no scheme. If you can find some workable 
scheme we shall be much obliged, because I think if these people can be 
brought into the co-opcrntive movement jt would be good because the 
credit part will remain in the hands of those very people who are doing it. 

Seth lluji Abiloola Haroon : 1 know something about the more y-lenders 
and .1 read both the documents and I find it is very difficult, especially in 
Sind, that those money-lenders should co-operate with the co-operative 
societies. These money-lenders lend money on two terms to the cultivators. 
Firstly they lend money to zemindars on the system of mortgaging land, 
and they oven lend money to cultivators who have no property but they 
lend it. on llic forthcoming crop and so on. These money-lenders have 
small huttis to provide these cultivators with things like sugar and grain. 
When first the cultivator went to him he commenced to take for his daily 
food and piece goods and money lender commenced to write down his name 
to that account .... These cultivators are working with zamindarg on 
batai system (sharing the produce in kind). When they get their share 
from the zamindars the money lender takes it. away and gives them credit, 
not for the full market value of the produce, but for a less amount: i.e.. 
if the market rate is Its. 2-8-0 they are given a credit of Its. 2 T cannot 
understand how the. money lender can be associated with (he co-operative 
movement. There arc some big money-lenders, but there nro manv with 
small capital. Its. 2,000. or Rs. 3.000. They advance small loans of Its. 50, 
or Rs. 30. and supposing such loans are taken over h\- a co-operative society 
"how can it recover the loans unless there is a good harvest, and ordinarily 
a society will not lend money to a cultivator who has no security to offer. 

Mr. McDougall: The money-lender's rate of interest would al least be 
restricted even in the parts you are referring to. 

Seth Haii Alxloola Haroon: Take it that, the money-lender joins a 
society. He has ten to fifteen cultivators who owe him, say,. Its. 50 or 
Rs. 100 each. The society has not only to take up these loans, but 1ms also 
to lend money nga'in. These cultivators have only their share of the crop, 
and the societies do not. lend money except- on the security of landed 
property. I do not know bow the cultivators can get credit from these 
societies; if the. ban in joins a society he cannot give loans, and if he remains 
out be might refuse to lend to members. 

Chairman: In that part of the country from which Haji Sahib comes 
ft nr is who are landless ryots cannot offer any security in the form of land. 
They are people who work for a landlord and get a share of the produce. 
These ryots get loans from the money-lender on the security of the produce 
which they will get from their landlords. If your scheme were introduced 
in that part of the country the. money-lender comes within the co-operative 
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movement. Thereafter he is debarred from making advances to the ryot. 
And the ryot cannot go again to the society and ask for a loan and will 
be left without any means of credit. Haji Sahib is tackling it from tho 
point of view of the ryot. 

Mr. McDougall: I see liis point now. It is a very difficult one. 

Mr. Ramdas Pantulu: There is this information in the Bombay report. 
‘We solved the problem partially by making the loans of the co-operative 
society the first charge on the produce, not the landlord’s share. The 
%xsietv lends money for raising the crop and it can recoup it’. That is the 
development in Bombay. It applies to Sind also. 

Chairman: Does the arrangement apply to Sind'.’ I do not think all 
Bombay arrangements apply entirely to Sind. There are other diffi¬ 
culties. How is the co-operative society to make effective that loan on 
the crop: this again depends on other considerations and is connected with 
the revenue administration. Though Bombay Government have found it 
possible to introduce it in the Bombay Presidency there may be practical 
difficulties in introducing it in Sind. 

Mr. Devadhar: (Rend section 24). Next to Government claim comes 
the claim of the society. 

Chairman: A hari is a sort of a day-labourer. He does not own the' 
crop. He only gets a share of it for his labour. I have a recollection that 
the Bombay Committee specifically mentions the case of the hari. 

Mr. Devadhar: They are not day-labourers: they are tenants, and their 
share is fixed either by custom or by agreement. There are certain first 
charges on the produce such ns land revenue, and after these are paid the 
produce is shared between the tenant and the proprietor, who before he 
takes away his share, has also to pay cerhw'n customary dues to work people 
or labourers in the village. 

Mr. McDougall: Is it jwssible to secure a mortgage on the crop in 
such a case? 

I Alla Harkishen Lai: That is provided in the Bombay Act. 

Chairman: The problem of financing the hari bristles with difficulties. 
The zamindar is usually not in a position to finance him as he has him¬ 
self to borrow. The sowcar gives the hari a loan on his share of the crop- 
and charges an exorbitant rate of interest. The result is that whatever crop 
remains with the hari, after the zamindar has received his share, is generally 
taken away by the sowcar for the payment of his debt. The hari then has 
to borrow again for his maintenance, till the next harvest, and the same 
process is repeated. Co-operative societies have’ been admitting the hari 
as member and have 'lost, in some cases by the hari running away from hds 
master, in others bv the surety being unable to pay, and so on. 

Mr. McDougall : I agree. It is very difficult. 

Lain Harkistlcn Lai: It is not so hopeless. The Bombay Committee 
say it is difficult. If there were not 'difficulties in the way of financing the 
people in the villages, the co-operative movement would not have been 
started. To solve these difficulties Mr. McDougall’s one wise solution is 
to bring the money-lender into the co-operative movement. The hari 
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lives on his income in advance because he has to give away practically his 
whole crop to the money-lender and to borrow again from the same man. 
If he is a year in advance some method has to be found by which he would 
not be in advance of the crop but follow it. By decreasing the rate of 
interest, by regulating the amount lent to him, he might be left, at the 
-end of the first year, with say 20 per cent, of hi§ produce and would have 
to borrow only 80 per cent. Next year with the help of the co-operative 
movement and with the money-lenders’ efforts he can save 40 per cent, and 
then he has to borrow only 60 per cent, for the coming year. In 5 years 
he can thus clear off his debt. I am only putting a hypothetical case by 
way of explanation. In 5 years he will come from one end of the borrow¬ 
ing to the other end of it. Then he gradually borrows less till at last he 
is able to follow the crop. That is the kind of thing that we have to con¬ 
sider. If you can bring the money-lender, the official, and others, to help 
the poor agriculturist, I think it is worth while considering. I take it this 
is what has really pissed in Mr. McDongall’s mind, may not be in 
exactly the way I have put it 

Chairman: Haji Sahib’s point was this. If you now take away the 
money-lender, the co-operative society cannot lend money to the hari be¬ 
cause he cannot produce security. If, as McDougall proposes, you 
take the money-lender into the movement, you create a void which makes it 
more difficult for the hari to get any credit at all. We leave it. there. 

Lola Harki8hen Lai : Don’t leave it there because nothing is impossible, 
especially in social matters, and in economic matters: with intelligence 
and an effort to grapple with problems they can be solved. 

Chairman: There are the theoretical and practical aspects. From the 
practical point of view it is dealt with in the Bombay report which says 
how it can be done. But Haji Sahib’s point is if you withdraw the money¬ 
lender you create a void. 

Lola Harhishen Lai: Mr. McDougall should be prepared to modify his 
ideas on the information supplied by us. 

Mr-. McDougall: I am quite prepared to do so. 

Seth Haji Abdoola Haroon: Nobody can praise these money-lenders. 
But I must say that when the crop fails a money-lender will not only not 
recover his debt, but will advance again to the hari. He of course charges 
a very heavy rate of interest, but he helps sometimes. 

Lola Harhishen Lai: Otherwise he will lose. 

Chairman: Apparently the beneficial aspect comes in this way. The 
•money-lender looks up to the hari as his property out of which he can make 
something. Therefore he is interested in keeping his property alive, so 
that later on he might again milch the cow. 

Mr. Jadu Nath Roy: I find from a statement here that the money¬ 
lender has in the past fulfilled a very useful purpose. But in Bengal 
my information is that the money-lender is still rendering very useful help 
not only to agriculturists but to trade generally. He still finances the 
jute and rice business especially of Indian merchants who do not get much 
help from the Imperial Bank or other banks. I believe that you have not 
discussed all these points with any indigenous money-lender in Bengal. 

Mr. McDougall: I never had any opportunity. 
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Mr. Jadu Nath Roy: The co-operative societies in Bengal charge interest 
Jrom 12 to 15 per cent. I do not know what they charge in Bombay or 
Madras. 

Mr. Ramdas Pantulu : In Madras 9 to 9-3/8 per cent. 

Mr. Jadu Nath Roy: In Bengal the money-lender also charges the 
agriculturist 12 to 15 per cent, and I believe they should be allowed to do 
the business without joining the co-operative movement because they will 
be lending money at competitive rates and thus bring down the rates. 

Chairman: According to the Bengal Committee, loans to agriculturists 
given on the security of their holdings generally bear interest horn 18f to 
■37$ per cent. 

Mr. McDougaU: There will be a good many money-lenders left for a 
period of years. But the general trend is towards amalgamations of one 
kind or another. In the majority of countries banks have gone through 
that experience. It is not very long since in England the small family 
banks were absorbed bv bigger banks, and whether for good or for evil 
we are passing through that phase: amalgamations are taking place, 
-centralisation is going on, and the money-lender sooner or later must 
occupy a different place. I am not out to kill him, but I am out to make 
him a much useful part of the social and economic organisation of the 
-country. Co-operation is organisation. However unorganised it may be, it 
is tending towards better organisation. 

Chairman: Is it not the custom ill Bengal to charge interest at the rate 
of one pice or two pice per rupee per month. 

Mr. Jadu Nath Roy: These are exceptional cases. 

Chairman: The villager does not understand so much per cent. It is 
generally one pice or two pice per rupee per month. 

Mr. Jadu Nath Roy: Now there is so much competition in Bengal that 
rates are 12 to 15 per cent. 

Chairman: The Bengal Committee examined the position, and they 
give rates district by district. What you ore referring to is the operation 
of big money-lenders like yourself. 

Mr. Jadu Nath Roy: In the case of small loans of money-lenders who 
have a few thousand rupees it might be the case. I do not see any induce¬ 
ment for money-lenders to join the co-operative movement on the terms 
you have started. One with ten lakhs of rupees will not be satisfied with 
5 per cent, which the co-operative society will give him, while other persons 
are gaining. The Imperial Bank is making 15 per cent. It is pure 
philanthropy, if he joins the co-operative movement on these terms. 

Mr. McDougaU : All this information is contrary to what has been ex 
plained to me in certain parts of the country: that information may be 
right or entirely wrong, I cannot say. 

Mr. Jadu Nath Roy,: My idea is every one who has got money, whether 
he is a service holder or a zamindar or a professional money-lender, should 
be allowed to lend money. That will bring down rates. These societies 
get money from Government. 

Chairman: No. 

Mr. Jadu Nath Roy : At least they do not pay super-tax: they are in a 
wav helped. 

Lala Harkhhen Lai : My way of thinking is exactlv like your way of 
thinking. There is a source of wealth, money and experience, and there Is 
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tile big co-operative movement to help the people, and your idea is, if 
possible, to take advantage of the storehouse of the money-lender and 
to put it at the service of the agriculturist—whether on the terms you 
have proposed or on different terms, that might lie settled locally and from 
place to place. 

Mr. McDougall: That is so: if more practicable terms can be arranged 
no one will be pleased more than myself. 

Lala Harkishen Lai: You do not claim that this is the only method. 

Mr. McDougall: No. 

Lala Harkishen Lai: That cun be adopted or modified according to time- 
and place. 

Mr. McDougall : That is so. 

Lala Harkishen Lai: You also have in view that the discussion on the 
money-lender’s question has been from the point of view of credit socie¬ 
ties. There has not been a word said about the other activities the co¬ 
operative movement has to grapple with. Supposing for the sake of argu¬ 
ment that your scheme is not workable so far as credit societies are con¬ 
cerned, there is no reason why your scheme and ideas should not- be con¬ 
sidered from the point of view of what they call better living societies, sav¬ 
ing societies, and—agricultural improvement societies. Surely you think 
that he cannot become useful by joining the co-operative credit society 
because competition would disappear. As soon as the co-operative society 
changes from a credit society into some other society this difficulty will 
disappear. 

Chairman : I do not see how it meets Mr. McDougaU’s point. If they 
are going to be allowed to join non-credit societies, ail the objections you 
have heard disappear, but I do not see how they fit in the picture? 

Lala Harkishen Lai : T was saying that the money-lender ought not to 
be turned out of the village because he- is the most undesirable person. 
That is the point from which I started. It will be admitted by you as well 
as by others that the money-lender may not have been at the present time 
thought to be a helpful person in credit societies, but that is no reason why 
he should not be considered as a help in several other ways. 

Mr. McDougall: No reason at all, if lie could be made use of. 

Lala Harkishen Lai : You know that the co-operative field has to cover 
a much larger field in India than it occupies at present in both intensity 
as well as extensiveness. 

Mr. McDougall: I have tried to make that clear. 

Lala Harkishen Lai: The co-operative movement has only touched the 
fringe in extension, and in depth it has not even scratched the ground. 
That is my reading of the co-operative situation at present in India. 

Mr. McDougall: That is so, most assuredly. 

Lala Harkishen Lai: We are just starting as it were. Turning round' 
to the money-lenders and to your suggestions, I do not know whether you 
have realised that this form of money-lending is not very ancient ia 
villages. 

Mr. McDougall: No, I have not. 

Lola Harkishen Ldl: This form really started in the present form when 
the cash dealings came into the country, t.e., during very nearly the British 
times. Otherwise all transactions in villages, even in my younger days, were 
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in kind. The money-lending was not money-lending then; the money-lender* 
was really the lender of food, the lender of seed, the lender of cloth and 
bo on. If you take so much, you give him so much wheat. If a person took 
u certain quantity of cloth during marriage time or at any other time, 
the agreement was that for 10 yards of cloth he had to give 2 or 3 maunds 
of wheat, gram, barley, etc. At the seed time it is also agreed that hs 
gives you seed, for one unit he will give you one unit and a quarter more 
or a quarter less according to the place, the man and the need. When 
cash began to circulate, the hereditary system of calculation disappeared 
from the agriculturist; the agriculturist was slow to grasp the rates. He 
knew certain rates that were ancestral, but when the new rates came he 
could not understand whether a pice a rupee was the same thing as he 
was paying before or less; he did not know what exactly the effect on the 
village life would be and what the effect on his succeeding generations 
would be. The money-lender took advantage of this and began to calculate 
in a way which was not familiar to other persons, and the system gradually 
grew up until it came to 18 to 37 per cent. It might be news to you 
that the money-lender is a foreigner in certain tracts of the land in India. 
He is either a Marwari who has not really a fixed residence or a Kabuli. 
He introduces himself into a new tract.- The Kabuli comes from Afghanis¬ 
tan. He goes to places where people do not know even as much as the 
agriculturist. He says ‘I will charge 5 per cent, per month’ and for the 
life of them these people do not know that 12 x <*> equals 60. There is no 
competition and he gets written documents from these people. He goes 
and comes back the next year to recover his money. The Marwari i@ 
bad enough, hut he is not so bad as the Kabuli. That is how the system 
has grown. Naturally the remedy would have been education which would 
make men intelligent enough for the standard of life in which we have been 
"brought- up by new economic forces, mostly cash payments. Another 
factor which has come into village life and town life is the sale of ready 
made goods. It makes things very difficult for the people because 50 years 
ago, and less than 50 years ago in some places, they lived on goods mnde 
locally for which the price was not paid in cash but in kind. Now the result 
of the ready made goods that really flood the country is that the worker in 
the village has gone out of employment and has to pay in cash. He has 
not developed the same resources for disposal of his products as the man 
who sells his goods. Sometimes he is the money lender himself, sometimes 
there is another party. The result is that he is ground between two mill¬ 
stones, the millstone of the ready-made goods and the millstone of the 
cash payments. This is the wav he, has been brought down to this position, 
not bv machination. I think it is by natural growth) or natural change that 
new forces come into play and new situations arise. Monev-lendring has 
now assumed a shape which is to the disadvantage of the agriculturist 
and whar we have to do is to grasp the problem and solve it. From my 
experience of village life and village supervision—I know a great deal about 
xne money-lender and the agriculturist—the co-operative movement and 
the credit- societies have taken the money-lender as an evil genius and 
think he ought to be treated in the same way as witches and elements of 
that kind were treated in ancient times. The witchcraft has disappeared 
by growth of wisdom and growth of knowledge. Similarly this will also 
disappear with the the growth of wisdom and the growth nf knowledge, but 
at the same time things have to be thouchfc out, developed and considered. 
After what I have told you, do you not think that we, along with the Gov¬ 
ernment, should try to solve this problem? To some extent we have solved 
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already this problem of heavy indebtedness by reducing it by means of co¬ 
operation. As it is, even now you and Dr. Friederich differ in certain 
matters; you differ because your experiences are different and because both 
of you know co-operation from two different countries, and in the two 
countries about which you speak, things have not been solved in the same 
fashion and to the same extent. Therefore neither should you think that 
your experience of England nor should Dr. Friederich think that his ex¬ 
perience of Germany is to apply to India. 

Mr. McDougall: Not necessarily. 

Lala Harkishen Lai: Therefore all you have to do is to give us your 
suggestions as to the factors wc might consider, and from those factors 
we should adopt those which we consider very good, reject those which wa 
consider are no good, and bring out something else from our own brain. 
That is the position you take up? 

Mr. McDougall: Entirely so. 

Lala Harkishen Lai: You said that the money-lender’s experience 
would be useful. Have you considered that the money-lender’s experience 
would be verv useful in marketing? That is one of the very big problems 
we have before us. 

Mr. McDougall: Yes, he would be useful. 

Lala Harhishen Lai: He would be more useful there than in co-opera¬ 
tive credit societies. 

Mr. McDougall: It is not inconceivable. 

Lala Harkishen Lai: It is not inconceivable either that in the village 
itself he might be useful also. 

Mr. McDougall : It is quite conceivable. 

Lala Harkishen Lai: He cannot be useful in co-operative credit societies 
to the same extent, that is also conceivable ? 

Mr. McDougall: That is a matter of opinion and I should not like to 
commit myself on that. 

Lala Harkishen Lai: But do you not think that the bye-laws that we 
have provided in the various provinces and the bye-laws that are common 
and general in India have been conceived from the point of view that the 
source of money supply is something other than the money-lender? 

Mr. McDougall: Yes, may be 

Lala Harkishen Lai: So far as the bye-laws go, the money-lender was 
kept out of view in devising them and devising the sources of money, etc. 
If we now took the money-lender into our consideration as a useful aid 
to our credit societies, do you not think that bye-laws and schemes could 
be devised so as to keep his evil part out and his good part in? 

Mr. McDougall: I have seen no reason why that should not bo the 
case. If these proposals of mine, after being submitted to the collective 
experience of the gentlemen around this tabic, are found to contain holes 
which render them impossible to work, I suggest that it is for you with 
your experience to find out some other better way, but the basic principle 
of making use of the experience and the finances of the money-lenders 
should be carefully considered. 
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Dr. Friederich: I am of opinion that the problem with regard to the 
money-lender is one of the most important problems. We have to dis¬ 
tinguish between the different kinds of money-lenders. For instance, we 
have agriculturists who do money-lending business. The solution for th'-a 
problem would be better banking facilities to tenants. If the tenants get 
better banking facilities, they can get rid of the money-lending business of 
the landowner. Secondly, there is the trader and dealer who is money¬ 
lender at the same time. It is my opinion that they do not do pure 
money-lending business, i.e., that money is not given in cash, but very 
often it is given in goods. Now we cannot solve this problem by the 
recipe referred to in Mr. McDougall’s paper; this problem can in my 
opinion only be solved by organising supply of agricultural requirements, 
so that this kind of money-lender can be brought out of this business. 
Thirdly comes the case of the money-lender who gives in cash. Here the 
sound solution would be creating better banking facilities, that is to say 
creating a more efficient co-operative system in the country. The co¬ 
operative system, formation of supply societies and marketing arrange 
ments will solve the problem best. This problem is no simple problem. 
It is very complicated with regard to these various factors and with regard 
to the various kinds of money-lenders. We cannot solve it by a simple 
measure, but only by a unified policy with regard to the various kinds of 
money-lenders. That is my personal view. I quite agree and fully re¬ 
cognize all the considerations given by Mr. McDougall. In ease we get 
the money-lender, we must see that we get h;m as a lamb and not as a 
wolf into the herds of co-operators. In case we pet him as a wolf, we shall 
be doing more damage to the cause than advantage. I cannot give you 
a universal prescription as to how to do it, but the money-lending should 
be gradually avoided. I think it could be done by creating Rn efficient 
co-operative system. 

Mr. Devndhar: I shall read to you a passage from this book on "Co¬ 
operation in Bombay’’ by Hiralal Lalubhai Kaji: 

"The elimination of the middlemen is one of the great objects of 
the co-operative movement. This elimination, it proposes to 
bring about by the consumers themselves or the producers 
performing the necessarv services. Elimination by absorption 
is the idea; not elimination by reverting to the early days, 
when the producer and the consumer were in direct touch in¬ 
dividually”. 

This is the latest view held with regard to money-lenders. 

Mr. McDougall: It is a very sound view. 

Chairman: Before we commence this afternoon’s proceedings, on behalf 
cf the Committee and my own behalf I should like to express our thanks 
to Sir T. Yijiaraghavachnriar for having come over this afternoon to take 
part in our discussion. I have to mention another point before I begin 
the proceedings. You will remember we were told in August last bv Sir 
George Schuster that owing to the importance of the problem of Iturnl 
Finance he would get a man who had special experience in co-operative 
marketing methods to guide us in our deliberations so that we could take 
advice from him in connection with our work coming under the terms of 
reference. We then thought that, the Experts will advise us on Co-opera- 
f’ve marketing. We then accepted Sir George Schuster’s suggestion. I 
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on soiry to say that the papers which we have got before us do not con¬ 
tain much which would help us with regard to co-operative marketing. 
There is no doubt a good deni therA about marketing in general and agri¬ 
culture in general, but it seems to me that they are all outside our purview. 
May I ask Mr. McDougull, when you were invited by the India Office 
whether you were told that you had to advise us on Co-operative marketing 
in general? 

Mr. McDougall : When I was invited by the India Office I was in 
general terms asked to assist the Banking Enquiry Committee. I am not 
prepayed to commit myself further. 

Ch. Mukhtar Singh : I consider that -Mr. McDougall is within his 
rights to invite our attention to all the important points because, in my 
opinion, they all comprise and come under our terms of reference. All 
the points are contained there. 

Chairman: What are the points? 

Gh. Mukhtar Singh: Ownership, land tenure, education, marketing 
and finance and so on. 

Chairman: Are they included in the terms of reference? 

' Gh. Mukhtar Singh : These are all matters that have been discussed 
by the various provincial committees. The terms of reference include: 

“The development of banking with a view to the expansion of in¬ 
digenous, co-operative and joint stock banking with special 
reference to the needs of agriculture, commerce and industry”. 

The first point is what are the needs of agriculture? When we know 
the needs then certainly we can devise the remedy. Then again in para¬ 
graph 4 it is laid down that “It will be the duty of the Central Committee 
to examine the material contained in these reports besides investigating 
any heads of enquiry which are not specially referred to the Provincial 
Committees”. That shows that we will have to deni with matters not dealt 
with by the provincial eommiltecs. That is another point from which I 
am led to think that Mr. McDougall is right. The third point is that it 
is impossible to suggest the remedy unless he knows what the position 
of the agriculturist is, what his financial difficulties are, whether he is able 
to repay his debt, whether he is able to offer any surety; these are relevant 
questions which we have to consider from the banking point of view. There¬ 
fore, I feel that not only all these points have been) touched upon here but 
I feel that I am very grateful to him and I hope you will allow me to dis¬ 
cuss these things with him thoroughly to enable us to understand the real 
difficulties. 

Mr. Ramdas Panlulu: The information wc received from the Finance 
Department which was circulated to us by you (Chairman) was that the 
foreign experts are coming here to nssist the Indian Central Banking En¬ 
quiry Committee in their work. T linvp not found any statement in that 
note about the limitations of the advice or the consultation that we are 
going to have with them on any particular matter. We have collected 
a good deal of information from all these ccntlemen (experts) and T should 
consider that- it. is extremely difficult to deal only with co-operative market¬ 
ing without dealing for instance, with organisation of marketing, finance 
of,marketing and so on. Then the co-operative sale society which is 
formed for the sale of products of its members will have to rely upon the 



regulation of markets, upon transport and other facilities, "upon railway 
rates and so on. That being so I do not know how it is fair to wi 
Mr. MoDougall to disentangle himself from marketing and confine himself 
to co-operative marketing. Speaking for myself I cannot say that I will 
be able to do that. 

Chairman: I am simply trying to clear the position. If you want to- 
traverse the whole ground covered by the Royal Commission on Agriculture' 
then you will have to do likewise with regard to Industries as well. Ther 
terms of reference are very explicit. We are not here to suggest ways and 
means about the improvements of agriculture or of the improvements iit 
marketing. It is only with regard to the financing stage that our Com¬ 
mittee comes in. 1 may in this connection refer to a precedent which I 
notice from a book which Mr. Mukhtar Singh has placed in my hands. 
In England when they appointed a similar Committee, that Committee 
dealt with only the' position of credit and not the position of agriculture. 
And it is particularly from that point of view that I wanted to clear up the 
position. Whether this comes under the terms of reference or not is a 
matter which is for me to decide. If anybody wants to say that it ig our 
function to examine the whole problem connected with agriculture in India 
including land tenures, questions of crop productions and so on, I should 
say it is distinctly outside our purview. 

Mr. Ramdas Pantulu: 'this afternoon we have met specially to discuBB 
Marketing and I think Sir T. Vijiaraghavachariar is here to help us in arriv¬ 
ing at our decisions on that, question. I did not contemplate that we 
were going to discuss the whole scope of rural finance this afternoon. 
"When dealing with marketing, for instance, I think it would be better for 
us tc consider also points like transport facilities, railway rates and so on, 
because those arc questions which are intimately connected with solving 
the problem of marketing finance. 

Chairman : Do you seriously mean to suggest that this Committee is 
empowered to examine the question of railway rates and so on? 

Mr. Ramdas Pantulu: We can go into the question and say something 
about it. 

Chairman : J should say that it is more than we can do. For instance 
you may ask for a change in the personal Laws of the country, like the 
Mitakshara law and so on. We have already discussed that subject and 
we decided that these subjects are not within our purview. We can simply 
refer to such matters if necessary without going into details. 

Mr. Ramdas Pantulu: I am not asking you to go into the question but 
we have got to say that these elements enter into the question of market¬ 
ing. We can certainly refer to them without going into details. Mr. 
MoDougall’s paper covers all problems of marketing without going into 
details. After all the co-operative movement has touched only about 6 
per cent, of the population of this country and the co-operative marketing 
has touched only a very' microscopic part of the marketing itself. If we 
can get the ideas of Mr. MoDougall on this point we do not like to throw 
astray the opportunities which Mr. MoDougall has placed before us in his 
paper which is a very valuable, document. 

Chairman : I was simply trying to clarify the issues. Having got this 
information from Sir George Schuster which we have already discussed in 
Committee before, I was trying to find out what Mr. McDougall’s position 
was because that will have to be carefully considered later on. 
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Ch. Muhhtar Singh: Mr. McDougall hag clearly pointed out that 
Whether the Zamindari system exists he does not advocate the introduc¬ 
tion of the co-operative movement. That is a special recommendation. 
I might say that things are so wound up with one another and although 
it may not be possible to go into the details we cannot absolutely push them 
altogether out of consideration. I feel it, however, to be an impossible 
task not to look upon the main factors because the cultivator’s economic 
condition is so wound up. 

Chairman: We are not a Committee of Economic Enquiry. The two 
things can be clearly separated. In fact I pointed out to you what happen¬ 
ed in connection with Committee on Rural Credits in England. 

Ch. Muhhtar Singh ; If I may point out, the facts were that the whole 
position had been previously cleared up for them and so they had not to 
go into the same groove again. I mean to say, there was the Agricultural 
Tribunal’s investigation report before them. 

Chairman : So we have before us the findings of the Royal Commis¬ 
sion on Agriculture. 

Ch. Muhhtar Singh: My view is that unless you go into the whole 
question of the economic relation and position of the cultivator it is quite 
impossible to decide anything about these matters. Secondly, I wish to 
point out that the Government of India have clearly stated in the terms 
of reference in paragraph (4) that it is the duty of this Committee to 
•enquire into details which have not been specifically referred to the Pro¬ 
vincial Committees for enquiry. From my point of view the question can¬ 
not be discussed unless the economic position of the cultivator is discussed. 
If we had known that this was your ruling in the matter I would not have 
'taken the trouble of going through much of the details. 

Chairman: I understand your point of view and I might tell you that 
eventually the ruling rests with me to decide whether the terms of refer¬ 
ence will cover all this. 

Ch. Muhhtar Singh: I do not dispute your right of ruling. 

Chairman: We shall now 7 discuss some relevant portions in Mr. 
McDougall’s paper on ‘‘Land and the Cultivator” and then deal with 
the paper on ‘‘Marketing”. Now, Mr. McDougall, may I ask whether 
your idea is to increase, the production in the land? 

Mr. McDougall: That is the idea. 

Chairman: You are probably aware that in America as a result of an 
year’s examination of the subject they have come to the conclusion that it 
is in the best interests of the cultivator to grow less and get more. Do you 
subscribe to that view? 

Mr. McDougall: If you are going to suggest that the whole world should 
grow less at such a time as this, I am inclined to subscribe to it provided 
it is done by International agreement. 

Chairman : If other parts of the world wanted to grow less and to get 
more then your advice to India would be also to grow 7 less and get more. 

Mr. McDougall: If the whole world subscribed to growing less then 
the economic position of the world would be distinctly better, but if India 
is to grow less and the other countries were to grow more than India is 
bound to suffer, because if India grew less other countries would reap the 
benefit. 



Chairman: I take it that you have read all the literature on the sub¬ 
ject, that is where they discussed this aspect of it. I shall only read you, 
for your information and the information of your colleagues, certain pas¬ 
sages of their papers : “It is our considered judgment that there is just one 
way that the American farmer can hope to get a profitable price for his 
wheat und that is for production in this country to be adjusted downward 
fo that it will not exceed the domestic requirements. That is necessary 
if tariff protection is to be effective. Once this is done, increased produc¬ 
tion elsewhere in the world will make no difference to producers but can 
be relied upon to afford them whatever protection may be required for 
them to maintain their place with other commodities in this country.” The 
position is this: if any country wants to produce say a certain quantity 
for export and increase that quantity, it must compete in the markets 
of the world in regard to that commodity, and it will have to compete 
against the available surplus of other countries. Do you realise that in this 
matter conditions in India are the same as conditions in America? Why 
did they say in America that it was not possible for them to compete in 
the world's markets with either Canada or Australia? They referred to the 
fact that these countries have not got to transport their grain over large 
tracts of railway before they reach the ports. 

Mr. McDougall: But Canada has got to do it. Bo you suggest that 
the Canadian grain is at the port? 

Chairman: Is it not transported by river mostly? 

Mr. McDougall: Most decidedly not. How many miles is Manitoba 
from British Columbia or from the Great Bakes; how much .Canadian 
wheat comes down into Montreal, and on this new line that they have 
opened to the Hudson Bay? 

Sir T. Vijiaraghavacharya: From Winnipeg to Vancouver I suppose it is 
about 1.500 miles. 

Mr. McDougall: It is a considerable rail distance. It is more than, 
say, from Lyallpur to Karachi. 

Sir T. Vijiaraghavacharya : What perhaps the Chairman is referring to 
is the wheat which comes to the head of the Lakes. From there it ia 
water transport. 

Mr. McDougall: But there is a considerable portion of wheat which 
Cf mes across to Vancouver. In any case the rail distances in Canada are 
very great.. 

Chairman: In the case of Canada how much assistance is given in¬ 
directly by Government to the Canadian Wheat Pool system? 

Mr. McDougall: I cannot tell you. 

Chairman: Has it not been described in certain quarters as a method 
of dumping? 

Mr. McDougall: No. It is a natural product of the country. It has 
in the past been profitable for Canada. It is on wheat that her wealth 
has been built up. 



Qhair,tp,an : But if by means of the Canadian Wheat Pool arrangement 
tjhe Government were spending large sum of money for the marketing 
of that crop, would not that amount to a form of State assistance? 

Mr. McDougalL: I think you will find that the Government have only 
in recent years spent large 6ums of money. They have spent sums of 
money in helping the Canadian farmer to help himself, just as you do 
through co-operation. 

Chairman: But we do not do anything through co-operation in that 
field 

Mr. McDougall: You do it indirectly by paying the salaries of a great 
many of the 'employees in the co-operative movement. 

Chairman: Very small amounts as Mr. Ramdas Pantulu will tell you. 

Lala Harhish.cn Ijal: We spend in the Punjab about 14 lakhs a year. 

Mr. Ram tins Pantulu: Wo spend about 11 lakhs in Madras. 

Mr. McDougall: That expenditure only affects 6 to 7 per cent, of the 
population. This Canadian wheat business affects practically the whole 
country. 

Chairman : What is the. amount of assistance given to the Canadian: 

farmers ? 

Mr. McDougall: 1 should think that within the last year or two it 
must be very considerable, because of the Wheat Pool getting into economic 
difficulties. Owing to the world position the Government have taken steps 
to give the Wheat Pool such support as will enable it to override the exist¬ 
ing economic depression. I suggest to you that this expenditure of money 
owing to economic conditions, which w’e must assume will not last for ever, 
is quite extraneous to general economic and political principles. 

Chairman: Therefore vour proposition is that whatever may happen 
about the disposal of the production, India must go on increasing her pro¬ 
duction of wheat? 

Mr. McDougall : She must reserve her output. As other countries pro¬ 
gress her position will otherwise become very much worse. If your premises 
is to be accepted an enormous amount of money is being spent through the 
world, unnecessarily, on agricultural education. The countries that go on 
spending money will come out best in the long run and they will do so at 
tho expense of the countries that do not. If New Zealand brings down her 
butter output and Denmark continues to maintain her butter output that 
will be to the benefit of Denmark and not to New Zealand. 

Chairman: But confining ourselves to wheat your proposition is that 
your advise to India is to gc on increasing her cultivation of wheat Irres¬ 
pective of what may happen to the price at which the surplus wheat can 
be disposed of. 

Lala Harhishen Lai: Has there been any surplus of wheat within the 
last 10 years? 

. Chairman: That is another part of the problem. I am trying to find 
out what the advice is. I understand that India must go on increasing 
her production of wheat so that she can dispose of some surplus in the 
world’s markets at any price that surplus may get. 



Mr McDougall ; It is quits unnecessary to confine the argument to- 
wheat. The whole principle of my paper is to increase output in. the 
lines of production that are most profitable to Tndia. 

Chairman : If you want to qualify it in that way then I have nothing 
more to say. 

Mr. McDougall: I have taken wheat merely as an example, beoause th¬ 
is the simplest commodity to calculate values on. 

■ Lala Harkishen Lai: That relates to exportable commodities and far 
those commodities we ought to have selected crops which will fetch the- 
best price? 

Mr. McDougall: That is so. 

Mr. Dcvadhar: Does greater output necessarily mean greater wealth to 
the agriculturist? 

Mr. McDougall : Under normal conditions yes, decidedly— and up to 
a certain point which I have referred to in mv paper. If you are going to 
start on the assumption that the present economic position of the world 
is going to last for ever then I have no more to say. But on that assump¬ 
tion your work on your banking Committee is not required. 

Chairman: I was trying to repeat to you the inference which can be 
derived from the experience of America which led to the legislation qf 
1929. If you say that their experience, or their wisdom, was entirely 
wrong I have nothing more to sav 

Ch. Mukhtar Singh : They started with the idea that there should be 
no export of wheat. 

Chairman: They reached the position at which wheat was being exported 
at a price which was not bringing a proper return to the grower. 

Ch. Mukhtar Singh: If you agree that India should not remain an ex¬ 
porting country, we shall have to decide whether it should or should not 
produce more. 

Chairman : We shall come to that presently. But the point is—why did 
America come to that conclusion? 

Ch. Mukhtar Singh : They found it was noti a paying proposition. 

Chairman: That is the point. They found that the export of wheat was 
not a paying proposition and having found that, they wanted to restrict the 
output of wheat. 

Ch. Mukhtar Singh: They could not do it for cotton. 

Chairman: I am dealing with wheat at Ihe moment because Mr. 
McDougall has prominently referred to the wheat position in India. 

Mr. McDougall: I have only referred to it because it is the simplest 
commodity to calculate on. 

Chairman: My whole point is that production can be increased only 
if it is found that increased production can benefit the agriculturist. It may 
he that bv putting more manure into his land he may get an extra 5 
bushels of w'heat, but unless that extra 5 bushels are going to be a paying 
proposition, well, manure or no manure, he cannot possibly be expected .to 
grow the extra wheat at a loss to himself. 
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Mr. McDougall : You have quoted one authority; let me quote another 
authority. This is O’Brien’s Agricultural Economics: “With the deve¬ 
lopment of international trade and the opening up of new areas, the possi¬ 
bility of any organisation short of a world-wide one controlling the produc¬ 
tion of any commodity is becoming more and more remote. 

Mr. Ilamdas Pantulu.: In that connection I would like to add that I 
have been consulting more than one system of economic restriction. I have 
no actual experience of restrictions but three or four works on economics 
are unanimously agreed that the experiment of restriction is not going to 
succeed. 

Chairman : I have seen all that. I am at the present moment trying 
to find out Mr. McDougall’s views on the basis of America, which they 
say is based on 10 years’ experience; when the producer could not get a 
proper price for his produce they had to start methods of restriction, 
not special restriction but co-operative restriction. The remarks you made 
will come in very pertinently with reference to Mr. McDougall’s scheme 
about the restriction of the jute production. If on principle it is wrong to 
restrict, then it will be wrong there also. For the present I am just trying 
to fix up the principles. I wanted to know whether it would be wise for 
any country to confine itself to wheat when the wheat cannot be disposed 
•of by the producer except at a cost lower than his cost of production. 
America found that it was not possible to dispose of that wheat at a profit 
to the producer and it was compelled to restrict her wheat production. 

Mr. McDougall: I think you had better understand what the actual 
position of the cultivator is in America. America has produced in the 
past great quantities of wheat. The price of surplus wheat in any country 
is dependent on the world prices. The American farmer is in that position, 
lie has no protection with regard to wheat which is of any value to 
him. He has protection with regard to cotton for instance. But no 
scheme that will work out in practice has been devised for the American 
wheat fanner. They have attempted it through the Federal Farm Board 
but that is not protection. It is bounty feeding. I suggest that the ex¬ 
periment is not a happy one. 

Chairman: Did I understand you to say that America has no protec¬ 
tion for her wheat? 

Mr. McDougall : It is quite useless for America to try and protect her 
•wheat by putting a tariff on anything coming into the country because she 
is an exporting country for this product. 

Chairman: But still she has- protection against wheat being imported 
into the country. Has she got a protective tariff against wheat coming into 
the country, say from Canada? 

Mr. McDougall: Yes. 

Chairman ; Protection is given to the farmer against the importation of 
wheat coming into the country. 

Mr. McDougall: But if America is exporting very large quantities of 
wheat obviously that protection is not very much use to her. Therefore 
the wheat farmer is dependent on world prices working inside the country 
where his cost of production is enormously increased by the high tariff 



■walls with which he is surrounded, for his labour and everything else, for 
his machinery and everything that he uses on the farm. 

Chairman : Then your advice to India still is: You go on increasing your 
production of wheat, irrespective of what may happen with regard to the 
disposal of that wheat? 

Mr. McDougall: My advice to India is under ordinary conditions t o 
do that. Iudia, like every other country, must look forward to this wave 
of depression turning. 

Chairman: If every country went on increasing this production of wheat 
for purposes of export—and at the present moment the position is slightly 
in favour in spite of the depression because Russia had not yet invaded the 
.world’s markets—and if the supply in the world’s market is larger tbau 
the demand, is not this over production all round bound to react on prices 
-and bound to lead to surpluses in every country ? 

Mr. McDougall: Undoubtedly. At the present moment that is so, but 
at the end of this economic storm it will be a question of the survival of 
the fittest. The country that produces most per acre, at the lowest cost 
.per acre, is the country which will weather it host. 

Chairman: What is the position in England? 

Mr. McDougall-. The position in England is the same. Her whole 
system of agricultural economics has been built up on improving the output 
of the farmer. Let us take the New Zealand farmer as against the 
Danish. 

Chairman: Will it be possible to confine ourselves to wheat? 

Mr. McDougall: I think the analogous output in the shape of butter 
■gives a much clearer idea of the position. 

Mr. Devadhar: I can give some figures for wheat. In England it is 
49'10 per acre, Denmrak 48'5, United States 15'7, Canada 15'5, India 
produces 9'5, Portugal 6'8. 

Ch. Muhhiar Singh : U. S. A. exports to the extent of 20 per cent, of 
rthe wheat output. 

Chairman: That is true. They are trying to cut it down. They have 
given various reasons. If I were to read out extracts from papers I will 
take much of the time of the Committee. My point is this. If you ex¬ 
port a large quantity of wheat, then your internal prices are governed by 
prices in world markets. Therefore when the world prices are low, the 
iuternal prices are bound to be low. And this in the end reacts on the 
unfortunate cultivator. They have given reasons why they came to that 
decision. It was that definite decision which led to the Farm Eoard Act. 

I wish to get out extracts of the relevant portions of these papers and 
circulate them in due course. America used to export iaige quantities of 
wheat. The result of that was her interna] prices, which then naturally 
depended on world prices, were very low. The agriculturist on the whole 
suffered: lie suffered in regard to wheat consumed internally; he suffered 
in regard to wheat exported also. Under the present depressed conditions, 
it is happening in India. It happened in America long before this depres- 
-•sion. 



Gk; Mukiitar Singh: The depression started in America in 1921. 

Chairman: There was no world depression then. 

Ch. Mukhtar Singh: In 1921 a committee was appointed in America 
known as the Agricultural Orisig Committee. 

Chairman : But then the point is this. The agricultural crisis took place 
In America owing to overproduction. It was not a world crisis as we are 
now faced with. 

Mr. Ramdas Pantulu : There is one point which struck me. While un¬ 
doubtedly Mr. McDougall was dealing with the export aspect of wheat, 
the tenor of the whole of the first page impressed me as if he was also 
speaking more definitely about our effort in producing more per acre than 
on extending cultivation. The total produce will depend both on the area 
cultivated and the kind of farming. He was thinking of the yield per acre 
and asked us to produce more per acre. If we carry out Mr. McDougall’s 
idea bv restricting the area and producing more per acre it will certainly 
be an economical proposition for the country. He is putting forward 
the idea of intense farming such as by manuring etc. In fact that aspect 
of it appealed more to me, and T think there is much to be said for it. 

Chairman: I am not sure that this is the point. Mr. McDougall says, 
if the quantity of wheat per acre could be increased the value of Indian 
production would be very considerably increased: he does not refer at all to 
the curtailment of the area of production. 

Mr. Ramdas Pantulu: Tt is not inconsistent. He is speaking of the 
lew productivity of the soil in India. If the productivity can be increased 
by better methods agricultural w-ealth will be increased. 

Chairman: That of course we all know. “Read the recommendations of 
the Royal Commission on Agriculture. Here he gives specific figures: in 
terms of English production the increased wealth to India would be £1,000 
millions. 

Mr. Ramdas Pantulu: On the present cultivation basis. 

Chairman: But if the area of cultivation was reduced surely there 
would not be that amount of increased w'ealth. 

Mr. McDougall: I wag not. writing an elaborate treatise on agriculture. 
I was giving a bird’s eye-view. 

Chairman: That is perfectly true. I have got to examine the bird’s 
eye-view. 

Mr. McDougall: You are quite at liberty to do that. 

Chairman: Later on when you come to other portions there are other 
matters which will have to be looked into. When we come particularly 
to marketing you talk about millions of pounds of wheat lying surplus, and 
I was reallv trying to find out what you are after here. It struck me: if 
we are going to increase production what is going to happen to the surplus? 
It may either be used for purposes of export or for consumption within the 
country. For the present I am looking at it from the export aspect. I may 
have to examine it later on from the point of view of internal consumption. 
My point simply is this. In view of the experience of America it may not 



Imb profitable to the farmer in this country to increase his production of 
wheat which may thereafter have to go into world’s markets in large* 
•quantities and sold at prices not profitable to the farmer. 

Mr. McDougall: There are two classes of crops: money crops and 
crops grown for the consumption of the cultivation. What I say of wheat 
practically applies to every money crop. 

Ch. Mukhtar Singh : There is one very important point. In America 
25 per cent, of the population live on agriculture, while in India 93-5 per 
cent, live on agriculture. 

Chairman: From the point of view from which I was tackling the prob¬ 
lem, does not that make the position worse ? If this percentage of popula¬ 
tion gets for its wheat say 8 annas less than the cost of production, what 
would he its economic position? 

Ch. Mukhtar Singh: My point is this. In the case of America it was 
possible to restrict the area and divert the population to some other occupa¬ 
tion, while it is not possible in this country to divert the population to 
anything else. 

Chairman : That is an answer to Mr. Kamdas Pantulu. He wanted to 
restrict production. I did not start with restriction of production. 

Ch. Mukhtar Singh : I thought by quoting the Farms Board you were 
under the impression that there should be restriction in India also. 

Chairman : 1 did not put, forward that proposition: I simply wanted to 
know what, according to Mr. MeDougall’s idea, was going to happen to 
this large increased wheat production in this country. 

Mr. McDougall: I wag going to give you an analogous case. The pro¬ 
duction of butter in New Zealand and Denmark is for sale in the world’s 
markets. Now, Denmark has succeeded in facing the competition of the 
world because she has increased her yield of milk from somewhere about 
400 gallons per cow to something like 800 gallons per cow (I have not got 
figures before me, I am only giving you very approximately). She has done 
that because of education; because of the large output per cow the cost 
of production was enormously reduced. If in New Zealand the production 
of milk per cow remained low, how would it be possible for her to compete 
with Denmark unless she accepted a very much lower standard of living 
than she has or unless her natural conditions were very favourable for milk 
production. 

Chairman: I do not know much about the circumstances of that parti¬ 
cular case because I have not studied it. I will put you another question. 
Is it seriously your suggestion that this largely extended output of 
wheat. 

Mr. McDougall: Please don't refer to wheat. I have already told you 
that I have used wheat as an example. 

Chairman : You mentioned wheat as an illustration, I am simply using 
it as an illustration. If to enable this larger production of wheat to be 
marketed in the world’s markets it is necessary to accept a price lower 
than the cost of production. I am pretty sure to that proposition there will 
be one answer across this table. We all know how miserable is the 
standard of living of the unfortunate peasant. With reference to standard 
of living that comparison cannot apply to the case of the Indian peasant. 



Mr. McDoitgall : But the standard of production since then in Ne\y 
Zealand has gone on the same lines as in Denmark, and she can face 
Danish competition in the world’s market. Had New Zealand accepted a 
very low standard of production then she, subject of course to natural 
conditions, would have been compelled to accept a very low standard of 
living. 

Mr. Dcvadhar: I noticed a high standard of living there. The change 
that was brought about with regard to the improvement of butter so as 
to enable it to rule the world’s markets was largely due to the fact that 
every available acre for the production of the best fodder was utilised for 
that purpose. There I found small portions of land under wheat, producing 
the largest quantity per acre. In the middle of last century, New Zealand 
was faced with the competition of Siberia, Australia, and America in 
wheat, and they at once found that it was not profitable for them to con¬ 
centrate on wheat, but to turn their attention to something else, so that 
they can get the highest out-turn from their land. I have seen best bacon 
produced there. With state aid, and wih state supervision they were able 
to put into the world’s market. 

Mr. McDougall : With state supervision, not state aid. 

Mr. Dcvadhar: If their roputation Buffers their agriculture will suffer. 

Mr. McDougall: They decided that the dairy cow is likely to produce 
more wealth in their climate than wheat. 

Ch. Muhhtar Singh: Denmark was also an exporting country of agri¬ 
cultural produce. They had a scientific investigation with the result that 
they are not now exporting agricultural produce, but manufactured goods. 
That is the only way of producing more wealth. 

Mr. McDougall: She has not the ghost of a chance in regard to wheats, 
Therefore she turned after considerable research to a line of production, 
which has made her wealthy. 

Chairman: What you have now said is practically the conclusion of what 
I have been trying to place before Mr. Mukhtar Singh. It is only that 
form of agriculture or industry which is profitable to the agriculturist that 
can well find a ready encouragement in the country. 

Ch. Mukhtar Singh: I feel that so long us India remains an exporter of 
raw materials it will remain poor. If she wants to become rich then she 
should cease to export any raw material. 

Chairman: I am pursuing my line of argument. All I can say is you 
are going much beyond me at the present moment. I do not want to 
subscribe to all that. I was simply trying to find out what is going to 
huppen to this large increased production of wheat. 

Ch. Mukhtar Singh: If you put that question to me I will say this: 
because the cultivator is not getting enough to-day, the animal is not getting 
anything at all. If we produce more we shall consume more. 

Chairman: It may add to the potential wealth, but not to the visible 
wealth. 

Ch. Mukhtar Singh: It will. In that case we shall be exporting manu¬ 
factured goods. 

Chairman : That will take a long time in coming. 

Ch. Mukhtar Sinah: A country like India producing any amount of 
rice is importing starch. It is the position to which we have come. 
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Sir T. Vijayaraghavacharya : About the area of production there is 
curious thing. The pre-war average of area in India was about 29$ million- 
acres, and it is now between 31 and 32 million acres, so that really there- 
has not been very much change in the area. I personally believe that 
nothing is going to alter the area of cultivation under wheat except perhaps 
large irrigation schemes. Doubtless when we get the ' new irrigation 
scheme in Sind successfully working we shall have a considerable increase 
in the area, but except for that kind of large irrigation works in suitable- 
soil I do not think the area of wheat is going to increase. Any increase, 
in production must therefore come necessarily from what you call in¬ 
tensive cultivation. 

Ch. Mukhtar Singh: Mr. McDougall’s figure is not correct when he 
says that it is 9$ bushels per acre. 

Sir T. Vijayaraghavacharya: The Indian average is 744 lbs. In 1921-22 
(harvest of 1922) it was 781 lbs. 

Ch. Mukhtar Singh: According to the latest Agricultural Statistics 1927- 
28 the average yield is 816 lbs. 

Sir T. Vijayaraghavacharya: I take these also from official statistics. 
In 1929-30 the average is 744 lbs. 

Ch. Mukhtar Singh: Average for 1924-25 13‘9; 1926-27 13‘8; and 
1927-28 15-2. 

Sir T. Vijayaraghavacharya: I think we may take that the area of wheat, 
unless for exceptional causes such as the Sind Project, is going to remain 
more or less the same. You cannot judge the general progress of the state 
of a country from the average yield because I find Egypt produces in the 
case of wheat much more than Canada: probably it is due to the fact 
that Egypt has a much smaller area than Canada. 

Mr. Ramdas Pantulu: 744 lbs. is equal 12$ to 13 bushels. 

Mr. McDougall: I got these figures from this office. 

Chairman: I am not so much concerned w’th figures. I was on the 
fundamental proposition that if such a large quantity is produced what 
would happen to it. My first doubt was: supposing it is exported, how to- 
deal with marketing; if this were exported would it bring in an equivalent 
amount of wealth to the ryot taking into account the cost of production. 
This doubt arises in view of the happenings in other parts of the world. 
Erom my knowledge of economics, etc., it can only mean a further reduc¬ 
tion in price and therefore the ryot, instead of becoming richer, would 
become poorer. I was looking at it from the broader point of view. 

Sir T. Vijayaraghavacharya : Pursuing that point of view I doubt if India 
i8 ever going to be a very large exporting country. The Sind project may 
n’ter the position to a certain extent. The consumption of wheat in India 
is growing and is now estimated at 8,800.000 tons, in round figures, 9 
million tons. It is very curious that from 1925 till the last harvest our pro¬ 
duction was never more than what was required domestically. In fact in 
xwo years it was less than the quantity required for domestic consumption. 

Mr. Lamond: Before the war wheat was exported. 

Sir T. Vijayaraghavacharya: You know it means—the Itoyal Commission 
on Agriculture arrived at the same conclusion—that there is more domestic 
consumption of wheat in India after the war. The average consumption of 



trtteat is about 9 million tons, and practically, except to a bumper year 
like idle present one which is exceptional, the production is more or lend 
■equal to consumption. 

Mr. Rushforth : If there is no possibility of the area under wheat being 
increased, is there any possibility of the area under wheat being diminished? 

Sir T. Vijayaraghavacharya: If the conditions of the present year con¬ 
tinue for 5 years more it stands to reason—I am merely theorising—that 
even the Indian farmer who may not probably jump to conclusions at 
once, may find it worth while to reduce the area. 

Mr. Rushforth: My idea is if you can increase the amount of wheat that 
is required for consumption by better methods, by using less land, you 
eon utilise the surplus land for producing something else. This is how 
it is going to work out in practice. In Bengal the area under jute must 
-always be the same because you cannot use your jute land for raising any¬ 
thing else. But with regard to wheat land you cannot say the same thing. 
With regard to jute it is a physical condition. 

Mr. Ramda8 Pantulu: It is possible you can produce wheat that is 
marketable with less land than you have and use the balance for producing 
■other things. 

Oh. Mukhtar Singh : The area under wheat is already going down. 

Sir T. Vijayaraghavacharya: I will give you figures. In the current 
year, though there is a bumper crop the area is actually 600,000 acres less. 
But I think that is a fluctuation which always happens without any parti¬ 
cular reason. 

Mr. Devadhar: The yield is rising. 

Sir T. Vijayaraghavacharya: As s matter of fact the figures seem to 
show that the yield per acre is rising. 

Mr. McDougall: I have some figures before me. You said that the 
average production is 744 lbs. (Commercial Intelligence and Statistics of 
India) in 1928-29 the yield was 59. r > lbs.; in 1927-28 542 lbs.; in 1926-27 
<642 lbs; in 1924-25 625 lbs.; in 1928-24 694 lbs.; 1922-23 724 lbs. This 
-does not represent an average of anything like 744 lbs. 

Sir T. Vijayaraghavacharya: 744 was the yield in 1913. 

Chairman: There was a bumper crop in that year. 

Ch. Mukhtar Singh: I gave a higher figure: to 1927-28 it was 816. 

Chairman: What is that and what is this ? 

Sir T. Vijayaraghavacharya : As a matter of fact these figures do require 
'reconciliation and if they are sent to me I can reconcile them or get ex¬ 
planations from the officer who compiled them. This figure of 781 lbs. to 
1921-22, which is the highest yield on record, I have taken from the same 
source. 

Chairman: So far as I am concerned, I have no quarrel with the 
figures; there may be errors owing to want of co-ordination among these 
various statistics. I am looking at the picture as a whole. Suppose with 
the present area under cultivation the farmer increased his output of 
wheat, what is going to become of the wheat to that extent and how is 
the farmer going to obtain that increased wealth? 
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Mr. McDougall : I am not basing my calculations on the present con¬ 
ditions at all. The present conditions are absolutely abnormal. One 
would argue that the present position arises not so much from over-produc¬ 
tion as from under-consumption. 

Chairman: According to the statistics which I collecte4 in London, 
the American authorities hold that it is due to over-production. 

Mr. McDougall: There are other economists in the world who think 
it is due to under-consumption. With regard to the general principle 
which I have outlined, I refer you back to my memorandum on market¬ 
ing. In the second paragraph I said: 

“In the economics of production a factor known as the law of 
dim inishing returns comes into operation. In many highly 
developed countries a point has been reached when it has 
become impossible to increase production except at the 
sacrifice of profits. Before that stage is arrived at increased 
production actually reduces costs and thereby increases 
profits. * * *” 

The great majority of agricultural economists throughout the world will 
agree with me. It is on that paragraph that my whole case is based. 
If we are going to enter into the argument whether that is right or wrong, 
we will have to be here for several months. 

Chairman: So far as I am concerned, I have no further discussions to 
enter into in regard to the rest of your paper on “Land and the Culti¬ 
vator”, because with regard to those matters, the conclusions you make 
are the same as were made by the Agricultural Commission and we know 
all about them. My colleagues might want to ask questions, but I do 
not want. 

Mr. McDougall: I understand that one of the recommendations of 
the Royal Commission on Agriculture was to appoint an Economic Insti¬ 
tute 'for Itesearch, part of the duties of that Institute being the develop¬ 
ment of agricultural education and the undertaking of scientific experi¬ 
ments in order to increase the amount of produce grown on the land. Is 
that the case? 

Sir T. Vijayaraghavacharya: The Imperial Council of Agricultural Re¬ 
search has undertaken that work through the provincial departments 
and other bodies. 

Mr. McDougall: That is practically the reason for your existence? 

Sir T. Vijayaraghavacharya: Yes. 

Mr. McDougall: But if it increases production by improved methods, 
do you suggest that all that money derived from the increased crop is 
wasted? 

Chairman: Nobody suggests that all the money is wasted. 

Mr. McDougall: I am afraid your arguments lead to that. 

Chairman: My argument does not lead to that, because I fully reoog- 
D ! ze that certain things would be done but I am doubtful whether in the 
m ann er you indicate. That is the reason why I read that part and then 
came to your paper on marketing, the gist of which in regard to wheat 
is to' make available better facilities for the export of wheat. My pro¬ 
position is this: suppose there is more production of wheat and the in¬ 
creased production is thrown into the world’s markets. From the little 
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of economics I know, to my mind the suspicion arises that if supply 
exceeds demand the inevitable result will be to reduce prices and that 
actually happened in America before the world depression started. If 
that is the position, how is Government going to acquire more wealth? 
That was in fact my sole point. . There may be other ways of doing it, 
Lalajee says bv internal consumption and Mr. Mubhtar Singh does not 
want any export. 

Mr. Devadhar: Hero is a magazine “Kura! America” May I ask you 
what you understand by this: 

“The basis of rural culture is the farm and not the market. The 

basis of rural culture is the man, the woman, the whole es¬ 

tablishment and the organisation”. 

flas it u social significance or economic significance? 

Mr. McDougall: I am not the writer of that paper. 

Mr. Devadhar : How would you interpret it? I want to know whether 
y ou consider it as a social aspect or as an economic aspect. 

Mr. McDougall : I do not really know what it means, but I should 
say that it is very much social. 

Chairman: If I have read your paper on marketing properly, I see 

that stress is laid on the export of surplus produce. It is said: 

“Facilities for collection and export have, it is stated by competent 
authorities, actually declined in recent years”. 

Have you anything to say about that? 

Sir T. Vijayaraghavacliarya: I wanted to ask Mr. McDougall what 
he was thinking of. 

Mr. McDougall: I was thinking of examples in the Punjab where 
several of the big firms that used to operate there have disappeared. 

Lain Harkishen Lai: European firms have reduced their establish¬ 
ment. 

Chairman: Do you know the reasons for it? 

Lain Harkishen Lai : Smaller quantity is available for export. 

Chairman: That is because the crops of 1928 and 1929 were short 
crops. 

Lola Harkishen Lai: From 1918 crops in the Punjab have been 
very irregular. 

Sir T. Vi jay a ragha vach ary a: From 1928-29 the crops have not been 
sufficient. 

Chairman : This began during the War with the control of wheat and 
after the War. excepting last year, the crops, have been short crops during 
4 or 5 years. 

Lain Harkishen Lai: Control was based on the fact .that production was 
not sufficient for home consumption. Control also came with the idea 
of keeping food inside the country, because the Punjab was the reernit- 
ui<* around and if there was no wheat, there would be a hue and cry; so 
+here was control in 1917. 1918. 1919 and 1920. In 1921 they gave up 
control and as soon as they did so, 100.000 tons were exported. As soon 
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us this was done, we felt a shortage and there was a huge cry about it, 
and as I have said I managed to get half a million tons from Australia 
to feed the Punjab. 

Sir T. Vijayaraghavacharya: That is why I said that there was no 
likelihood of any large export of wheat till new projects like the Sind 
project came in. 

Lola Harkishen Lai : The population is increasing and the consumption 
is increasing on that account also. 

Ch. Mukhtar Singh: In the current year there is a surplus of wheat in 
the Punjab. 

Lala Harliishen Lai: There may be. But I told you what happened. 

In 1921 an enquiry was made and the report was that there were a million 
tons available for export. The Punjab Government wrote to the Govern¬ 
ment of India recommending that the embargo on export ought to be 
removed and when the embargo was removed, there was only a surplus 
of 100,000 tons and 1 had'to replace it by half a million tons from 
Australia. 

Chairman: The point as I understand it is this: the decline in the 
exports and the withdrawal of the great exporting firms in the Punjab 
markets were due solely to want of wheat. That is, production itself 
had declined owing to crop failures, frost, etc. 

Lala Harkielien Lai: And larger consumption. 

Sir T. V ijayaraghavacharya: There was nothing to deal with. 

Mr. Shanmukham Chatty: May not part of the explanation be that 
as a result of the low price of Australian and other wheat, it was found 
difficult for Indian wheat to compete in foreign markets, and that was 
why the firms had to abandon their business in the Punjab? 

Sir T. Vijayaraghavacharya: There was nothing to send really. 

Mr. MeDougall : The explanation that was given to me in the Punjab 
does not quite coincide with that view. The reason given was—it is a 
view I can hardly accept—that owing to the development of the railways 
in the Punjab, the old established markets, where the wheat used to oome 
to in very large bulk, were broken up, that there wag no organisation in 
the Punjab that took the place of these markets and the merchants found 
there was nothing to buy as the small men were buying much more on 
the farm and keeping the stuff within their own quarters and disposing 
of it wherever they could in an unorganised manner. I do not know 
whether that view is correct or not. 

Chairman: T do not know about those things, but I think that in the 
broader sense the explanation given by Lalajee and confirmed by the two 
bankers v'ho finance the export firms is substantially correct. I think 
Sir T. ‘Vijoyarnghavacharya’s information is the same. 

/ 

Sir T. Viiayaraghavacharya: In fact I can reconcile that. The fact 
that there was more domestic consumption gave an opportunity for the . 
smaller Indian dealer to deal with the product rather than the large 
European exporter for foreign markets. 

3 k 2 
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Mr. McDougaM: But is dt not rather curious that this should happen 
in a part of the country ■where there has been so much development in. 
irrigation and where an enormous amount of land is brought under irri¬ 
gation. 

Lala Harkishen Lai: I shall explain that. The fact of the matter is 
that in South-eastern Punjab they used to eat what we call mixed grains 
maize. Indian corn, gram, etc. They have given that up now and eat 
wheat. A very large area of the population and men in my position, who- 
used to have a little combination of mixed grains in our food, have given 
that up. 

Mr. McDougall : It is obvious that that mixed grain must still be in 
the country; where does that mixed grain grow? 

Lala Harkishen Lai : That grows least. 

Sir T. Vijayaraghavacharya: I may say that a similar process is hap¬ 
pening everywhere. In Southern India where rice is the food product, 
it is now replacing all the inferior grains. 

Chairman : It is a sign of the rising standard of living. 

Lala Harkishen Lai: In the Eastern districts where they used to grow 
this mixed grain, e.g., Rhotak, Isar, etc., the rainfall has decreased in 
the last ten years and the grain is not naturally produced. That is why 
it haa adjusted itself so far as production goes. But it is apparent that 
more wheat is now consumed than used to be and the population haa 
increased also. Wheat is now used not only in the Punjab but in other 
parts of the country where rice was the staple food. For those who have 
adopted the European fashion of living, if they eat meat, their second food 
has become wheat, not rice. 

Sir T. Vijayaraghavacharya: The fear of diabetes among the educated 
people has increased the consumption of wheat. 

Chairman: Apart from the increase in internal consumption, there 
has been an actual reduction in output: the figures are:— 

In 1926-27 ... 8,973,000 tons. 

In 1927-28 ••• 7,771,000 tons. 

In 1920-21. 1921-22 and 1922-28, the outturn was 10 million tons. So- 
there has been an actual reduction in the output. 

Lala Harkishen Lai: The figures for 1919-20, 1920-21 and 1921-22 are 
absolutely wrong. The figures are largely exaggerated because it was 
actually found that as soon as we exported 100,000 tons we had to get 
500,000 tons. 

Chairman: There was a drop in one year,. 1920. In that year the 
output was only 6,700,000 tons. My point is that I am afraid that 
Mr. McDougall did not get the fullest information. Therefore he is in¬ 
clined, from whatever information he got, to draw, if I may say so, a 
not wholly correct inference. It is perfectly true that the great exporting 
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'firms have withdrawn their agencies in the Punjab, but that is sot due 
to the fact that export has declined owing to the present marketing 
methods, but it is due to the fact that crops were short and there was no 
surplus to he exported and having no work the firms had to withdraw 
themselves. That is established even by the statistics of production. 

Mr. Lamond: Will that be a reason to increase production? 


Chairman : In fact Mr. MoDougall admits that if we try to increase 
the production now, under present conditions of depression, nothing would 
be gained. Since those days , the share of the market which India has 
occupied has been taken over by other countries. Now if India again 
cuters that market and puts in, say a million tons, there will again be 
competition trying to bring down prices. 


Mr. Lamond: Tndia has a very great advantage in that respect. 


Lula Hcrkixhen Lid: So far as consumption goes, it affects England 
only. England is the largest importer of our wheat and there is no other 
country which takes up so much wheat from India at present. 


Chairman: As matters stand, my recollection of the Agricultural Com* 
mission’s Report is that it is England who takes Indian wheat at this 
stage. Australian and Argentine wheat do not come in. 

Ch. Mukhtar Singh: If the figures given here are reliable, we are not 
consuming more wheat than we used to. I am referring to the Review 
.of the Trade of India for 1929-30, page 92: 

In 1922-23 we were consuming . . . 95,(11,000 ton*. 

„ 1923-24 „ „ . • 92,07,000 „ 

„ 1924-23 „ „ ... 84,41,000 „ 


„ 1928-29 


81,01,000 


„ 1929-30 


80,29,000 


Sir T. Vijiitjaraghacacharya: You are deducting the figures of exports 
from the figures of production. To make it correct, you have to add im¬ 
ports from foreign countries. 

Ch. Mukhtar Singh: I have added the .rnports. These figures show 
that consumption is not going up. 

Chairman: So far as I am concerned, 1 am not on the point of con¬ 
sumption. The explanation for a decrease in export is that owing to the 
deterioration of marketing arrangements India has lost its ground in the 
markets of the world. 

Ch. Mukhtar Singh : Here is another report by l>r. Clouston and that 
refers to the British Industries Fair. He has pointed out here that India 
has a very bad reputation for its produce in the world market, and all the 
maize, wheat and other articles are not at all accepted in the foreign 
•market and therefore we are losing the market. I am speaking of the 
latest report of the Agricultural; Research Council. 
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Sir T. Vijayaraghavacharya : You can only take it as Mr. Clouston’s 
personal opinion. 

Chairman: I am not concerned with statements of that sort. I am 
concerned more with facts and the fact remains that the shrinkage in ex¬ 
ports from India has been wholly due to crop failures and less production in 
recent years than in 1919, 1920, 1921 and 1922. It is for that reason that 
the great export firms have withdrawn their agencies from many im¬ 
portant markets, particularly in the Punjab. Then when I read the state¬ 
ment of Mr. McDougnll, I think it was new to me as I had some informa¬ 
tion about the economic condition of the Punjab which reflected itself on 
its financial position. That is the reason why I was trying to find out 
how- far the position is correct. 

Mr. McDougnll : As to that we have just heard that consumption has 

not increased. 

Ch. Mukhtar Singh: It lias actually decreased. 

Mr. Shanmukham C/ietty: The explanation at the foot of the table in 
the Review of the Trade of India for 1929-80, from which Mr. Mukhtar 
Singh quoted his figures, shows that the balance available for consumption 
is not the same thing as actual consumption as stock figures have perforce 
to be included in the absence of any reliable data. This table does not show 
that consumption has gone down; even on the available balance it is going 
up. 

Chairman: My point is that exports have fallen off owing to the reduc¬ 
tion in the output arising out of partial crop failures and it is for that 
reason that the great export firms have withdrawn their agencies particularly 
in the Punjab. This statement is fully confirmed by bankers like Messrs. 
Buckley, Lamond and Lula Hnrkishen Lai who finance these firms. 

Ch. Mukhtar Singh: So far as Australia is concerned, because of lower 
railway rates in that country, it is able to sell wheat at cheaper rates 
than India. 

Chairman: You say “Mr. Owen Roberts, a well known expert on the 
marketing of wheat in the Punjab has made the statement that market¬ 
ing in that province is simply chaotic”. Is that statement correct accord¬ 
ing to you? 

Lala Hark Men JmI : I would not say so. There is no market there for 
export and so the question does not arise. There is no wheat available for 
export. 

Mr. McDougall : I say that is the case with regard to both the internal 
and the export trade. Even in England I would describe marketing con¬ 
ditions as chaotic. But England is better organised than India. 

Lala Harkishen Lai : By chaotic I understood that there has been dis¬ 
turbance due to the ancient system of marketing. So far as the ancient 
system goes it is quite in tact, but so far as the supply of transport 
facilities are concerned I might say conditions have become chaotic 
because there is no surplus wheat to export, in the Punjab. 
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Mr. McDougdll : That system has been in existence for some centuries. 
Is that so? 

Lola Harkishen Lai : It is not many centuries old, because India began 
her export trade in wheat only during the last 15 years or so. There 
have been changes only in the transport arrangements through the intro¬ 
duction of railways. 

Chairman : Why do you call the preseut arrangements chaotic? 

Mr. Mr Doug all: Because no improvements have been effected in the 
system .during the last several years. In my opinion according to a com¬ 
parison of the modern ideas of marketing as carried in other countries 
your conditions are ancient. 

Chairman: How would you improve those conditions? 

Mr. McDougdll: By organising on modern lines. 

Chairman : Lalaji, is there no organised marketing system in the Punjab 
e.g., the rnandi system? 

Lain Harkishen Lai: This is an old system. There is nothing new 
in it. 

Mr. McDougull: If you say that the best system for India is to carry 
on her ancient methods without any change, then we may leave it at that. 

Chairman : I am only trying to find out how it is chaotic. In your 
experience you say conditions in England are also chaotic. If that is 
true, then conditions in India will naturally he chaotic. 

Sir Hugh Cocke: Have you in any way tried to improve the conditions 
in England? 

Mr. McDougall: Personally, 1 have joined in the attempt to improve 
conditions. The progress is very slow and is a very difficult thing to achieve. 
But progress is being made especially in the case of milk, wool, live-stock 
and eggs. Let us take the case ot eggs. We had a very good .market for 
eggs in the olden days and we went on producing eggs in our country 
not in an organised manner. Denmark and Holland started egg-produc¬ 
tion on a scientific and organised scale and they began to push those 
eggs into England after proper grading and "candling” (a process by which 
rotten eggs are eliminated). Ireland and England neglected to do so. 
Gradually Dutch and Danish eggs dominated the egg-market of England. 
The marketing branch of the Ministry of Agriculture in England started 
an investigation into the matter and found that England’s drawback was 
due to lack of systematised grading. The Irish Government also wakened 
up to the enormous losses which that country suffered—a loss of about 
8 pence a dozen which meant several millions of pouuds per year. They 
passed drastic legislation with regard to grading. To-day Irish eggs are 
in strong demand in the English market. It has become an economic 
fight throughout the world. 

Mr. Shanmuklntm Chctty: Take the ease of butter in Australia. I think 
it is also done most systematically and there is some sort of grading and 
so on. 

Mr. McDougall : It is exactly so with regard to New Zealand butter. 
I am perfectly certain that to-day New Zealand would have been in a hope¬ 
less position hod it not been for the fact that her butter is sold entirely 
through one organisation. New Zealanders have developed co-operation 
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wonderfully well and with Government help they have got systematised 
grading. The result is that merchants in England can only get their supply 
through one channel. And New Zealanders know that the quality of their 
butter is good, therefore they can to some extent dictate their own terms. 

Sir T. Vijiaraghavacharya: May I know what arrangements are being 
done and how the farmer sends his supply and so on? 

Mr. McDougall: The farmer sends his produce to the co-operative 
society which sells through the big central organisation. 

Sir T. Vijiaraghavackariya: I suppose there is inspection and the 
Central Agency is controlled by Government. 

Mr. McDougall: My understanding of the New Zealand situation is 
that the Government only has to do with standardisation and grading. 
That is all they are concerned with. The same is the ease in Denmark 
also. 

Mr. Devadhar: I myself have noticed while 1 was in Denmark that 
eggs were properly graded before export. 

Mr. McDougall: Developments in marketing throughout the world 
have been simply remarkable. Take Danish bacon for instance. They 
will not allow inferior bacon to be exported from the country. In this 
product also they export their goods through one channel only and the 
result is that competition from inside is eliminated. It was the Germans 
who started this. Take the case of the vulcanite industry before 
the war. There was a considerable vulcanite industry in England in those 
days. There was a good deal of competition amongst manufacturers in 
Germany itself with the result that they found that they were not making 
enough profits. So they brought about the formation of this“Cartel” 
which is really a combine among the manufacturers in order to promote 
their common interests. They decided that there could be internal com¬ 
petition between themselves but when it came to the question of selling 
the commodity outside the country it should be done through the agency 
of the “Cartel” only. The result was that there was only one agency 
in England for selling German vulcanite goods. They captured the English 
market by efficient salesmanship. Your Chairman thinks that I have 
made rash proposals in this paper. I would have been rash had I attempt¬ 
ed to commit you to rash co-operative schemes. My view is that your co¬ 
operative societies should start marketing organisations but only after 
the most careful investigation. In all exporting countries like Denmark, 
New Zealand, Holland, Canada, and California co-operative marketing has 
made great progress. By combination the Californian fruit growers have 
produced enormous wealth for themselves. Had it not been for organised 
marketing, they would not have succeeded in this business. Germany, 
though extremely highly developed, has not been so successful in the 
matter of internal co-operative marketing although they are bom organi¬ 
sers. Co-operative theorists in England and in Germany criticise their 
respective countries because they have not developed on co-operative lines. 
They make a great mistake, it is much more difficult to introduce co¬ 
operative marketing in countries that are consuming countries. While it 
is very important their difficulty like ours is very great. In any case you 
must exercise caution. With regard to the export trade of the countries 
I have mentioned, all goods have to pass through a limited number of 
ports or along railways also limited in number. It is easier for them to 
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co-operate for internal marketing than is the case in England. We are 
making the greatest possible endeavour to co-operate just now. We believe 
"that even though it is for internal trade it is to our benefit to do so. The 
•Germans are doing the same thing. They and we will ultimately attain 
success. But it can only be carried out successfully if there is the utmost 
•efficiency in management. It is not a process to be brought into operation 
haphazard. Careful organisation and investigation is required from the very 
■outset. 

Chairman : If we could have more advice from you on that question 
of internal marketing I would be satisfied. 

Mr. MoDougM : I thought it would be a mistake to burden my paper 
with details. Let me give you one more example of the difficulties of 
establishing co-operative marketing and manufacturing and of how it is 
so easy to blunder and spend literally hundreds of thousands of pounds.' 
I think the example will be of great importance to you. I refer to English 
bacon fac' ies. An Englishman who was interested in Agriculture and in 
eo-operati went across to Denmark many years ago and took some 
farmers w l him. They saw Danish agriculture thriving and saw’ them 
selling an manufacturing their stuff through co-operative factories. He 
immediate jumped to the conclusion that the success of Danish agri¬ 
culture arc from and was wholly dependent on its co-operative Bystem. 
With Government support co-operative bacon factories were established. 
In 1924, I think it was, one was started in my own county. I was not 
s, big producer so I was not a member. ThiB factory got a considerable 
amount of support from the farmers. Part of the capital jffas advanced 
-by the Government through their agricultural co-operative loans fund 
at a reasonable rate of iuterest. The farmers took up shares. They were 
very enthusiastic and sent in their pigs. They were not altogether satisfied 
with the prices. In 1929, that company was wound up. The entire blame 
•was laid by the Directors and the public on the farmers. They said: “What 
•could you expect, these farmers will never combine”. That was the 
reason given. Another organisation was started at the same time, without 
the same support from the public or farmers. It increased enormously. 
.1 did not take, any interest in the bacon factories until it went into liqui¬ 
dation, and then I began t,o wonder where the trouble wafe. I myself 
could not believe that it was because the farmers would not support it. 
My own experience was that the farmers would support an organisation 
if you could prove to them that they were getting better prices than 
before. I got hold of one of the Directors and got price lists. When I 
got the price lists of the produce giving prices for the sides of bacon right 
through, I went along to a man I knew in the wholesale bacon trade, and 
said ‘would vou mind showing me the price list of the Marsh Combine? 
This is a combine which started a good many years ago with about 4 million 
pounds capital. I found that this private combine were selling bacon 
»t a pound, a hundredweight, more than the farmers’ factory. Then I 
found another interesting thing, that the price that the farmers were 
selling at was exactly the same as the Danish and that the English 
were selling bacon at a pound a hundredweight, more than the Danish. 
I then enquired into the management and found that their first manager 
was a Dane who came across to manage it. He was not a success. He 
•was dispensed with. Then they got another who was not satisfactory. 
.1 went to the head of the English combine and asked him a few questions 
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about his baoon factory. I said, ‘What do you pay your head bacon, 
manager?’ The figure was a very large one, 1 asked him “what do you 
think is the cause of the decline of these bacon factories?” He said 
“because they do not know the first thing about their business. They do 
not know how to manufacture good bacon. They do net realise that we 
here are manufacturing the best bacon in the world”. You see what a 
terrible blunder these people made. They never realised that there was a 
firm already in England who were manufacturing better bacon than the 
Danish and that the Danish results arose from efficient production to at 
least as greut an extent as efficient co-operation. England threw away, I 
think, it is tens of thousands of pounds because she neglected a ver^- simple 
thing. 

Sir T. Vijaraghuonchuri/a : Supposing we wanted to follow your market¬ 
ing methods, we will say in a district like Madras, and we start a co¬ 
operative society to help. What is the amount of grant you would 
suggest ? 

Mr. McDuiigall: If I could get sufficient support amongst the culti¬ 
vators for a co-operative market in rice, for instance,—remember I am 
speaking now without ever having seen any rice sold or knowing anything 
of the practical difficulties of the situation, therefore it is with hesitation 
that I open my mouth about actual methods. But if conditions were 
favourable then the position would he this—in the first place what 
support could you get from the local farmers? If there is a demand, or 
a likelihood of co-operation being a success I would do a great deal of 
propaganda work. If after investigation T could see that there was a 
room for improvement, for saving a considerable cost, for systematising 
marketing, getting a better price wherever the rice has to go to I should 
start with propaganda work and get the cultivators to accept the idea. 
It will take a long time. T have never seen these organisations started 
without a very great deal of work. 

Ch. Mvkhtar Singh : You mean to say you will ask the cultivator to 
produce a better quality of rice. 

Mr. McDougall: Not necessarily. If the rice grown is not suitable 
for the market and it. demands a much better quality I would go to the Re¬ 
search Council and ask them about it . That is their job, it is not- a market¬ 
ing job. Assuming that you have a variety’ of rice for which there is a 
better demand then it would be for the co-operative department, or what¬ 
ever department you make responsible for stimulating effort on the part of 
the cultivator—to snv: “Now this is the rice you should grow”. The cul¬ 
tivator might say, “what is the use of growing it if there is not a market.” 
Then you say to the cultivator: “Very well, we shall try to prove to 
you that if you establish a co-operative organisation we can link you up 
with a selling organisation where we will sell you rice in the best market”. 
For the farmer, selling should be on a co-operative basis but he must 
be taught to centralise. A sufficient quantity of stuff must be handled 
otherwise the best markets cannot be supplied. 

Mr. Ramdas Pantulu : When you speak of the co-operative marketing 
we in India wish to know precisely what your aim is because in all the 
provinces co-operative marketing is only done by the co-operative societies 
as commi ssion agents. No society purchases the produce outright and takes 
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the risk of selling. The producer brings his products to some city and takes 
a loan on his produce and if there is a good market they charge commission. 
That is the co-operative marketing which is going on in this country. 
There are no co-operative societies which purchase the produce and sell 
it to others. 

Mr. McDougall: Under no consideration would I be prepared to follow 
any suggestion which would lend to the co-operative society buying the 
produce. Then it would become a speculative concern with very great 
risks attached to it. Co-operative marketing has not a ghost of a chance of 
competing with people in Calcutta or elsewhere. Let me describe 
to you what we are attempting to do in England just now with wool. In 
Scotland it is very successful notwithstanding the fact that- it was 
only started three years ago when we got right into the heart of this 
economic depression. Wool is sent in by the numbers, most of it by 
rail. It is taken into the store and immediately weighed. That weight 
is invoiced in. Then it is thrown on to a grading table. It is graded 
by our own ‘graders. I have known 30 different grades in one farmer’s 
consignment, of about 150 fleeces. Immediately the lot is finished it 
is re-weiglied in its different grades. That also is invoiced in. Then 
it disappears as an individual consignment. Then it is thrown into large 
bins. As these bins get filled up we have it pressed in bales or packs. 
It is then stored away. At the beginning of the season, in the month 
of May, our Committee of Management meets. We decide what advances 
we are going to give on the wool for that year. We give the farmer 75 
per cent, of the estimated price of the value of each grade whenever the 
wool is graded. That is to say the farmer gets his advance, practically 
speaking, whenever the wool arrives in our store. 

Oh. Mukhtar Singh : Who advances the money now? 

Mr. McDougall: Wool is a commodity on which advances are easily 
made. Let me describe to you the conversation I bad once with Lord 
Bamaby, who is one of the biggest brokers in the world. I remember some 
years ago having to visit bis place in Bedford with regard to wool. Lord 
Bamaby said: “This is the wealthiest city in England for its size and 
there is the stuff that makes it. The reason is that it is a commodity 
which produces money. Wool fortunately, and most other crops if you 
can standardise them, are recognised as good security. The bank advances 
the 75 per cent, which we pay to the farmer. The bank is supposed to 
hold the keys of the store, but they really do not. The Bank Manager 
takes a walls down there once a week, examines the books and takes a 
look at the stores. He is quite satisfied with that examination’’. The 
control they have over it is really nominal. Of course the conditions are 
very good. Under ordinary conditions I think they would require some 
control over it. But in any case that can always be arranged. 

Mr. Lamond : What margin do the bank take? 

Mr. McDougall: The Bank advances 75 per cent. At the beginning 
of the season the Bank says: “How much monev do yon want ar.d on 
what prices are your estimates based?” 

Mr. Lamond: But they do check the rate? 

Mr. McDougall: They retain that right, but they accept our estimates-. 

Chairman: When do they pay the balance? 
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Mr. MeDougall: Within 14 days of the sale. It was an Australian 
whom I consulted about starting a sales society.' He said that London 
was the best market for wool in the world and that Australian wool was 
sent there, and that therefore we should send our wool to London. I 
thought*the idea was quite good. We sent our wool to London brokers, 
and wg found that our wool was being bought by Bradford staplers who 
then held the wool and supplied it to manufacturers as it was required by 
them. . I thought there was something wrong here. Why should we 
send our wool to London when we could send it direct to Bradford or any* 
where else at less cost. We are now selling our wool direct to manu* 
facturerg from our own store. We have dispensed with dealers altogether. 
Last year, in spite of adverse conditions, the organisation that) we have (now 
the majority of the associations are combined in a central selling organisa¬ 
tions) sold somewhere about 700,000 fleece: it was 200,000 three years) ago. 
We grade wool according to the requirements of the manufacturers. We sell 
that wool throughout the world. We are now selling direct to Europe on hand 
sample. We simply send our sample by post to all manufacturers that we 
know of and who may he interested in that particular grade. Our sales 
manager is an expert. Samples that meet the requirements of Germany 
are sent to Germany; similarly to Czechoslovakia, Greece, and of course 
to all manufacturers in England. Practically all our wool was sold 
last year on hand sample but not one complaint was received with 
regard to grade. You know that the slightest variation in wool makes 
a very distinct difference in price. It shows that if you have efficient 
management you can turn your goods into money almost immediately 
after it is produced on the farm. 

Sir T. Tijayaraghavacharya: Cotton or wool is a very favourable case. 
Rice or wheat, for instance, might be more difficult to deal with. 

Mr. MeDougall: It is quite true it is not done in these cases. As 
regards wheat, in England we are surrounded by small millers and it is 
•consumed locally. But where you produce rice for the export market, I 
•cannot understand why it should not be done in exactly the same way, 
and why with proper godowns or stores, it should not represent hard cash. 

Ch. Mukhtar Singh: You would confine it to members only. 

Mr. MeDougall: That is a very interesting point, one on which I am 
not in agreement with the ordinary co-operative experts. The average 
co-operative expert including Dr. Friederieh will tell you that on no con¬ 
sideration must you take in anybody who is not a co-operator. Now we 
take in those who are not co-operators and charge them for our commis¬ 
sion, a farthing a pound more in the case of wool. Our average commis¬ 
sion roughly is 5 per cent, which includes all charges. 

Mr. Ramdag Pantulu: The idea of taking non-members is to get busi¬ 
ness. Our sale societies are composed of a number of societies; they are 
not composed of individuals, but are federations of co-operative societies, 
and we have enough business. 

Ch. Mukhtar Singh: There are a number of co-operative societies which 
complain that cultivators do not send their produce to them and they have 
not enough business. 

Chairman : That is a point Mr. MeDougall has referred to. To start 
with, you must do propaganda among producers. 
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Ch. Mukhtar Singh: He also says, if there is not sufficient turn-over 
they can also take non-members, so that there may be sufficient business 
which will bring down overhead charges. 

Chairman: If co-operators will not bring their produce, the difficulty 
from the practical point of view is that you can not get non-members to 
do it. 

Ch. Mukhtar Singh: In the beginning the idea might be attractive, a 
number of people may join, but after a society is started they find certain 
difficulties. Some of the members back out, the overhead charges remain 
the same; money has already been invested and you cannot withdraw it 5 , 
and you must allow others to have the advantage of the service of the 
society. 

Chairman: If co-operators back out what chance is there of non-co¬ 
operators coming in, 

Ch. Mukhtar Singh : There may be other difficulties. If you refer to the 
Bengal report .... 

Chairman: If there are advantages why should the co-operators back 
out? 

Ch. Mukhtar: Suppose a man is indebted and he is forced to sell his 
produce, and similar cases. 

Mr. Ramda8 Pantulu: Individuals are not admitted in our sale societies 
because in the case of non-members we have got to take legal steps. 
Suppose he has left his crop with us and we have advanced him 75 per cent, 
of the value. Before the sale, if the price goes down, we have to ask 
for additional cover, and in case he refuses to provide this we cannot claim 
arbitration as in the case of a member. We have to go to a court of law. 

Mr. McDougall: You are instancing a case where the co-operative 
society actually buys the stuff. 

Mr. Ramda8 Pantulu : It gives a loan. 

Chairman: The society takes over a crop of rice and pays 75 per cent, 
of its value, the crop being the cover. After it has been taken over—say a 
fortnight—when it has to be sold the price falls, and the society tells the 
fanner, ‘We made an advance to you of 75 per cent, of the value of your 
crop at the rate prevailing at the time. But there has been a fall in price 
and the crop you have left with us does not cover the advance we have 
made. Therefore you must pay back a portion of the money or else put 
in more grain’. If he refuses to do so, he being a non-member, the 
only remedy for the co-operative marketing society is to go to a court of 
law. 

Mr. Ramdas Pantulu: It is a matter of practice. When two of our 
members went to Madura to make certain investigations they found with 
regard to cardamon sale societies, that some moneylenders and other people 
had actually purchased the produce from members and got the stuff 
marketed at a profit through the sale societies. Therefore those mem¬ 
bers told us that non-members should not be taken. 

Chairman: Non-members really act as middlemen and retain a portion 
of the profits. The whole profit does not go to the producer. 

Ch. Mukhtar Singh: Even in such cases a middleman may join a co¬ 
operative society purchase from the ordinary cultivator and send it. The 
danger will be there if it is profitable business. 
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Chairman : Mr. Pantulu says it cannot be done. 

Mr. Ramdaa Pantulu: With regard to non-members we cannot say 
whether it is their produce or not, and we have specific recommendations 
with regard to them. If there is any doubt members must certify that 
"the produce is theirs. Members must give an account of what they pro¬ 
duce, and they must market through us. 

Dr. Friederich : In my country we are on principle against marketing 
produce of non-members. We are of opinion chat non-members should not 
have the same advantages as members because members pay for the shares, 
take liability, etc., while non-members take no risk at all. If there is any 
advantage in joining the society they may join the society. 

Mr. McDougall: As a matter of principle I agree that marketing 
should be confined to members of the society. But as a matter of prac¬ 
tice it is not inconceivable that it would be better to tuke the produce of 
non-members and charge them a little more. You might be able to get 
a very much bigger turnover which would enable you to carry on your busi¬ 
ness more successfully. It is a question of expediency. 

Chairman: Therefore the discretion, according to your idea, should be 
with the management of the co-operative sale society. 

Mr. McDougall: Most emphatically so. There is no obligation on 
the part of the management to take the produce of a non-member. 

Dr. Friederich: In view of the special conditions in India and the fact 
that you have no advanced marketing, I should like to recommend taking 
the marketing business of non-members, also. 

Ch Mukhtar Singh : I see two or three difficulties. One is that by 
adhering to this principle there may be less turnover and more overhead 
charges. Then you must have direct connection with a wholesaler if you 
want to dispose'of the crop at a good price, and you must have some 
arrangement wherebv you will have to supply a definite quantity. The 
wholesaler has to supply another market and unless there is a definite 
understanding lie cannot deal with you. It may be that the total amount 
of produce is not available from members owing to hailstorm, frost, and » 
number of other causes, and then in order to keep the whole thing running 
and to realise the money invested you will have to take the produce of non¬ 
members I do not say that it should be compulsory for the management 
to do so- it is simply this: if there, is a likelihood of less, turn over or more 
over-head charges or the loss of the wholesale market, certainly you 
ought to do it. 

Chairman: A number of Punjab cases have been brought to our notice. 
In a particular village although all the members were members of a co¬ 
operative sale societv, they did not send the whole of their produce to 
the societv In another instance only n fraction of the members took their 
produce to the societv. That is the kind of difficulty which was brought 
to our notice The same difficulty was brought to our notice in regard to 
Bombay and it was proposed that there should be a penalty levied on the 
defaulter From the practical point of view T do not think anv case has 
been brought to our notice in which a non-member wanted to take his 
crop to a co-operative sale society and the society refused to take it, 

Ch Mukhtar Singh: In some reports the suggestion has been made that 
non-members also should he allowed to deal with the society, and that if 
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this was done there would be a possibility of success, otherwise not Cer¬ 
tain others also have disliked the idea of a penalty. 

Chairman : That is another matter. 

Ch. Mulchtar Singh: If there is no penalty how could the management 
enforce discipline? 

Chairman: That was the point I was on. In your organisations in 
England and Germany, if a member defaults and does not bring the whole 
■of his produce to the co-operative society is there a penalty against him? 

Mr. McDougall: With regard to bacon organisations I think one or two 
had a penalty, but they found it impossible to put it into practice. There 
have been voluminous discussion on this point of penalty, vermin non-penalty, 
and my view of the situation is that where it has been attempted it has 
never been really successful. Scottish farmers are combined in a milk- 
pool supplying two millions of the population, and they introduced a 
penalty. As a matter of fact they had to go to the courts in order to prove 
whether a penalty was 'legal or not. The courts decided in their favour. 
It was a very well known case. 

Chairman: You could enforce the penalty. 

Mr. McDougall: Yes. With regard to the bacon societies I think they 
failed'to enforce, but in the milk trade the result of enforcing that has 
been that they have lost a big number of members. 

Chairman: In the Punjab cases, if one of the members of the society 
found that he could get his money more readily or perhaps at even a little 
higher price, he sold away his produce immediately instead of taking it to 
the sale society. That was your experience in the Punjab, Lalaji? 

Lai a Harkinhen Lai : Yes. 

Dr. Friederich: In my country we are of opinion that it is of the greatest 
importance that people who join a marketing society should be compelled 
to sell to the society all their produce except what is required for the house¬ 
hold, and iu case they fail they should have to pay a penalty. We know 
that penalty is not of great use, and in case we see that people do not 
bring all their produce to the society, then we exclude them. The manager 
knows exactly the quantity, raised by the members. Our marketing is pure 
inland marketing. There is no export marketing. We have this compul¬ 
sory supply in eggs marketing societies, vegetable and fruits marketing 
societies, but we have not got it for wheat, because^ there are special 
difficulties. We export only rye, oats and beet-sugar. We have the 
biggest production of rye in the world. It is chiellv produced on big estates, 
and in order to encourage its export a premium is paid. In regaid to oats 
there are special difficulties. In former days oats could be supplied to 
military forces, but now we have to export our oats as there are few horses 
in the army. As regards other agricultural produce we produce too little in 
our country and we have to import. We import wheat, barley, maize, 
butter, cheese eggs, and frozen meat. Wo are. however, a country 
which would be able to produce a big percentage of the imported 
agricultural produce, and since 1928 subsidies are given for marketing 
agricultural produce in order to stabilise our trade balances. These 
subsidies are given only to co-operative organisations, since Government 
recognised that marketing can be well organised only through co-operative 
sale societies. Tn case it is wanted T can go into details and tell you 
our special experience. Marketing problem is no new problem with us. 
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50 Years ago we started an organisation for supplying milk to towns and it 
was a big success. But yet we have to import butter, cheese and even 
milk. In regard to butter and cheese we are not on the same high level 
as Holland and Denmark, and so we are going to introduce trade marks 
for butter, cheese, milk, eggs, etc., in order to complete with the foreign 
articles. 

Chairman : In fact Mr. Ramdas Pantulu has pointed out in the paper 
he has circulated that our problem is also largely one connected with inter¬ 
nal marketing. I understand from Mr. McDougall that his advice is 
that we should continue the arrangements now in force and. try to develop 
them by propaganda, education and efficient management.. 

Mr. McDougall : Something more. You should have somebody res¬ 
ponsible for examining the whole situation devoting his time and energy 
in searching into every corner of the whole system of agricultural produc¬ 
tion and distribution with particular reference to the distribution of your 
foodstuffs. 

Chairman : Quite apart from the provincial organisation, I take it that 
your co-operative central organisation helps in matters of this sort before 
it fosters the establishment of any co-operative marketing society? 

Mr. Ramdas Pantulu : We help the department with regard to these 
matters by sending all information to the Registrar. There is a non-credit 
officer attached to the department every-where. Hitherto they confined 
their business only to credits, but now r a special man is attached to the 
Registrars who devotes himself specially to non-credit work and the central 
organisation has an advisory board whose members go and make investi¬ 
gations. 

Chairman : To-morrow Sir T. Vijayaraghavacharya will tell us what the 
connection of his organisation is in this matter of marketing. I take it 
they are concerned with marketing for export as well as.with internal 
marketing which as a matter of fact is the bigger problem in India at tho 
present day. Quite apart from any central organisation, has Dr. Friederieh 
got anything to add to what Mr. McDougall lias said in regard To the 
question of internal marketing? You mentioned a subsidy from Govern¬ 
ment ; can you tell us what that subsidy is? 

Dr. Friederich: The first subsidies were given by Government about 30 
years ago for building up the so-called corn houses. Government and 
many famous agriculturists were of opinion that it was really necessary i*> 
org anis e the marketing of grain, especially wheat, and they thought that 
by building up,corn houses the marketing problem of wheat could bn 
solved. They thought that wheat could be got into these com houses and 
sold. In fact most of these corn houses were big failures. We have 
small farmers who produce wheat in the southern part of Germany, but 
there were various kinds of wheat produced and it was found most diffi¬ 
cult to grade these kinds of wheat. They had to incur a large expendi¬ 
ture in grading the various kinds of wheat and when they took the expendi¬ 
ture into account, it was found that people got less money for the wheat 
than they would have got in case the wheat was sold without grading. 
Now the' position ig better, because propaganda is carried on for unifying 
the various kinds of wheat, so that in certain districts we get only wheat 
which is graded into two or three kinds; besides we feet larger quantities of 
the « ftTyin kin d and it is much easier to grade them with the result that there 
is less expenditure than if you had to grade a lot of kinds of wheat. 
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Chairman: Therefore these com houses arc now proving of benefit to 
the movement, is that so? 

Dr, Friederich : No, they are no benefit. We came to the opinion that 
carrying by rail ds the cheapest warehouse. In that case the cost .is 
cheap, so the co-operative societies do propaganda work in the matter of 
marketing and see that every member grows the special kind of wheat 
recommended by the Agricultural Chamber or by famous practical agricul¬ 
turists in the district. In ease every member is compelled to grow the 
same special kind of wheat, we can get bigger quantities of the same kind. 
Then it is of the greatest importance that the same threshing-machines 
should be used for threshing the grain. In my country now there are three 
kinds of wheat. The marketing society endeavours first to market the 
first sort or the best sort separately, then the second sort, and it is found 
that tbo third sort is mostly not demanded. Then these are collected; 
people can sell at any time they like but they have to sell to the .society 
and the quantities are collected and put together into a railway carriage. 
If one society is not able to get a full load the stuff must be carried together 
with that of a society in the neighbourhood. We have central societies 
for certain districts. It is the special task of these central supply and 
marketing societies to see that such quantities, in case a society cannot get 
a full load, are brought together and sent as a carriage load to a mill or 
wholesale dealer. 

Chairman : Therefore, the cash grants made for the construction of these 
com houses in former times have been of no advantage? 

Dr. Friederich : No. 

Chairman: In what form is the State giving subsidies now? 

Dr. Friederich : With regard to wheat we have dutieB; we are a country 
famous for protection. 

Chairman: The protection is tariff; it is not given to the co-operativo 
sale societies. What is the subsidy? 

Dr. Friederich : Special subsidies are given for buying machines to 
co-operative dairies and then we have subsidies without interest. 

Chairman : What I wanted to know was the nature of the subsidies. 
Are they cash grants or capital at concessional rates of interest or interest 
free? 

Dr, Friederich: We have both, grants without interest and at low rates 
of interest. 

Chairman: And bounties or cash payments outright also are given? It 
may be a cash grant not repayable. 

Dr. Friederich: Yes, to a small extent. 

Chairman: We shall pursue the question of marketing for export to¬ 
morrow and where Sir T. Vijayaraghavacharva’s organisation comes in 
this matter of marketing; he may be able to tel] us about sugar. 
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14th March 1931. 


Chairman: We were discussing yesterday the internal marketing 
arrangements when we adjourned. We are not at the present moment 
discussing Mr. McDougall’s ideas about what I may call the apex of 
the proposed arrangements, but apart from that, does any member want 
to ask any further questions on the subject of internal marketing? 

Mr. Ramdas Pantulu: It would be useful to ask the experts generally 
about their opinion on the suggestions made by the Royal Commission 
on Agriculture for improving Marketing which were summarised in ten 
points in my note on Marketing. 

Mr. McDougall: (1) Transport facilities—Improvement of Rural Com¬ 
munications: I agree, most decidedly. 

(2) Railway freight rates and other railway facilities: MoBt decidedly. 

(8) Establishment of Regulated Markets under Provincial Legislation: 
Most decidedly. 

I did not go into these things because the Agricultural Commission 
had already done so in such great detail. 

(4) Standardisation of weights and measures: That of course is so 
strongly brought out not only in the Royal Commission's report but in 
the reports of your Provincial Committees that again it is a question 
for me of emphasizing what has already been emphasized with very 
great care and ability. 

(5) Measures to secure improved quality of export produce from 
producers—organisation amongst buyers and trade organisations: Most 
decidedly. 

(6) Organisation for purposes of sale—Co-operative Sale Societies: 
Most decidedly. 

(7) Auction sales by Agricultural Departments: Certainly where it 
is found by investigation that it is likely to lead to success. 

C/i. Mukhtar Singh: Suppose there is a new variety of produce which 
the Department of Agriculture has asked the cultivator to grow. When 
it is grown the agricultural department ask the cultivators to come on a 
certain date and auction tho whole thing. 

Mr. McDougall: That refers to specialised articles such as seed. 

Mr. Ramdat Pantulu: Varieties of produce. 

Mr. McDougall: Speaking with a certain amount of reservation I can 
see no harm in it at all. 

Chairman: These are the words of the Agricultural Commission: 
*'W6 consider that auction sales by the agricultural departments provide 
a useful means of securing to the cultivator an adequate premium for 
the superior quality of a now variety grown under their supervision”, 
f.e., tinder the supervision of the agricultural department. 
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Mr. McDougall: I can see no objection. 

Ch. Mukhtar Singh: Is it your idea that the agricultural department 
should make no profit out of it? 

Mr. McDougall: Decidedly. 

Ch. Mukhtar Singh: I want to draw your attention to it, because 
recently last year the Government of the United Provinces purchased 
*n improved variety of cotton from the cultivator at the rate of about 
Rs. 4 to 5 and sold it at Rs. 10 and made a profit. 

Chairman: That is not contemplated in para. 848 of the Agricultural 
Commission’s Report. 

Mr. McDougall: I should certainly take objection to it. 

Sir T. V ijayaraghavachurya: I may say that the Central Provinces 
Government this year have embarked on a very large sale of a special 
variety of cotton encouraged by them just to help the cultivator. 

Mr. McDougall: I entirely agree, with that, 

Ch. Mukhtar Singh: What do you say to the recommendations con¬ 
tained in paragraph 348 of the Agricultural Commission’s report? 

Mr. McDougall: Most certainly I heartily endorse them. Going back 
to the ten points: 

(8) Market Surveys: Certainly. 

(9) Expert-Marketing officer to be put on the staff of Agricultural 

Departments: I want that very much strengthened. 

(10) Expert officer in Agriculture and Co-operation to be attached 
to India’s Trade Commissioner and Director General of 
Commercial Intelligence and the appointment of special 
Trade Commissioners In other countries: I approve of that. 

Mr. Devadhar: There is one matter I should like to ask you in this 
connection. When you have these expert officers in agriculture and co¬ 
operation with a view to furthering the movement of marketing in a 
better way, would it not be necessary for co-operative institutions dealing 
with articles like wheat or cotton to secure the services of some experts 
from Government departments for the purpose of grading? I may 
mention to you that in connection with the cotton sale society at Gadag 
there was a period when the whole of the local traders boycotted it and 
the only thing that saved that society and the cotton which they had 
put forth in the market was grading assistance for which was given by 
Government. Do you not think that it would be useful even at that 
stage to ask Government to give such society assistance to help them 
hi grading? 

Mr. McDougall: Decidedly. 

Ch. Mukhtar Singh: I thought from the answer you gave yesterday 
that the expenses of grading should be borne in the first instance by 
Government. 

Mr. McDougall: I think it would bo very unsafe to lay down any 
principle with regard to that. If it is found as a matter of national 

81 2 
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expediency, for instance that a certain thing has got to be done after 
investigation has been made by the department responsible and that the 
only possible way of bringing it into actual being is by Government 
support in one form or another, then must decidedly, yes. 

Ch. Muhhtar Singh: For export purposes I think you said yesterday, 
that grading should be done by Government officials. 

Mr. McDougall : That depends entirely on circumstances. If the- 
trade could be combined to do it for themselves, I see no reason why 
they should not do it; on the other hand, if it is found to be impossible 
to secure their hearty (^-operation, it is not inconceivable that Govern¬ 
ment might pass legislation they could say 'very well, if you are not 
going to do it for yourselves, we must do It for you. It is in tho 
interests of the country that our produce should be exported in the best 
possible form. In order to safeguard the interests of the nation as a 
whole, we are going to take it into our hands.’ But I cannot attempt 
to lay down any hard and fast rules with regard to it. 

Ch. Mulehiar Singh: If it is not done by the trade, then Government 
ought to do it? 

Mr. McDcugdll: If you give me a year in your country and the 
assistance of innumerable committees and the advice of the deportment 
who have the knowledge at the present moment, then I might commit 
myself to definite statements. 

Chairman: I think what you were referring to yesterday was a 
system of Government inspection. 

Mr. McDougall: Where the trade cannot he combined. 

Chairman: Where it. can be combined you would leave the inspection 
not to Government, but to an agency of the trades people themselves. 

Mr. McDougall: I think so, with some sort of Government supervi¬ 
sion through the Marketing Board or through some other authority. 

Mr. Devacihar : Here this statement occurs in regard to the Kamatak. 

“The departmental officers have frequently therefore to interfere 
and come to their rescue. With the progress of time tho 
societies are getting stronger and will be able to continue to 
defv the opposition of the locnl merchants.” 

Chairman: That is perfectly correct, Mr. Mukhtar Singh was only 
referring to the export market and not to the internal market. 

Ch. Muhhtar Singh: I thought that the opinion which Mr McDougall 
expressed about the export market would also apply to the internal 
market, but I find that it is not so. Would you like to have any, legis¬ 
lation on the point of adulteration? 

Mr. McDougall: Yes; when it comes to adulteration it is a very 
different matter. 

Ch. Muhhtar Singh : Government ought to intervene and make legis¬ 
lation on that point. 
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Mr. McDo-ugall: Decidedly: We have many instances in, I should 
think, almost every country in the world. Butter for instance is a 
typical example and in almost every commodity of that nature. The 
moisture content must not be over a certain percentage. It is illegal 
to mix margarine with butter. Milk is dealt with in exactly the same 
way. If milk has not a certain fat and solid content, then people are 
fined; government inspectors are constantly watching the supply and in 
the interests of the public, taking samples. 

Ch. Muhhtar Singh : You would like to see that whatever legislation 
is passed becomes effective. Nobody should be allowed to infringe that 
law and the hands of the Government could be strengthened. 

Mr. McDougaU: Yes. I, however, do not believe in passing laws 
which cannot be applied. 

Mr. Khailan: In discussing the question of grading I would like to 
discuss one or two things with you. My information is that in America 
there is a law about cotton, that certain grades are fixed and the sellers 
can sell onlv on the basis of those grades. I do not know whether that 
law is applicable to buyers and sellers inside the United States of America 
but I believe this is applicable when cotton is sold outside the United 
States of America. What is your idea about certain commodities about 
which India has a monopoly? Let us take Jute, for instance, or which 
India has got a monopoly. Would you advise that certain grades be 
fixed by legislation so that people can sell only on the basis of those 
grades. 

Mr. McDougaU: Yes. If after investigating the whole position closely 
and with the general approval of those who are competent to express their 
opinions on the subject it is decided that in the interests of the cultivators 
and the traders this should be done. 

Mr. Khaitan: I will give you certain arguments that were brought 
forward during the last two annual meetings of the Federation of Indian 
Chambers of Commerce. At present there are no grades permanently 
fixed for the sale of jute and what happens is they begin with threes, 
then there are fours, the rejections and so on. These were the basis on 
which the purchasers used to purchase. Then during the season under 
the contracts when delivery has to be made on fours sometimes delivery 
will have to be made on threes and so on. The result was on account of 
the unfavourable appreciation in quality for delivery under contracts which 
were outstanding, the agriculturists who had to sell jute get lower prices 
during the season than otherwise they would have secured because of 
changing appreciation and depreciation in quality, declared by the 
borrowers. Would you therefore suggest that it is desirable that legislation 
should be introduced so that the grades may be permanently fixed with a 
view to help the agriculturists getting a fair price for their produce ? 

Mr. McDougaU: I would most heartily support legislation if the 
position is as you have explained. 

Mr. Khaitan: Have you got any experience of similar legislation in 
respect of hemp? I think there is some legislation in Phillipines. 

Mr. McDougall: I am not aware of any such legislation. 

Sir T. Vijiaraghavachanar : I thought you would like to consult and 
gather the opinion of people concerned in the jute industry and trade 
before you eontempdated such legislation. 



A It. McDovgall : That ought to to dono. 

Sir T. Vijaraghavachariar : As far as possible legislation on these 
matters should have the consent of all the enlightened public opinion. 

Mr. Khaitan : Circumstances exist that bujers will find it suitable not, 
to give their consent in their own interests. 

Sir T. Vijaraghavachariar : When the jute Committee is formed that 
will be one of the first subject to be tackled by the committee. 

Chairman : The Royal Commission on Agriculture has recommended 
the appointment of a Jute Committee, and I would like to find out what 
has happened to that recommendation. 

Mr. Khaitan: So far as I am aware the functions that are to be given 
to the jute Committee do not include the functions of grading. 

Chairman : In paragraph 341 of the Report of the Royal Commission 
on Agriculture it is said “Appropriate action in respect of cotton can 
be, and is being, taken by the Indian Central Cotton Committee and 
similar action in respect of jute would be one of the first tasks of the 
jute Committee the establishment of which we have recommended in 
chapter III.” 

Mr. Chairman: So far as my information goes this is not one of the 
functions allotted to the jute Committee and I suggest that it is for 
us to consider whether we should not recommend to Government that 
legislation should be passed in regard to jute grading. 

Sir T. Vijaraghavachariar: I understand there are three bodies of 
opinion in regard to this matter, the representatives of British interests, 
another Indian interests, then the cultivators. 

Mr. Khaitan : So far as the Indian Chamber of Commerce and the 
Bengal National Chamber are concerned there is really no difference of 
opinion, but the difference is really between the buyer and the seller. 
The Indian interests are really looking after the interests of the culti¬ 
vators while the European interests represented by the Bengal Chamber 
of Commerce always take up the interests of the buyers. 

Sir T. Vijaraghavachariar : When the Jute Committee is appointed: 
it will have a very balanced representation there. Everything will be 
done after ascertaining public opinion in this respect as was done in the 
case of the Central Cotton Committee. 

Mr, McDougall: You can never get universal consent for any measure. 
In order to standardise the selling of meat the Ministry of Agriculture 
introduced a legislation for the proper grading of it. The traders were 
against any such measure. In such matters we will have to look more 
to the public opinion than anything else. So it was the case in Ireland 
when grading was introduced in the case of eggs. All the traders were 
against it, but still because it was for the common good of the country 
legislation was enacted. Therefore, all that I can say is that if it is 
proved by a proper tribunal that it is for the benefit of the country as a 
whole there is no reason why legislation should not be passed. 

Sir T. Vijaraghavachariar : The Government of India have referred 
this recommendation to the local Governments of Bengal, Bihar and 
Orissa and Assam for report on the recommendations of the Agricultural 
Commission regarding the formation of a Jute Committee. Their proposals 
have been received and have been referred back for further report and 



Government have promised that they will plaoo the proposals before the 
Imperial Council of Agricultural Research for their opinion when Mr. 
Khaitan’s point will certainly be taken into consideration when other 
interests will also have a say in the matter before legislation is launched 
upon. 

Mr. Jadunath Roy: Is not this grading done by the beparies and other# 
before a sale is effected? 

Mr. Khaitan: It is not grading but it is only assortment that is done 
now, though the word assortment is sometimes used synonymously for 
grading. 

Chairman: The Report of the Cotton Contracts Act Committee of 
Bombay of which our Vice-Chairman and Mr. Lamond were members 
have reported as follows in December 1930: 

“Closely connected with this question of quality surveys is that 
of universal standards, which do not exist in India but are 
a matter of great importance in the American system. It haB 
been brought to our notice that a considerable difference 
may exist in the standards of different centres, as for example 
between those of Karachi and Bombay. It is true that 
the hulk of the cotton in India is actually sold on type and 
not on class, so that the question is not really so important 
in India as elsewhere; and it is also true that if the 
Bombay system of survey succeeds in establishing a reputa¬ 
tion, Bombay standards will in this way indirectly spread 
throughout India. But we recognise that some universality 
of standard is most desirable, so that for example, what 
is known as ‘Fine Bengal’ in Bombay may be ‘Fine Bengal’ 
throughout India, in all places where there is an association 
controlling cotton dealings according to class. We recom¬ 
mend therefore that the Standards Committee of the East 
India Cotton Association should refer this question to the 
Imperial Council of Agricultural Research established by the 
Government of India and invite their assistance.’’ 

From this it seems to me that df the recommendations of the Royal 
Commission on Agriculture were accepted a similar arrangement could 
be mado with regard to Jute. 

Mr. Khaitan: There is no association in Calcutta which would cor¬ 
respond to the East India Cotton Association of Bombay. That associa¬ 
tion in Bombay is a creature of the Statute and all the varied interests 
3n cotton are represented there. But with regard to Jute there are 
different associations who hold divergent views with regard to jute who 
have not been brought together, either by legislation or voluntary act 
of the traders themselves. Jute lends itself to easier grading and once 
the grading is fixed then it may be relied upon for quite a large number 
of years but with regard to cotton it is not so easy to make the grading. 

Chairman: I was only concerned with the procedure. We have now 
gathered from Diwan Bahadur Sir T. Vijiaraghavachariar that the estab¬ 
lishment of a Jute Committee is in contemplation and when the Com¬ 
mittee is farmed it will in collaboration and consultation with the 
Imperial Council of Agricultural Research devise ways and means of 
arriving at a proper solution of the problem. 
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Mr. Khaitan : That Jute Committee when formed would be quite a 
different Committee and it will be similar to the present Cotton Com¬ 
mittee and therefore the analogy of the East India Cotton Association 
does not come in. What I was trying to get' at from the Experts was 
their opinion with regard to this matter of grading to protect the interests 
of the agriculturist and I am glad that Mr. McDougall has agreed with 
me that legislation is the best solution of the problem if conditions are 
unfavourable to the producer. 

Mr. Devadhnr: Would you be able to tell us what proportion of the 
agricultural produce is dealt with by the co-operative marketing system 
in England ? 

Mr. McDQuga.il: A regrettably small part only for the reason that 
England is a consuming country. The difficulties are therefore greater. 

Dr. Friederich: In Germany the biggest percentage of the milk supply 
is organised on a co-operative basis. With regard to eggs, fruits and 
vegetables we have made a very good start. 

Mr. McDougall: Scotland has progressed more in co-operation than 
England. There the milk supply is largely done by co-operative 
marketing. The wool-selling organisation is making very rapid headway. 
This organisation has been in existence for only 3 years and it has already 
Captured about 15 per cent, of the wool trade. 

Mr. Devadhar: You cannot say that the average co-operator in 
Scotland is not so well educated as he is in Denmark. 

Mr. McDougall: No. The former is a consuming centre while the 
'latter is an exporting country, Denmark entirely depends on her agricul¬ 
ture and her export trade for the production of her surplus wealth. 

Mr. Ramdas Pantulu: I suppose 90 per cent, of the population in 
England are members of Agricultural co-operation? 

Mr. McDougall: No, in co-operative buying organisations for the 
supply of manure, seeds, feeding stuffs, etc., a very distinct advance 
has beep made. The progress made in selling organisations is slow, but 
it is gratifying to note an appreciable advance. 

Ch. Mukhtar Singh: May I ask whether you are of opinion that the 
grading should be done only in the case of products like cotton and jute 
or would you extend it to other products as well ? 

Mr. McDougall: I would extend it to every commodity where research 
and investigation has proved it to be desirable. 

Ch. Mukhtar Singh: Unfortunately, in this country cotton and jute 
have alone attracted the attention of the Government and Committees 
because these commodities are dealt with by big business men. You are 
aware that the Royal Commission on Agriculture have said that crop 
committees could be formed if the requirements of trade so desire. 

Mr. McDougall: I would like to extend the grading system to every 
commodity wherever practicable and possible. 

Ch. Mukhtar Singh: My point is if jute is considered important- 
hemp is not less important. 

Mr. McDougall: There may be an difference in the degree of importance, 
that is all. 
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Ch. Muhhtar Singh: Suppose there are 6 grades m jute. The cultivator 
gets a higher price for jute just now because in the beginning there w;ll be 
a margin between the highest and lowest grade and on account of that ( he 
■tries to purchase the highest quality of jute. After two or three years the 
sellers say: We assess a lower value for the highest grade and .1 little 
less for the lowest grade. Thus there is left a very little margin between 
the highest and lowest grades? 

Mr. McDougall: If that is the case then the selling organisation is 
wrong. I can imagine another situation arising where by standardisation 
and educating the farmer that the better grade is going to secure a better 
price, the best grade may to some extent fall in price because of incr -ased 
output. That after all you cannot help. Those who at the present 
moment are producing the best grade may be in the minority. If the 
other farmers in the district supply good quality, naturallv the man in 
the minority may not get as high a price but it is of great benefit to the 
majority. 

Ch. Mukhtar Singh: Suppose the buyers combine and say they will 
not pay a higher price for this. I am speaking from a practical experience 
that we have had in this country. I think year before last all the sugar 
factories in Bihar combined and would not pay anything more than '5^ 
annas. While in other places the Sugar factories had to pay Bihar 
cultivator was forced to sell at f>\ annas. 

Mr. McDougall: That situation can only be overcome by a strong com¬ 
bination of producers through co-operative societies or by Government inter¬ 
vention. If for instance a Marketing Board was established, it would be 
that Board’s duty to investigate that position and use whatever pressure 
was possible with the Government behind it. Not necessarily by introduc¬ 
ing legislation, but moral pressure to start with. If that is insufficient it 
is not inconceivable that legislation might be required. 

Ch. Muhhiar Singh: You would recommend that before the situation 
becomes acute? 

Mr. McDougall: Certainly. 

Ch. Muhhiar Singh : Of course. You have said something about the 
fruit purchases. I may tell you for your information that the Bombay 
Provincial Enquiry Committee has found that the grower gets one-third 
the price the consumer pays and certain cases the grower gets only one-ninth. 

Mr. McDougall: It is not inconceivable. I have known many cases as 
tad as that. 

Ch. Muhhtar Singh: How would you like the idea of gradation? 

Mr. McDougall: It is by grading and systematised market'ng that 
cultivators in many other countries have saved themselves. There is 
nothing that is more hopeless in the world's market than to attempt to 
sell fruit in an unorganised way. Of all classes of commodity that, more 
chan anything, requires most careful systematic organisation. 

Ch. Muhhiar Singh: Who would begin it? 

Mr. McDougall : The marketing department would do all the necessary 
research woik in conjunction with the Besearch Board whose business it 
would be to point out where these possibilities are for growing fruit. If 
there is any possibility the Marketing Board should do propaganda work 
through the co-operative movement in these districts. You would say to 
them: According to advice of the Bureau of Investigation this is an ideal 



country for fruit. At the present moment your land is worth let us say 
Us. 2oO. Grow this elass of fruit, combine in the marketing of it and 
your land may become worth Es. 1,000. The only way to do it is, as I 
have tried to describe, by research, by organisation, by teaching the culti¬ 
vator what his land is capable of and then by organised marketing. 

Mr. Devadhar: In your fruit organisation you would include also the 
other end? There was a committee appointed called the Mangoe Com¬ 
mittee. They organised a co-operative society but because it was not 
possible for Government or others to have a similar agency in Bombay 
they could not do anything by way of giving relief to the man who really 
produced the best mangoes. 

Chairman: Am I correct in assuming that in other countries, generally 
speaking, this grading is started in regard to exportable commodities be¬ 
cause their grading is of more interest to the producer and that without the 
grading that particular commodity will not iind a favourable place in the 
world’s market? 

Mr. McDougall: Generally speaking, yes. 

Chairman: That apparently explains the attention paid in India to both 
cotton and jute. Coming down to fruit and vegetables, where the stuff is 
consumed largely locally is it possible to have any grading? 

Ch. Mulchiar Singh: May I interrupt? I submit that there are a number 
of vegetables and fruits which we can produce for the export market. Just 
now there will be no peas in Poona, while we at Meerut are producing a 
large quantity. If we export them from Meerut to Poona we get money 
out of it. The internal market is as important as the external market. 

Mr. McDougall: The internal market as I described it yesterday and as 
your Chairman lias described, it now is quite different to the export market 
say from Quetta to Calcutta. Now at the present moment I do not know 
wiiether Quetta is taking steps to grade its fruit or not, but at any rate 
1 have been informed that fruit conies into Calcutta in considerable quan¬ 
tises from California, and other centres. That Californian fruit lands in 
Calcutta properly graded, properly packed, the retailer who buys it knows 
that he can depend on quality. He says: I want a dozen boxes of 
oranges, let us say for example of the Sunkist variety,. He does not 
need to bother about the quality at all. He simply buys the fruit at the 
current price. Now with regard to the Quettti oranges, he is a long way 
frem Quetta and he is not in direct touch. Unless that trader can depend 
on the grade and the packing then it is a distinct handicap to him if 
he cannot have the assurance that he is buying a standard quality. 

Ch. Muhhtar Singh: Do you mean to say that if the Quetta people grade 
then there is the possibility of getting a good market in the country? 

Chairman: But is that correct so far as India is concerned? This Cali¬ 
fornian fruit finds a sale in the Calcutta market not because of its grading, 
but because of its cheapness. If I went to the market in Calcutta to buy 
fruit I certainly would not try to find out about the grading. I would 
want to know about the price and if the orange selected bv me was dearer 
than the Californian orange I would naturally take the Californian orange. 
Mr. Eoy would be able to confirm that. 



Ch. Muklitar Singh: Don’t you see both quality and price? In India, 
unfortunately, the Railways are not sympathetic. The whole system is- 
wrong. 

Chairman • That is a position to which I cannot subscribe. If the Rail¬ 
way affects the produce and by that means fruit produced in Calcutta is 
not cheaper than the Californian fruit, that is the only factor which would 
enter into the consideration of a large body of the people. 

Ch. Mukhtar Singh: What I submit is this—if the Californian fruit 
grower is producing his fruit at a cheaper rate than I am doing at Quetta, 
then certainly he has a right to sell his fruit in Calcutta. If he is producing' 
at) the same rate as I am, he has no right to come into my country. It is' 
due to something wrong with the railways—they will not introduce cold 
storage, etc. 

Chairman. As India now stands that comparison will not be possible^ 
for years. 

Ch. Muhlitar Singh : It will come in this way—is it possible for the 
Californian people to send into India any fruit they like? No. They would 
first see which quality can go to Calcutta and remain undeteriorated. They, 
can send only that and nothing else. They have found out that they can. 
sell their things cheap because they grade it and they ask the fruit grower 
to produce only those. 

Chairman : From the point of view of the fruit and the taste of a large 
body of the people that consideration does not come in. 

Mr. McDougall: Quality must be taken into account as well as price. 

Chairman : But in India for internal consumption it is not the grading 
but the price that matters. 

Ch. Mukhiar Singh : I think the Indian market is very disorganised. 
There is no grading or anything of this sort. You are not sure what 
things you are getting. 

Chairman: Even if there had been grading it is purely a question of, 
price. 

Ch. Muklitar Singh: If you go to the market can you buy gbi—the 
pure ghi that you want you cannot get in the whole market. 1 would pay 
double the price that I am paying today if I could be sure of getting the 
pure ghi. 

Chairman: But you are talking of adulteration and not of grading. 

Mr. Ram,las Pantulu: I personally would prefer that we should aslc 
Mr. McDougall questions on his paper, on marketing especially with- 
rogard to jute and so on. 

Chairman: I am afraid the discussion has flowed into wider channels. 
Having discussed what I call internal marketing we will proceed again- 
witli page 2. I do not know whether much discussion is required. The 
exports have said that they are satisfied from the investigations they 
made that this is not an over statement. I do not know what these in¬ 
vestigations are. On the other hand there is a whole chapter on marketing 
in the Punjab Report and we can draw our own inferences from what i* 
stated there. 
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Ch. Mukhtar Singh: Under the circumstaiuies that exist in Punjab 
when a man takes his produce to a trader and the trader, says it is not 
according to the standard, etc., and refuses to buy at the rate he said 
he would, the man is forced to sell it at a lower rate. Do you Mr. 
McDougall allow that in your country ? 

Mr. McDougall: Where you have such a case you should certainly take 
steps to improve matters for yourselves by organising yourselves into a 
marketing organisation. I think the instance you give is grossly unfair. 

Ch. Mukhtar Singh: Would you not make it penal if the marketing 
does not improve, that is when a man settles the price and then forces 
the cultivator to give it at a lower price? 

Mr. McDougall: It would seem to me rather a difficult thing to 
bring in legislation with regard to that. You cannot do anything unless you 
get the cultivator to help himself by organisation. Is that not a better 
way? 

Ch. Mukhtar Singh: Is it not a breach of contract? 

Mr. McDougall: It would appear to be a breach of contract and if you 
can remedy a state of affairs like that by passing legislation which can 
actually be made effective I have no objection. 

Ch. Mukhtar Singh: It will always depend on public opinion as to what 
is criminal law and what is not .... 

Chairman: Mr. McDougall’s point is can you make legislation effective, 
and that is a big if. The next statement is that it has been ... a Gilbertian 
state of affairs. Diwan Bahadur may be able to tell us what the facts are. 

Sir T. Vijaraghavachariar: My statistician made some calculations. 
His estimate of the stock of wheat in the Punjab is about 166,000 tons. 
The stock of wheat in the whole country is supposed in the neighbourhood 
of 38 million tons. 

Mr. McDougall: This information was given to me in the Punjab. I 
am not responsible for the statement. 

Mr. Khaitan: The misunderstanding has arisen like this. In June or 
July last the Government of India issued a communique on the position, 
of the previous year’s production, and on the basis of annual consumption 
in India they stated that a million and a half tons of wheat would be the 
surplus available for export after consumption. Now, since then some 
wheat has been exported, I believe it is about 3 lakhs tons, so that out 
of 15 lakhs ions 3 lakhs having been exported, there is still a surplus, accord¬ 
ing to these figures, of just about l j- million tons in the whole of India. In 
the case of the Punjab the figure might be a mistake, but since then what 
has happened is that the price of wheat having gone down considerably 
people are consunvng more wheat. Crores and crores of people who used 
to live on one meal a day, are able to eat more on account of the fall in 
wheat prices. They eat about two meals a day and therefore the con¬ 
sumption of wheat has increased, and it is quite possible, as Sir T. 
Yijayaraghavacharya tells us, that the quantity now available as surplus 
is about 3’8 million tons, instead of If million tons.. But that would be 
for the whole of India. It would not alter the situation if we cut out the 
surplus lying in the Punjab—the argument would still remain. 



Sir T. Vijayaraghavacharya : As a matter of fact it is an estimate— iW. 
these figures are estimates. 

Mr. McDougall : I am entirely at the mercy of those who adviso. If 
my advisers are wrong it is not my fault. The explanation of the differ¬ 
ence between the 500,000 tons to which you refer and the million odd tons 
which those people who are supposed to be authorities and who may not 
Le authorities stated, is this: that owing to the extremely low price and 
to the lack of getting a free market even at that low price there is far 
more stuff lying with cultivators than you can possibly realise. Of course 
I cannot verify—it is utterly impossible—but it is a feasible proposition to 
put forward, that during a period of such trade conditions as we are going 
through just now, with incredibly low prices, when he is only receiving a 
trilling sum per acre for his wheat, he gets dispirited and says to himself, 
‘What is the good’, and leaves the wheat lying about, and the loss in 
this way must be enormous. It did strike me that there were possibly 
tome grounds for the statements that I have heard in the Punjab about 
price. In fact I think the price of wheat in the Punjab is several points 
above the world parity. 

Mr. Buckley: It is only one point,, 

Mr. McDougall: Even at that one point above the world parity the 
price of wheat just now is so incredibly low that I can well understand the 
cultivator being dispirited and leaving his gram unsold. 

Chairman: Then comes the real point; wheat has been landed even at 
Karachi. 

Sir T. Vijayaraghavacharya : I have not verified the figure about 
Karachi. The complaint is about the landing in Calcutta of Australian 
wheat. Sea freight ib really cheaper than railway freight. 

Ch. Mukhtar Singh : The freight from Australia to Calcutta is 8 annas- 
a maund while from Lahore to Calcutta it is Rs. 1-12-0 a maund. Had 
Government reduced the rates theD you could speak definitely of the 
volume of surplus, not otherwise. First they gave a large figure, now 
they say there is less quantity of wheat. 

Chairman • Wo have got the Dewan Bahadur’s estimate of 166,000 tons 
for the Punjab. That is the informat'on in his possession. His is not a- 
Government Department. It is an independent body. 

Ch. Mukhtar Singh: It is that body that made that investigation. 

Sir T. Vijayaraghavacharya : We are dealing with permanent questions. 
I think ff voi.ld not be safe to draw any kind of inference from the figures 
of the current year which is one of very exceptional circumstances. They 
should be taken with very great caution. 

Ch. Mukhtar Singh : That brings the point in relief that the very rate 
makes it impossible for the cultivator to sell his goods. 

Chairman : We are coming to it. A proposal has been made that the 
import of wheat should be prohibited. In between really comes the point 
of Ch. Mukhtar Singh, and I do not find it at nil stated in this paper that 
it is really a question of price. If it were possible to sell this Punjab wheat 



in Calcutta an a price,, even the same as that of the Australian wheat, the 
position so far as Calcutta is concerned would not have been improved and 
there.n comes Chaudhuri Mukhtar Singh’s statement that it is the heavy 
railway freight rate which has led to this state of affairs, and that point 
is not at all brought out here. 

Mr. McDougall: The steamer freight is not the only freight that the 
Australian wheat has to pay. It comes from inland to ports, it has got 
to be handled, pay warehouse charges and other expenses before it is 
forwarded to Calcutta. I think if you are going to make an exact compari¬ 
son between the Australian wheat and the Punjab wheat you will have 
to take the actual costs of distribution from the inland market in Australia 
■to the port and then from the port to Calcutta. 

Chairman: As it is, in regard to that it is suggested somewhere in one 
of these documents in regard to Australia that she has the advantage that 
the bulk of the transport is by sea—this is in one of the papers of the 
American Farm Board where they explain why they cannot compete with 
Australia: they suggest that in Australia the transit by land is practically 
negligible. I do not know much about the details, but it is suggested 
somewhere that that is the position in regard to Australia. 

Mr. McDougall: The Australian wheat belts are not on the shores; they 
are not situated immediately along the ports. Many of the Australian 
wheat belts in Western Australia, for example, are unquestionably at con¬ 
siderable distances inland. 

Sir T. Vijayaraghavacharya: Is that important for our purpose unless 
we wanted to compare the cost of production in Australia. 

Mr. McDougall: I do not suggest that it is. You have raised the ques¬ 
tion of freight, and I am pointing out that if you are going to take freight 
into account in this discussion, you should also include freight charges 
■from inland town to port, warehouse charges, very high costs of labour. 

Sir T. Vijayaraghavacharya: I imagine there is comparatively cheaper 
production in Australia. I have not investigated the point. 

Mr. McDougall: The two cases are so utterly dissimilar that it is quite 
impossible to build up any case at ail. The Australian costs per acre are 
very low because they have an enormous acreage per man, but here the 
acreage is small and it would be very unsafe to argue the Indian point of 
view from costs per acre. 

Seth Haji Abdoola Haroon: We have also to consider the difference in 
the land taxes. 

Ch. Mukhtar Singh: Australia prohibits the import of wheat while they 
.export it. 

Chairman: That according to Mr. McDougall is a lazy man’s remedy. 

Mr. McDougall: Where you have a commodity which the country is not 
producing in sufficient quantities to supply its own requirements and which 
it can produce in sufficient quantities to meet all its requirements if the 
country decides that it is in its interests to stimulate the production of 
the commodity, that is an entirely different matter. I can see at once 
the enormous advantage arising from such a policy. 

Sir T. Vijayaraghavacharya: All that I can tell you is that the Council 
has already asked for a reduction of rates. 
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Mr. McDougall: As a matter of fact, rather than giving protection, I 
■should prefer you to help the wheat producer by means of reductions in 
railway rates. 

Mr. Devadhar: Why not all grains? 

Mr. McDougall: That is a question of national policy. I have no objec¬ 
tion. 

Sir T. Vijayaraghavacharya : We have asked that the whole question of 
agricultural products including agricultural machinery and rates should be 
•c-xaminod by competent men in consultation with us. 

Sir T. Vijayaraghavacharya: I am very much interested in Mr. 
McDougall s ideas of a marketing Board. What are your ideas about this 
organisation. 

Mr. McDougall: I should like a Board constituted on the lines of your 
•Council. 

Sir T. Vijayaraghavacharya: Would you have a single man as thehead 
of the marketing section? There is such a thing as provincial jealousy of 
Central Government in India. In connection with our Research Council 
this difficulty was got over by allowing the provincial legislatures to be 
represented by their ministers on it in a majority. 9 out of 19 belong 
to the provinces, there are two representatives of the central legislature. 

Mr. Ramdas Pantulu: I was told the central legislature is not repre¬ 
sentative of the agriculturists of the country. 

Sir 7. Vijayaraghavacharya: As a matter of practice the ministers really 
get their own way on the Governing Body, because they act together most 
being representatives of provincial interests. 9 ministers from Madras, 
Bombay, Bengal, U. P., Punjab. Burma, Bihar and Orissa, C. P., and 
Assam, are on the Governing Body', and in addition there are now the re¬ 
presentatives of Hyderabad and Mysore. In reality it is the ministers who 
decide our policy. I want to draw your attention to item No. 2 in this 
Memorandum* of Association. You will find that marketing of agricultural 
produce is one of our objects. I was trying to relate the new body which 
you propose to this body. How would it work if the Co-ordinating Expert 
was one of the experts of the Agricultural Council? The Council has got 
a number of wholetime expert advisers who really direct several of its 
activities. 

Mr. McDougall: My first objection against that is that I doubt if you 
realise the magnitude of the task of this marketing organisation. The 
amount of intense research required will be very’ great. Representatives 
of various trades will have to be consulted. The Marketing Board will have 
to try and find out a way through this almost impenetrable forest of tradi¬ 
tion, custom and difficulties of all kinds. I base my marketing proposals on 
the enormous importance we western people now attach to systematic 
marketing. Leaving out China, India has by far the biggest population in 
the world. It requires assistance in this way from the point of view of 
progressive economics to a greater extent than any other. The work of 
the Research Council is in itself a Herculean task, and I should dread 
throwing or. the Research Council the task of organising maketing. Tire work 
which you are now dcing may suffer. Here it is not a local question, it 
is a question of the well-being of 300 millions of people. The difficulties 
are greater than in any other part of the world, that is speaking without 
any disrespect to your country. 


* Not printed. 
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Sir T. Vijayaraghavacharya : It is a question of mero expediency. 1 
was merely thinking of this. You want unity. There must be one man 
who would not be responsible to any other member of Government. 

Mr. McDougall: Undoubtedly. I have already explained with regard 
to the co-operative council that the first thing that passed through my mind 
was that this should be a separate Department altogether. I decided that 
greater harm than good would result in having at the same time a co¬ 
operative Department of State and a Ministry of Agriculture: instead of 
there being co-ordination, as time went on, there might be the reverse of 
it. Exactly the same argument applies here. Your Council of Beseorch 
must work "in closest co-operation with this body. 

Sir T. Vijayaraghavacharya : I admit we want a separate body. I mean 
in this way unity of control is secured by a new Director of Marketing or 
whatever you may call him, who will have a committee to help him. You 
could have a separate section of this Council os the Marketing Board. The 
reason why I suggest is this. You have got a body which has got over the 
feeling of central versus provincial. As a matter of fact we have Bet 
up marketing committees like the Sugar Committee. 

Mr. McDougall: That may be. But you, Gentlemen, who are in touch 
with research work in all its aspects, you are concentrating on that line or 
what revolves round that. Your organisation is built up lor that purpose. 
It is true you are doing marketing, but it is subsidiary. Now it is not in¬ 
conceivable that even from that point of view the Directors of that organi¬ 
sation would not do justice to marketing. You are being asked to under¬ 
take too much. It would be far better in the first place to establish a sepa¬ 
rate marketing organisation. You have already accepted the principle of a 
co-ordinating authority. I cannot believe that provinces who have accept¬ 
ed this as a means of co-ordinating agricultural research throughout India 
would object to a similar body being established for an equally necessary 
part of the economic life of the coiuitry. 

Sir T. Vijayaraghavacharya: You have to remember that their accept¬ 
ance is due to the fact that the provinces have on the Governing Body 
.a deciding voice. If you want their acceptance for the new Marketing 
Board you should have a governing body on similar lines, and let the 
provinces have the final say. 

Mr. McDougall: If your very considerable experience finds that the 
constitution as framed works satisfactorily I do not object. I accept your 
experience. 

Sir T. Vijayaraghavacharya: The difficulty is this. If you get ministers 
on the marketing board and ask them to come for its meetings local Govern¬ 
ment will probably protest against ministers having to como too often for 
central functions. 

Mr. McDougaTl: I should prefer if Ministers would appoint their re¬ 
presentatives on the marketing board. I seo no reason why they should 
not. The representatives should be men with a thorough knowledge of 
the marketing conditions of their provinces. 

Sir T. Vijayaraghavacharya: What I was contemplating is probably 
really the same thing as yours. I was contemplating a marketing officer in 
every province and one marketing expert for all India who will be at the 
head of these marketing experts, who will bo the guide, philosopher and 
friend of these people. 
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Mr. McDougall: The head must have considerable staff at his com¬ 
mand. 

Sir T. Vijayaraghavacharya : He will have a Secretary. That marketing 
expert in my scheme will be a reality. He would be an expert agriculturist 
himself and his committee would be a section of the Council and will con¬ 
sist of members who have knowledge of marketing procedure in India. 
That, is to say. there are about half a dozen men on the existing Council 
who are interested in marketing, and they with a few additions would form 
the advisory council. But the final disposal of all these matters will rest 
with the Minister and the Governing Body. An advantage of this scheme 
would be that from the beginning it would not be a new organisation but 
would be said to be a branch of the existing organisation and provinces 
would not fuel that they have been done out of (heir powers. 

Mr. McDougall: My information with regard to your country is so 
limited that I cannot commit myself. The principle of a Marketing Board 
is what I am out for. That, I must insist is all important. If you accept 
the principle, then I consider that the details should be worked out by 
those who are fully conversant with the actual administrative difficulties 
which you have to contend. You must take into account the harmful 
effects which would arise from attempting to throw too much work on one 
organisation. 

Sir T. Vijayaraghavacharya: After all, take the Governing Body. They 
have not much work to do in that sense. All the technical w r ork is done in 
the provinces and by different people. This is not peculiar to India, it 
is the English feeling too, they object to experts. 

Mr. Ramdas Pantulu: All that your Association has to do according to 
the Memorandum of Association of the Council is merely to carry on ex¬ 
periments, “experiments in the science, methods and practice of agricul¬ 
ture (including the marketing of agricultural produce).’’ The limitation is 
very clear. 

Sir T. Vijayaraghavacharya: Once the Marketing Board carries on ex¬ 
periments, t actual performance of the day-to-day administration rest3 
with the provinces. The Articles of Association only permit you to carry 
on experiments, you cannot organize marketing. 

Chairman: Mr. McDougall himself said that the establishment of the 
Marketing Board will require years of research. You cannot take up any 
particular subject without years of research. 

Mr. McDougall: Generally speaking that may be. For instance the 
Board might not be sitting for a couple of months u'hen it may discover 
some easy way out of a difficulty. 

Chairman: Anyhow there must be research before you can start. 

Sir T. Vijayaraghavacharya: Once research is done, the actual execution 
must be given to the provinces. 

Mr. Devadhar: The funds at present come from the Central Government 
and there is no burden on the provincial Governments. Would it not faci¬ 
litate mailers if funds were provided by the provincial Governments? 

Chairman: Funds will facilitate the work only at the research stage. 

Sir T. Vijayaraghavacharya: The whole, question is one of funds and if 
you leave it to the local Governments you will get no move on. 

Mr. Devadhar: Therefore, it is an additional ground for the considera¬ 
tion of the question. 

Vol. IV 3 m 
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Sir T. Vijayaraghavacharya: Take agricultural research. We enter into 
research, carry out research, but the minute research becomes a recognised 
fact, it passes into the realm of ordinary day-to-day practice and we hand 
it over to the province to carry an. That is why we take up all schemes 
anlv for five years in the first instance, the idea being for experiments to 
be conducted during this period of five years, 

Mr. Dcvadhar: I am mentioning this just now, because when we were 
discussing something about federal institutions, Mr. MacDougall’s diffi¬ 
culty w r as about such organisations being brought into existence, e.g., how 
the Imperial Council of Agricultural Research came into existence and 
came to be accepted. The main factor, there, is that the funds came from 
the Central (Government. 

Sir T. Vijayaraghavacharya: That is one thing. The second reason was 
that the provinces have the outstanding voice. We get rid of jealousy by 
putting the provinces into a position of superiority by votes in the Govern¬ 
ing Body. 

Mr. Dwadhar: You gave them representation without taxation. 

Sir T. Vijayaraghavacharya: That is true. 

Mr. liamdas Pantulu : Research is a central subject. 

Sir T. Vijayaraghavacharya: Yes, that may have to be altered 

Chairman: In addition to what you have said, research into marketing 
is alrea'dy one of the functions of this institution and from the practical 
point of view, it will be adding to the difficulties of the position by taking 
it out of that body and entrusting it to some other body until it is estab¬ 
lished that this body has failed to function in this particular direction. 

Mr. McDcugall: I think it would be unfair—perhaps I should not even 
use that word but I do not want to be misunderstood—to suggest tnat I 
am making these suggestions because I do not think that the Research 
Council have done their work. I consider that the Research Council have 
done an enormous amount of valuable work for India in the time they 
have been in existence. 

Sir T. Vijayaraghavacharya: There is no question of prestige or any¬ 
thing. The question is the best machinery suitable for the purpose with 
reference to practical considerations. I prefer your scheme intact except 
that instead of putting this new Director in, I would put in a separate 
ad hoc body under the governing body of the existing Council. In prac¬ 
tice that would give me full scope to get on with. One section of the 
Advisory Board of this Council would be formed into a separate marketing 
section like our Sugar Committee which would deal with marketing ques¬ 
tions. 

Mr. McDougall: You are trying to catch me in 3 very charming manner, 
but I feel that knowing or believing in the enormous importance of market¬ 
ing, I could not commit myself to putting this Board in the hands of the 
Research Council. It is only the principle of a really strong Board that I 
am out for. I admit that my limitations with regard to the knowledge of 
your country are so great that it is not possible for me definitely (0 make 
up my mind about it. I should very much prefer, if you accept the 
principle, to suggest that our Chairman, yourself, one or two of the other 
experts of the Committee, the Agricultural expert of your Council a repre¬ 
sentative of the Ministry of Agriculture and your co-operative experts here, 
who know far more about the country than I do. should settle the business. 
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Chairman . I would leave the question at that. What is the position in 
Germany? Have they got a Central Marketing Board like the one sug¬ 
gested by Mr. McDougall? 

Dr. Friederich : There is a special department for marketing under the 
Ministry of Agriculture. 

Chairman: And hew is it composed of? Have you Government staff? 

Dr. Friederich: The Ministry for Agriculture summons meetings of re¬ 
presentatives of Chambers of Agriculture, representatives of co-operative 
organisations and representatives of wholesale trade and commerce. In 
these meetings all important questions with regard to marketing produce 
are discussed and a final decision rests with Government. The majority 
of the Reichstag has to decide whether any legislation brought forward is 
to be accepted or not. 

Sir T. Vijayaraghavackarya: I want to find out from Mr. McDougall 
whether there is any corresponding organisation in England. 

Mr. McDougall: Yes, very much the same as Dr. Friederich has said. 
In the United States you have a great Marketing Bureau under the Federal 
Government. It is an enormous concern. 

Chairman: After having started an organisation as an annexe to the 
Imperial Council of Agricultural Research, it may be found that progress 
requires the establishment of a separate body. 

Sir. T. Vijayaraghavackarya: I should leave that to time. The point is, 
the more simple an organisation set up is in the beginning, the more easy 
ij; is to work. It is possible that its activities may increase, that is natural 
historical process. 

Mr. McDougall : I should like it to be so constituted at the commence¬ 
ment that every possible opportunity is given it for developing from the 
very start on sound lines. 

Sir T. Vijayaraghavacharya: Under my proposal it would get an abso¬ 
lutely free hand. I am trying to remove the fundamental psychological 
and political difficulties. 

1 

Mr. McDougall: Sometimes it is better at the very commencement to 
recognise the difficulties und face them. The line of least resistance ia 
often the most dangerous. 

Sir T. Vijayaraghavacharya: In vour answer you raise difficulties for 
the purpose of theoretical perfection. 

Mr. Khaiian: Why do you call it ‘theoretical perfection?’ The func¬ 
tion of marketing is very much different from the function of Agricultural 
Research which your Council is carrying on at present. 

Sir T. Vijayaraghavachai ja: I do not know. We have ordered exten¬ 
sive researches and enquiries into the economics of production. 

Mr. Khaiian: I find from the Rules and Regulations of your Council 
that the members, among others, include a Member of the Council of State 
and two Members of the Legislative Assembly, and the first members of 
the Governing Body are mv colleagues Mr. Barmins Pantulu, representing 
the Council of State and Mr. Mukhtnr Singh and Mian Muhammad Shah 

8 m 2 
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Nawaz representing the Legislative Assembly. So far as marketing is con¬ 
cerned, I am at a loss to find out the proper point of view represented in 
the constitution. 

Chairman • I find that there are representatives of the Associated 
Chambers of Commerce and of the Federation of Indian Chambers of- 
Commerce and Industry. 

Sir T. Vijayaraghavacharya: In order to represent new sides of activity 
which may spring up we have a general provision by which we may add 
to our Council as we want. 

Mr. Khaitan : Is it your suggestion that when you constitute a Market¬ 
ing Committee, if you constitute it under the Imperial Council of Agri¬ 
cultural Iteseareh, it would be a separate Committee formed with some 
additional persons? 

Sir T. Vijayaraghavacharya: Yes, but I propose that the Governing 
Body should be the same. 

Mr. Ramdas Fantulu: Other experts can sit on the Committees. 

Mr. McDougall: You would be prepared to have your Governing Body 
as it stands just now with a separate Committee for Research and a 
separate Committee for Marketing. 

Sir T. Vijayaraghavacharya: Yes. 

Mr. McDougall: Again I am not prepared to commit myself, but your 
scheme is attractive. 

Sir T. Vijayaraghavacharya: As a matter of fact it is the feasibility of the 
scheme that appealed to me and suggested to me this idea. Ever since I 
had the good fortune of meeting you three weeks ago and discussing this 
matter, I have been thinking of this question and my first idea was to 
send two members from our Council to serve on your Marketing Board 
and two or three members from the new Marketing Board to serve on our 
Council, but after thinking the matter over, I considered that this proposal 
would get rid of all the difficulties, at the same time secure the points you 
have in mind. 

Mr. McDougall : All that I can say is that if you are prepared to have 
on your Governing Body representatives of the various provinces together 
with separate Committees as required, one for Agricultural Research and 
one for Marketing, your proposal becomes much more attractive in my 
mind. 

Sir T. Vijayaraghavacharya: It will be necessary for us to have a 
separate Committee for Veterinary Research also. Our constitution is 
so framed that we can get any number of committees for different sub¬ 
jects. 

Chairman: You said that the Marketing Officers in the provinces should 
be under a Central Officer. You mean that in regard to administrative 
control? 

Sir T. Vijayaraghavacharya: The easier wav of dealing with matters is 
not to call this man superior to those- neonle under the Ministers, otherwise 
wp shall excite nrovincinl jealousy. The Central Officer woii'd never inspect 
the provinces, he would simplv visit the provinces and advise them. In 
practice we find on the Research side that our Advisers make a similar 
call. It is a much more effective way of doing things. 



965 

Chairman : You also wanted to discuss Mr. McDougoll’s proposal about 
an all-India Co-operative Council? 

Sir T. Vijayaraghavacharya : It ia not a portion of my programme, but 
I am interested in the subject as every agriculturist is interested in co¬ 
operative societies. 1 should like to hear what Mr. Ramdas Pantulu has 
to say as to how he will get over the provincial difficulties. 

Mr. Bamdat Pantulu : 1 already indicated the other day that if we were 
going to have any Central Council it should be purely advisory, it in no 
way having control. I think that after a good deal of discussion Mr. 
Mc-Dougall is now prepared to make a statement that after all he is not 
quite sure whether the agriculturist’s interest is better secured by a Central 
organisation and the Central Legislature than by provincial organisations 
and provincial Legislatures where people are more interested in him, and 
if he mokes that concession, I have nothing more to say. At present we 
have two non-official organisations, one for Provincial Banks and another 
for provincial Institutes. Every province in India has got a Provincial 
Bank except the United Provinces. All of them put together has an Apex 
organisation called the All-India Provincial Banks’ Association which deals 
with credit and finance, gets financial returns from each of the Provincial 
Banks and advises its banks to send their surpluses to other banks and so 
on. There is an Institute colled the All-India Co-operative Institutes 
Association on the education propaganda side, the head office of which is 
in Bombay and Sir Lallubhai Samaldas is the President. These are purely 
non-official organisations. I do not say they are functioning very efficiently, 
but they ore doing some kind of propaganda work. Mr. McDougall’s point 
is that there ought to be a much more efficient body whose functions he 
has mentioned in his memorandum. I was trying to ascertain from you 
whether co-operation also can come within your all-comprehensive Re¬ 
search Council. 

Sir T. Vijayaraghavacharya : I have examined that question with refer-t 
ence to a remark which some gentleman addressed to me. Let us proceed 
step by step. Take the marketing of agricultural produce. In the new 
marketing activities, have we not for instance to provide for agricultural 
credits? 

Mr. Ramdas Pantulu: Look at page 4 of Mr. McDougall's paper on 
"Land and the Cultivator” where he refers to the objects of a Central Co¬ 
operative Council. I think he has agreed to let some part of object (6). 

"to organise and control an educational centre for the training of an 
efficient staff in the principles of co-operation including bank¬ 
ing, accounting, agriculture, rural economics and social wel¬ 
fare”. 

be taken up by provincial institutes. 

Mr. McDougall : If funds are available, by all means let provinces 
undertake a very considerable amount of work with regard to education. 

Mr. 'Ramdat Pantulu : (a), (d) and (c) are very general, they will 
certainly comprehend your research and other schemes; live stock is there. 

Sir T. Vijayaraghavacharya : So fnr as any provision for • agricultural 
credit is concerned, with a view to increase either production or efficiency 
of distribution, it will probably come in, but I imagine that many of your 
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inoperative societies lend not only for such purposes, but also for, say, 
marriages. It would be difficult to bring it under agriculture. We are 
beyond our constitution. 

Mr. Ramdan Pantulu: The Fertilisation Committee were thinking of 
: co-operative banks for financing industrial societies. 

Sir T. Vijayaraghavacharya: If you are authorised to do a particular 
act, you are authorised to do all the acts which are necessary to enable 
you to carry out that particular act. We have taken up certain industries, 
because we want to help the agriculturist and find him a market for 
his commodity in the finished product. 

Mr. Ramdas Pantulu: Can we set up another sub-committee for your 
research and experiments with regard to these industries? 

Sir T. Vijayaraghavacharya: The only quest jon is this: I do feel that in 
the objects you have laid down for a Central Co-operative Council you are 
so very much trenching on the provincial field that when provincial Ministers 
are brought in to discuss the proposals they would probably very strongly 
object to these thinga. For example, do you think that your Ministry at 
Madras are likely to consent to these things? 

Mr. McDougall: I have eliminated control in all cases except a control 
of the educational centre. 

Sir T. Vijayaraghavacharya : I do feel that we can go into the field 
of co-operation generally. If, for example, by setting up co-operative 
societies in connection with sugar we can increase our production or the 
efficiency of production, certainly we can set them up under our own 
powers. 

Mr. McDougall: I have not mentioned co-operative credit. 

Sir T. Vijayaraghavacharya: I think that in respect of many of these 
matters—I am reading them for the first time—it strikes me that you 
will probably run counter to the provincial susceptibilities. 

Chairman: Mr. McDougall has practically agreed to that. In fact 
there is only one point of disagreement between Mr. Ramdas Pantulu 
and himself and apart from that Mr. McDougall has agreed that these 
are matters for the Co-operative societies to decide between themselves. 

Mr. Devadhar: What has the State to do with regard to popularising 
restrictions against adulteration? Is it merely legislation with which it 
concerns Itself or methods of propaganda through press and so on? 

Mr. McDougall: Certainly, the Ministry of Agriculture in England 
have become expert propagandists by using the press. I have heard it 
said that the press is giving propaganda to the Ministry of Agriculture 
to the extent that would cost any ordinary firm a quarter million pounds 
a year. 

Mr. Devadhar: If you have perused the columns of our papers you 
will have noticed that even if they be business advertisements they are 
displayed in the terms of swaraj. In other words what I mean to imnly 
is that there is a very large section of reading public in this country 
who are nationalistic in outlook who would not care to peruse matters 
which are not of general interest to them. 

Mr. McDougall: My conception of the ordinary press representative 
in this country is that he is patriotic in outlook. He is out for the 
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advancement of his country and if the press are made to realise the 
enormous advantages that will accrue to the country ultimately by 
creating public opinion in favour of agricultural development it will give 
assistahce and do an enormous amount of good. 

Mr. Devadliar : I mention this because there are two difficulties at 
present. The first is the illiteracy of the people and the second is, that 
constituted as we are at present, certain classes of newspapers will not 
make room available for such propaganda, because they know their 
readers are only interested in politics. 

Mr. MeDougall : That was exactly the opinion held by myself about 
20 years ago and by the great majority of agriculturists; fortunately for 
the country it was possible for the Ministry of Agriculture to influence 
the press in such a way as to make them realise the situation and 
their duty towards the public. I believe that you can do the same thing 
in this country. I have heard that there wers very few villagers who 
do not have read to them at least one newspaper. I started an enquiry 
on that line and when 1 asked how many people in India would have 
known of the Indian Round Table Conference a Civil Servant told me 
that probably only 10 per cent, of the population would have known 
about it. In the villages I went I found it was more. 

Mr. Devadliar ; I simply wanted to get at your idea whether by 
creating public opinion through the medium of the press something 
useful could not be attained? 

Mr. MeDougall: I entirely agree. 

Mr. Devadliar : You say that “during the last decade grading in 
western countries has become almost universal for all products. Canada 
was the first country to standardise grades”. T suppose by “ail products” 
you mean the prominent products? 

Mr. MeDougall: Yes. I wanted to draw your attention to the neces¬ 
sity* of creating such a situation in your country as well. I tried to 
emphasise the picture in your interest. 

Mr. Devadliar: Later on you say “In our opinion, the decline of the 
indigenous banker and of the internal financial organisation of the 
country is partly due to antiquated methods of marketing”. How will 
you connect the decline of the indigenous banker, in Punjab for instance, 
with the business of the well regulated marketing in that province? 

Mr. MeDougall: I discussed this matter with my banking colleagues. 
They accepted the argument. I myself am not a banker. May I ask 
what is the proportion of people who are dependent upon the co-operative 
movement for their credit? 

Mr. Ramdaa Pantulu : Only 11 per cent, of the population are touched 
by the co-operative movement. 

Mr. MeDougall: 89 per cent, is a very big margin that is left out. 

Mr. Dsvadhar: You cannot say that it is entirely due or largely due 
to lack of organised marketing? 

Mr. MeDougall : I only say it is “partly” due to that. 

Mr. Devadhar: One of the ideas which you have thrown out is to 
build up marketing. Would you have some kind of legislation for that? 



968 


Mr. McDougall: If your Marketing Research Council after consulta¬ 
tion with the trade and with the co-operative authorities decide, that 
the creation of public godowns or warehouses would be to the interest 
of the public, then as an agriculturist, I will support whatever Govern¬ 
ment legislation might be removed. 

Mr. McDougall: I do not put much stress on the opposition of the 
trader. In Oxfordshire the dealers actually signed an agreement amongst 
themselves binding themselves under penalty to a market. When a friend 
of mine came to me and said: you are up against a stiff proposition. 

I laughed at him and said it would only kill the market if the organisation 
is wrong. 

v Mr. Devadhar: Because you had a class of people to deal with whe 
could understand. There is the question of self-interest, but in addition 
to self-interest there is the other factor also, the illiteracy of the people. 
When they see things done before their eyes then they will be quicker 
to follow. But until then I certainly think this part of the work will be 
very necessary. 

Mr. McDougall: Oh yes I entirely agree. 

Chairman: If we are to admit that this is one of the causes of the 
decline in the position of the indigenous banker we must admit that 
marketing conditions have deteriorated in recent years. I will ask my 
banker colleagues here whether they think there is anything, in this 
proposition based on their own experience. The argument is this, when 
“goods become sticky and difficult to clear” bills become dangerous, there¬ 
fore consideration should be given to this part of the problem. In our 
opinion the decline of the indigenous banker and of the internal finance 
organisation of the country, is partly due to antiquated marketing.. Now, 
we have been told that the circulation of the hundi has declined in 
recent years. 

Mr. Lamond : In my opinion the bill was not a trade bill but mere 
finance paper. 

Chairman: And that has declined? 

Mr. Lamond: Yes. 

Mr. Bucllcij: That is so. 

Chairman: Mr. Roy what is your view? 

Mr. Roy: I believe it is good from the mofiussil .... 

Mr. Khaitan: The position so far as I know, the conditions may be 
different on the Bombay side but as far as this side is concerned, in 
the U. P., Bihar, Calcutta, finance bills do exist and did. 

Mr. Lamond: I am not saying that they have gone out. They still 
exist. 

Mr. Khaitan: Those would be local bills. Those would not be bills 
drawn from one place on another place. In regard to marketing the 
bills that have come would be those drawn from one place upon another, 
which we call bills of exchange. As regards the finance bills so far a* 



these portions are concerned, although to a certain extent they exist in 
big centres like Cawnpore, Amritsar and those places, the bills I believe 
Mr. McDougall is talking of are not those local finance bills. They still 
exist but not so much as -formerly. 

Mr. Lamond: I would not even like to say they had been reduced. 
I don’t think the volume of bills has come down. 

Mr. Khaitan: The volume of bills cannot be reduced because the 
quantity of goods remains the same. Furthermore if we take banks and 
indigenous bankers both into account the volume of bills has increased 
because of the transportation facilities having been increased and more 
goods move now from one place to another than used to happen 25 to 30 
years ago. 

Mr. Lamond: The currency of these bills is very short. It is about 
15 days. 

Mr. Khaitan: That is one difference which has come in. Formerly 
the practice was to draw 60 days sight bills and at that time bills were 
freely discounted in the market. Now they are only 15 days or BO days 
at the most, just to cover the period of transit. That is changed because 
the discounting facilities that formerly used to exist -are now reduced 
and that again is because of the fact that many of the deposits have 
gone into the banks or the Post Office cash certifiates or treasury bills, 
m answering my questions, Mr. McDougall, please do not think I am 
not in sympathy with suggestions made to organise better marketing 
facilities. I am quite in sympathy with any proposal that is made to 
improve the marketing facilities but when you talk particularly about 
the bill market you say at the bottom of page 3 “when goods become 
sticky and difficult to clear bills become dangerous’’. Now if we assume 
the premise then the conclusion -would of course follow. Before the 
year 1930 did you get any information that goods became sticky and 
difficult to clear? 

Mr. McDougall: Generally speaking I should think that it has become 
increasingly difficult, taking the Punjab itself, for the traders to carry 
on as the world market was gradually becoming congested, say from 
1926-27 onwards. My whole point is this, that at a time like this a 
disorganised market has a very much greater effect when the world’s 
market is congested with stuff and the people who suffer most are those 
with the worse organisation. 

Mr. Khaitan: Before the year 1930 is it vour information that there 
was any difficulty in regard to the clearance of wheat or cotton? 

Mr. McDougall: Not the same difficulty as at present, but there has 
been a gradual decline in prices for the last two or three years. 

Chairman: Here comes in Mr. Lamond’s point. The bills are either 
finance bills, that is bills you use before the goods were moved, or they 
are bills of exchange, that- is used in connection with movement of 
goods. Now the stickiness can only appiy with regard to the first class, 
because once goods have been consigned, and once people know that 
these goods can be exported out of the country surely there cannot 
any longer be stickiness? 

Mr. McDougall: These goods have to be exported ungraded against 
graded goods from other parts of the world. 
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Mr. Lamond : Do not forget the point that all the goods in central 
India are shipped after sale. 

Chairman: I am surprised that this was agreed to by your other 
colleagues because in discussion with us they fully realised the position 
in India. The goods are sent down after sale ‘and the operation is com¬ 
pleted. Fall of prices does not matter. The goods have been bought by 
somebody at some place, it may be one of these big firms or it may be 
somebody outside the country. That having been done there is no 
difficulty about obtaining money in the bills of exchange. That is in 
regard to the second class of transaction. The first class of transactions 
would be covered by finance bills. In regard to finance bills again it 
seems to me inconceivable that there will be that effect. But I am 
not a practical banker. 

Mr. McDougall: I am not a practical banker either, Mr. Chairman, 
and I am very much at a disadvantage in trying to argue out a case on 
behalf of this statement. I am afraid it would require the support of 
my banker friends who accepted this and who discussed it with me. 

Mr. Lamond: I discussed this question with Lala Harkishen Lai and 
we both came to the conclusion that it was the method of joint stock 
banking in the Punjab. You have the Punjab National Bank, the Peoples 
Bank of Northern India. 

Chairman: That we have in the evidence before us, therefore, when 
I found it here I was taken aback. Obviously it will not be fair to 
pursue the matter with Mr. MpDougall. We must leave it at that. 

Ch Muhhtar Singh: On page .1 of the Marketing paper as well as in 
the other paper you seem to be giving us the advice that the improve¬ 
ment of agriculture should be attended io and that we should produce more. 
There are two methods by which this can be achieved. Either it must be 
a 'national policy of this country, that is the country stands in need of 
these articles which we produce and therefore the cultivator should be 
asked to produce.more of those articles. In that case the country will have 
to provide the cultivator with subsidies or with the losses he may incur 
in producing more. Do you agree? 

Mr. McDougall: At such a time as this. 

Ch. Muhhtar Singh: I am speaking of normal times. 

Mr. McDougall: Well with regard to ordinary times, if the cultivator 
is going to secure anything like a reasonable income out of his holding 
where he has a very small bit of land to cultivate. 

Ch. Muhhtar Singh: That is not my point. It is this. If the cul¬ 
tivator finds that it is a paying job to produce more he will do it. But 
in that case the nation has no right to demand that he shall produce 
more if he cannot produce it at a profit. 

Mr. McDougall: But the nation will not compel the cultivator to 
produce more. 

Ch. Muhhtar Singh: Take the case of production of sugar in England. 
It was found that it would not pay to produce sugar but nevertheless 
the nation wanted sugar produced, therefore they had to provide a subsidy. 

Mr. McDougall: In such a case as sugar where the nation can con¬ 
sume more than it is producing. . . . 
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Ch. Mukhtar Singh: I do not say England was wrong in following 
that advice, or that we shall be wrong in following that advice with 
regard to certain other commodities. If you will agree that your advice to 
the cultivator is to produce more with the idea of a national policy, 
then it does not matter whether he does it at a loss to himself or whether 
it is profitable to him. If there is a loss the nation will provide for it. 

Mr. McDougall : It is all a question of profit. If the cultivator can 
produce 15 maunds of a certain commodity per acre and by a nroperlv 
organised market can dispose of whatever surplus the country does not 
need abroad, then that cultivator would be distinctly better off. Under 
normal conditions I advise increase of production because by all known 
laws of agricultural science it is going to pay the cultivator to produce 
more than to produce a very small quantity in normal times. 

Ch. Mukhtar Singh: Then you advise it because you consider it to 
be more profitable. There is another point. Would you agree to the 
principle that the smaller the holding the less will be the return on the 
capital ? 

Mr. McDougall: I am afraid that would require a very long argu¬ 
ment. Not necessarily. That is not even the case in the United States. 

Ch. Mukhtar Singh: I have just taken this from the Businessmen’s 
■Commission America. It is on this principle. 

Mr. McDougall: I do not agree with that. Our agricultural economist 
was out in the United States this autumn for two or three months. I 
had not the opportunity of meeting him for any lengthy period but we 
diseussed the development of agriculture in America and he_ indicated 
that according to the research which he made into the statistics available 
in the Bureaus of the Federal Government in America the middle 
sized farm there was the most economical holding and gave the best 
return on the capital invested. It all ‘depends on how these holdings 
are conducted, and what the actual conditions are. There is not the 
slightest doubt that it is the intensely cultivated holdings—I think I 
have used the illustration of the Channel Islands in England that produce 
a remarkably high percentage of profit per acre, infinitely more per 
acre than the profit out of a 10,000 acre grain farm. 

Ch. Mukhtar Singh: I quite agree. If it is a small holding and it is 
intensely cultivated then it is likely to produce more. 

Mr. McDougall: Not only likely to produce more but the actual 
income per acre is more. 

Ch .Mukhtar Singh: Well I don’t agree. You say in a country like 
India it is the export market which makes the price, not the price at 
home. Does that mean that because India is a country where anybody 
Ban send his articles therefore it is regulated bv the export market? 
Suppose there is rice selling here at Rs. 8 a maund and at another place 
it is selling at Rs. 2/8 and the difference in freight is 4 annas, naturally 
the merchant may not import that article. Still he calculates it and 
there is always the danger that the produce will sell cheaper and there¬ 
fore the rate is low. Do you agree? In submitting this statement I 
take it that our rate in India for agricultural commodities depends upon 
the export market because it is a free trade country as far as agricul¬ 
tural produce is concerned? 
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Mr. 'McDougall : If you had protection in this country your internal 
price would undoubtedly be higher. 

Ch. Mukhtar Singh: And it would not be controlled by the export 
market ? 

Mr. McDougall: But if you were actually exporting that commodity 
I question whether your internal price would be any higher. 

Ch. Mukhtar Singh: Take the case of Australia. It is an exporting 
country but at the same time it protects the import of those articles 
which it exports, so the result is whenever any merchant wants to cal¬ 
culate he has to take into account the custom duties on those articles. 
Therefore the difference is much higher. 

Mr. McDougall: To my thinking protection of agriculture in Australia 
by tariff on imports of wheat! or imports of wool is simply silly. 

Mr. Mukhtar Singh : It may be silly. But my point is this, suppose the 
import duty were there, Australia would have been in the same position 
as India is, that is the price in the internal market would have been de¬ 
pendent on the export market. 

Mr. McDougall: The export price in Australia is dependent on the 
world market so far as wheat and wool are concerned. In commodities 
in which Australia is not producing a sufficient quantity to supply her 
own requirements then that is a very different matter. 

Ch. Mukhtar Singh: Take the ease of wheat. There is a customs 
duty of 2 shillings per cent. Suppose we) put on a duty of Re. 1 a maund. 
Then the result would be that the Australian wheat would not come into' 
this country unless the internal rate would go down which would give 
them 1 Be. plus freight charges. 

Mr. McDougall: You use the analogy of Australia. Do you suggest 
that in the event of Australia taking off that tariff that any wheat would 
go to Australia ? 

Ch. Mukhtar Singh: That is not my point. There may be no 
country which may be able to export wheat to Australia but the very 
fact that it is 2 shillings per cent, will make the internal market higher 
by 2 shillings. In the same way in India we could keep our market 
rates on wheat 1 rupee higher . . . 

Mr. McDougall: I am not on expert protectionist. All I can say is, 
'if you have a surplus of wheat, I very much doubt if any benefit would 
result from protection? 

Ch. Mukhtar Singh: My point is this: whether the price would 
depend upon the world price even after India has put an import duty 
on wheat, or would the internal price be higher by the duty levied. 

Mr. McDougall: I very much doubt it. I have already explained 
myself. I cannot add anything further. 

Chairman: I understand (to Mr. McDougall) you are referring here 
to the price of the crops which are exported. 

Mr. McDougall: Yes. 

Ch. Muhhtiu Singh: You say on the first page that there should not 
be any more production unless we organise the export market. Till' 
the time we have organised the export market the increased production 
should not materialise. 

Mr. McDougall: It will take a long time. 
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Ch. Mukhtar Singh: On page 2 there is 8. small error. You say wheat 
and barley are produced as a mixed crop. This is not correct. Wheat is 
grown with gram, barley with peas. I may just tell -you that a mixed; 
crop would be very advantageous from the agricultural point of view, 
because if one crop fails the other will Bucceed. 

Mr. McDougall: I can see that. We have some mixed crops in 
England. 

Ch. Mukhtar Singh: There is a market in the country for mixed 
crops and therefore they are not separated. A mixed crop will not really 
be a very great disadvantage or in any way a drawback in our way of 
exporting the produce outside the country. 

Mr. Lamond: There is 50 per cent, barley in wheat. 

Ch. Mukhtar Singh: That is not due to the fact that barley and 
wheat are grown together: that is due to the fact they are threshed 
together. 

Mr. Lamond : Sometimes it is possible that the trader mixes barley 
with wheat to get a better price. 

Ch. Mukhtar Singh : On page 2 you say that we axe importing wheat 
from Australia though there is sufficient wheat at Lvallpur. I have 
told you already that it is because of the railway freight. As far as the 
lazy man’s remedy is concerned I may tell you that France has a duty 
of 2d. to 3 Id. 

Mr. McDougall: France does not grow enough wheat for her require¬ 
ments. Neither Germany. 

Ch. Mukhtar Singh : U. S. A. is an exporting country, she has a duty 
of 3d. to 3 Id. 

Mr. McDougall : I do not think it is a safe analogy. You would get 
very few people to admit that the duty on wheat is responsible for 
raising the price there. 

Ch. Mukhtar Singh: They might have made a mistake. What about 
Australia. 

Mr. McDougall: I have already told you about Australia. I am only 
trying to be practical. 

Ch. Mukhtar Singh: In England you have a duty of 2s. S. Africa 
has a duty. There are a number of other countries which have a duty 
on wheat. 

Mr. McDougall: In the case of the U. S. A. and Australia I would 
call them paper duties. It would be interesting to know how much 
revenue Australia has secured from wheat. 

Ch. Mukhtar Singh : It may not have secured any. To my m'ind in 
that wav they do not allow the internal rate to be affected by the 
export rate. 

Mr. McDougall: You may be justified in thinking so. But as a 
farmer I have no hesitation in advising you not to build up your case 
on protection of commodities which vou have a surplus of. I would 
strongly advise you to concentrate all your energies on those things that 
you are not producing enough of. 
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Ch. Mukhtar Singh: We are those unfortunate people who have 
never in our lives got any subsidies or protection,' On page 5 you say, 
‘The establishment of cooperative marketing will in such a country as 
India be slow.’ What is the force of the words ‘in such a country as 
India.’ What are the main disadvantages? 

Mr. McDougall: The special difficulties are these. I had to describe 
some yesterday. You are a great consuming country. You have a 
great many small shop-keepers with whom you are surrounded, and your 
sale societies have got to enter into active competition with them, and 
unless you have carefully planned and well-managed organisations they 
will find it very difficult to do so. 

Ch. Mukhtar Singh : There will be more competition in this country 
as elsewhere. 

Mr. McDougall : I had to point out yesterday that those countries that 
are predominantly exporters of produce—you are not predominant ex¬ 
porters of produce, you are predominant consumers of produce—have 
an enormous advantage in establishing co-operative agencies. This give 
them the foundation to work on, and co-operation through other agencies 
becomes comparatively simple. I pointed out that even in Holland they 
have a very successful co-operative export agency working, the internal 
trade of the country, as in Germany, is very largely in the hands of 
ordinary distributors. 

Ch. Mukhtar Singh: In the case of an export commodity or an ex¬ 
porting country it becomes rather easier because the interests of pro¬ 
ducers are the. same, while in the case of internal consumption they are 
not so much the same. 

It is only my experience in my own country for the last thirty years 
that has compelled me to write such a paper as this which indicates 
caution, but nevertheless keeps to the goal in view, however slow you 
may be in arriving at it. 

Ch. Mukhtar Singh: As regards fruits do you consider that there 
would be no possibility of developing a market unless we make a special 
eSort to introduce, canning, preserving and storing the fruits: unless 
these are taken together, it will be difficult. 

Mr. McDougall: I think that on the whole it is so and that you would 
do well to try and develop canning, as well as regularity of supplies. 
In England we neglected canning, but very considerable strides have 
been made in the last year or two in establishing factories for taking 
up the surplus. On that point I was very fortunate in meeting a gentle¬ 
man the other day. He knows a great deal about fruit growing in 
places like Quetta. He told me that a distinct development has taken 
place within the last year or two. He said he was in touch with a 
canning factory who realised the possibility of that distirict for develop¬ 
ment and were anxious to establish a canning factory there. They 
hesitated to do it because they could not be assured of a regular Bupply. 
You a>re not making much in the way of preserves just now. 

Ch. Mukhtar Singh: We not only make, but we export preserved, 
pickles, etc. 

Mr. McDougall: Preserved pears? 

Ch. Mukhtar Singh: Preserved mangoes. 
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Mr. McDougall: You have a monopoly of these. I think you have 
large possibilities for fJhe sale of fresh mangoes. 

Ch. Mukhtar Singh: That cannot be developed without storage facilities. 
We are the only producers of mango in the whole world, but the world 
does not get them. It is only a question of cheap and quick transport in 
the case of vegetables and fruits. 

Mr. McDougall: Absolutely. , I will give you an example from my own 
country what has happened in Scotland in the development of canned 
fruit industry. 

Mr. Ramdas Pantulu : On page 5 you speak of a marketing society in 
Madras. It is a consuming store. We find it cheaper to buy from the 
wholesaler. 

Mr. Khaitan: It is a very good certificate to the middleman. 

Ch. Mukhtar Singh: I am very thankful that you have given a good 
remark for the Indian artisan when you say the Indian workers are the 
most skilful in the world. Would you agree with me, being illiterate 
and financially bad off he does not get much out of his skill, and his 
difficulty cannot be removed unless there be some method by which 
he can be provided with new, better and simple tools and also sufficient 
financial aid. 

Mr. McDougall: That is so. 

Ch. Mukhtar Singh: I do not want to discuss the matter with yon 
because we shall have another paper on that point from Dr. Friederich. 

Dr. Friederich: Yes. 

Mr. Ramdas Pantulu : On page 5 you say it is a small society, it has 
6,000 members. 

Mr. McDougall: 1 shall be very glad to change'it. 

Ch. Mukhtar Singh: You have pointed out the different factors that 
go to develop the economic position of the cultivator. But would you 
say whether you could agree with what I will read just now from p. 87 
of the Final Iteport of the Agricultural Tribunal of Investigation: 

A. The system of land tenure, including the provision of small 

holdings. 

B. The fiscal organisation of the country and in particular the 

assistance to agriculture. 

C. The system of general education and the special provision for 

agricultural education and research. 

D. The economic organisation of the 'industry and in particular the 

development among farmers of co-operative methods of pur¬ 
chase and sale, co-operative credit and insurance. 

E. The institution of schemes for the improvement of livestock 

and crops, the standardisation of produce and the contrq^of 
weeds and vermin. 

F. The organisation of transport, the provision of power and wire¬ 

less, the assistance of subsidiary rural industries and the 
development of afforestation. 
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G. The development o£ State or voluntary organisation to provide 
the necessary central and loeal machinery for carrying out 
the various measures of agricultural policy. 

Mr. McDougall: I agree with them entirely. 

Ch. Mukhtar Singh: On page 1 you say that the soil of India is poor. 
Wherefrom did you get that information? 

Mr. McDougall: I have seen the statement in books. 

Ch. Mukhtar Singh It is said that India’s soil is very rich but it is 
the cultivator that has spoiled it. Of course that you have said also. 
As far as the soil is concerned nature has endowed us with a very good soil. 

Mr. McDougall: I am quite sure in western literature it is not an 
uncommon impression that India has a naturally poor soil. It is not my 
impression. 

Ch. Mukhtar Singh: It is perhaps so in places where the depth of 
soil is very low, I do not want to deal with it, it is not important. You 
say there are other factors, deplorable waste of manure by its use as fuel. 
I may point out that the Agricultural Commission enquired into this matter, 
and they came to the conclusion that unless you provide the cultivator 
with another fuel it is impossible to avoid this waste. So it is not the 
ignorance of the cultivator or his wastefulness, it is the absence of fuel, 
that is responsible for this. You must have learnt that even within 
50 miles of a forest you cannot bring fuel to the cultivator at a reasonable 
cost. 

Mr. McDougall: Before tho Railways were developed in England 
there was some part of England where they used cowdung for fuel: this 
is 150 years ago. When I was in the Punjab I was shown an advertise¬ 
ment of the Railway Board for 50 tons of cowdung. 

Ch. Mukhtar Singh: It was perhaps for tempering steel. Obviously 
it is not for Government further to impoverish the country of its manure. 

M'V Devadhar: In some of the towns there is a regular trade. 

Ch. Mukhtar Singh : It has been brought out in the report of the Royal 
Agricultural Commission that if the consumption of cowdung is confined 
only to domestic consumption where there is no fuel, there will be enough 
farmyard manure. As a matter of fact they are not wasting it, though 
with, economy and greater care more farmyard manure can be secured. 

Mr. McDougall: In one place in U. P. there has been education of 
the villagers and more manure, is used on land. 

Ch. Mukhtar Singh: 1 feel there has been no investigation from 
another point of view. What is really the heat value of cowdung? Has 
it heen calculated? 

Mr. Ramdas Pantulu: Its calorific value has been estimated? 

Ch. Mukhtar Shigh: In comparison with its manurial value what is its 
calorific value? 

Ch. Mukhtar Singh : I shall be obliged if you will tell me what percent¬ 
age of nitrogen manure contains; as far as I know it has not been in¬ 
vestigated. 

Mr. Devadhar: I remember the Director of Agriculture in the Punjab 
making a statement that it was considered cheaper to use fuel. 
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Ch. Muhhtar Singh: You have suggested that the small holding of the 
people is not responsible for their poverty and that they could get much 
more than they are getting provided they have scientific methods of 
manuring. But may I tell you that the report of the Businessman’s Com¬ 
mission on Agriculture informs us that to feed a horse three acres are 
required in the United States. What do you consider it necessary to feed 
a human being? I have put the question bluntly, but I eould not help it. 
I put it to you because you are an agriculturist. 

Mr. McDougall: If you kill two-thirds of the population there is no 
doubt that the standard of living amongst the other third will be improved 
if a stable government is assured. Whether it iB to the good or advantage 
of the country or noti is a very different story. 

Ch. Muhhtar Singh '■ Either we kill two-thirds or divert them to coloni¬ 
sation elsewhere, or we create a revolution in thq country so that two- 
thirds can be killed by one-third and one-third remains. The two-thirds 
have to be got rid of somehow. 

Mr. McDougall : If you take my advice, you will try to leave them alone. 
You will try to keep the simple and beautiful life I see in the countryside. 
One of the happiest impressions of my life in the future will be to look 
back on the life of these simple villagers. 

Ch. Muhhtar Singh : If you had come with me, I would have shown you 
the wretched condition in which these poor men live their lives. 

Mr. McDougall : I expected to come away with profound depression, but 
I have not. If I were to be given the choice between living the simple) life 
of the cultivator in India and the life of the industrial worker in a big 
industrial city, I know which I would prefer. 

Mr. Dcvadhar-. Industrial village or agricultural village? In some 
American book I came across the phrase ‘industrial village’. 

Mr. McDougall: I would rather be an agriculturist than a worker in 
the Southern States of America in some of their cotton works just now. - 

Mr. Bamdas Pantulu : This is the passage referred to in the report of 
the Businessman’s Commission on Agriculture: 

“As under our average crop yields at least three acres of land are 
necessary to grow the hay, oats and corn required for feeding 
one horse during one year, it will be seen that the disappear¬ 
ance of more than 5 million horses since 1910 has permanently 
released at least 15 million acres of crop land”. 

Ch. Muhhtar Singh : I shall just take you to another passage in the 
Report of the Royal Commission on Agriculture: — 

“The Punjab figures which are the only figures available for a 
province indicate that 22'5 per cent, of the cultivators cul¬ 
tivate one acre or less; a further 15'4 per cent, cultivate 
between one and two-and-a-half acres 17’9 per cent, 
between two-and-a-half and five acres and 20 5 
between five and ten acres. Except for Bombay which would 
probably show a very similar result and Burma which would 
give higher averages, all other provinces have much smaller 
average areas per cultivator”. 

Von. rv. 3 k 



978 


That practically shows that our holdings are too small and therefore if is 
impossible for us to support the cultivator on the area that he possesses. 

Mr. McDougall: I really cannot make myself responsible for advocat¬ 
ing that drastic reduction in your population which you suggest. 

Ch. Muhhtar Singh: I do not say that. I simply say that to me it is 
a surprise that the Indian cultivator lives. 

Mr. McDougall: It does not surprise me, because it is not so very 
long ago since, according to history, parts of Scotland were relatively as 
heavily populated as parts of your country. 

Ch. Muhhtar Singh: At that time there was no industrialism in tfie 
world. The cultivator could produce his own requirements and live as 
a self-sufficing unit. Would you advise us to go to that civilization? 

Mr. McDougall : I would stick to that simple life. 

Mr. Dcvadhar : Is this advice of yours a counsel of desperation? 

Mr. McDougall: No. 

Mr. Devadhar: This is the conclusion you have come to after seeing 
the beauty or the poetry of our life here? 

Mr. McDougall: I think you have a fine type of cultivator, and I have 
a most profound admiration for him. 

Ch. Muhhtar Singh: I wanted simply to tell you that the acreage per 
cultivator is too small, though you have put it at an average of 10 acres. 
By far the greater number of cultivators hold less than this. 

Mr. McDougall : That is so. 

Ch. Muhhtar Singh: How did you get the figure of 10 acres per cul¬ 
tivator? 

Mr. McDougall: I got it from the Secretariat, I am really not respon¬ 
sible for it and I shall be glad to alter it according to the best statistics. 

Ch. Muhhtar Smgh: The area cultivated is 27 crores and dividing it by 
the population, it comes to about 5 acres per family. 

Mr. McDougall: It is more than I thought it would be. I have made 
it very clear that by far the great majority of the cultivators are farming 
a great deal less than 10 acres. 

Ch. Muhhtar Singh: On an average it ought to be 5 acres. Then as 
regards percentages, I have pointed out that 22’5 per cent, occupy only 
one acre or less, while 15'4 per cent, between one and 2| acres. 

Mr. McDougall: I accept your figures. 

Ch. Muhhtar Singh: If you compare the figures with England and 
Wales, you will find that in England and Wales the percentage is l'l 
between 1 to 5 acres and it is 5 from 5 to 20 acres. It is 9’7 per cent, 
from 20 to 25 acres and the total under 50 acres is 15‘8 per cent. 

Mr. McDougall: There are many thinking men at the present moment 
who deplore these figures. 

Ch. Muhhtar Singh: Then you will understand the difficulty of the 
cultivator if he has to live on one acre of land. 

Mr. McDougall: I understand the difficulty quite well and I am not 
in disagreement with you. 
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Ch. Mukhtar Singh : In the ease 
follows: — 

U nder 1 $ aores .... 

lj to 5 acres . 

5 to 12} acres .... 

12J to 60 acres . . . . . 


of Germany the figures are as 

. . . I - 1 per cent. 

4 3 „ 

10 4 
32 7 


Total under 60 acres . 48'6 ,, 

This shows that-the holding in India is the smallest. 

Mr. McDougall: Yes, Japan and China are both smaller than India. 

Ch. Mukhtar Singh : China is as bad as we are and in Japan I think 
the percentage of population living on land is much smaller as Japan is 
an industrial country. Therefore they produce those articles which pay 
them most. We cannot do it in India. 

Mr. McDougall: Japan has always been a very closely populated country 
with very small holdings. 

Ch. Mukhtar Singh : The percentage of population living on land is 
about 48. 

Mr. McDougall : I wonder if the Japanese industrial labourer is any 
happier than yours are. 

Ch. Mukhtar Singh: 73 per cent, of the population are living here on 
agriculture and there is very little left to them to do. On an average 
the people arc poor and therefore the cultivator cannot produce articles 
•which would be required for a man living as an ordinary rich man. Sup¬ 
pose I grow fruits or vegetables, to whom shall I sell them? That is why 
except in small areas attached to the different towns you do not find the 
cultivator taking up vegetable. On the other hand, if you industrialise 
the country, you will find a larger area inhabited by rich people for whom 
we can produce such articles like fruits and vegetables. 

Mr. McDougall : As a member of this Banking Committee, neither I, 
or any of my colleagues have said anything against the development of 
India industrially. 

Mr. Devadhar: Mr. Mukhtar Singh is only referring to the diversion of 
a certain population from agriculture to industry. 

Mr. McDougall: I accept all that. 

Ch. Mukhtar Singh : Then you said that in Denmark they have succeed¬ 
ed in building up the most productive agriculture in the world. I quite 
agree with you there, but you cannot compare India with Denmark, be¬ 
cause the average holding of the cultivator there is 40 acres and in Holland 
it is 26. 

Mr. McDougall: I have a distinct recollection of having read recently 
that the small holdings in Denmark produce more per acre than the large 
holdings. 

Ch. Mukhtar Singh: That will be a different problem. I was asking 
you whether you consider it a business proposition for the cultivator to 
live on such a small holding as he does in India. I shall come to the im¬ 
provements presently. To my mind the improvement is not an easy job. 

Mr. McDougall: I quite agree with you. 


8 -» 9 < 
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Ch. Mukhtar Singh: Would you agree with rue that water is the main 
thing for improvement in Agriculture. That being so, have you ever cal¬ 
culated the amount of money that will have to be invested in order to 
provide ample water facilities to this country? 

Mr. McDougall: It must be very great. 

Gh. Mukhtar Singh: I may tell you that for productive canals the cost 
per acre to Government is Es. 35 and if you include unproductive canals 
also, the cost per acre is Es. 46. If you multiply 46 by the 27 crores ot 
acres under crop, it will be a very very big figure. Then again canals 
cannot be provided for easily everywhere. I can tell you from my own 
experience that on a farm of 60 acres I have had to spend some Es. 12,000 
in order to provide the necessary facilities that are needed. That is Es. 200 
an acre. If you go to Bombay, the cost per acre would be much higher 
and stiirit is doubtful whether water would be available. It is not 
very easy to provide so much money. 

Mr. McDougall: I quite agree. 

Ch. Mukhtar Singh: Now coming to manures, you will be surprised to 
know that the freight charges for artificial manures are very much lower 
than the freight charges for pottassium nitrate which is available in the 
country and bone meal also available in the country. I think the heBt 
manure to my mind would be leaf-mould which iB available in any quantity. 

Mr. McDougall: Leaf-mould from chemical analysis is not good manure. 
One of the things that struck me with regard to land is the extreme lack 
of humus in the soil. There is nothing but pure soil. The humus in the 
leaf-mould would be of enormous advantage as it assists in the conserva¬ 
tion of moisture in the soil and would otherwise be of very great benefit. 

Ch. Mukhtar Singh: Leaf-mould would be a good manure so far as 
India is concerned. 

Mr. McDougall: Not so much as manure, but because it has other 
effects. 

Ch. Mukhtar Singh: Generally all these things are considered to be 
manure and so I have used the word manure. It is not an easy job to 
make improvements in the land. 

Mr. McDougall: It is not an easy job to the farmer any more than 
making money is. 

Ch. Mukhtar Singh: There are three items jh which an improvement is 
possible. I have told you about water facilities; it is a very costly affair 
and to expect a poor agriculturist to put in money is not an easy job and 
I' doubt very much if he can recoup it. About manure I have told you 
the difficulties • of the manure available in the country, but as far as 
chemical fertilisers go, we do not produce these articles as a bye-product 
and their absence will naturally be a handicap. Therefore you will agree 
that it is not an easy job. 

Mr. McDougall: I entirely agree that it is not easy. 

Ch. Mukhtar Singh: I may tell you that in Bombay the cultivator 
ising these chemical manures is spending Es. 900 an acre in producing 
sugarcane, and now he has found that the crop will not yield much and he 
is practically in a very bad condition. Then again look to our other 
difficulties, e.g., agricultural implements. These will have to be scientific. 
Perhaps you may be surprised to hear what the Eoyal Commission on 
Agriculture have to say on this point 
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Mr. McDougall: But I have not disagreed with the Royal Commission 
on any of these points. 

Ch. Mukhtar Singh : I am referring to something else. The Royal 
Commission have pointed out that: — 

‘‘Agricultural implements in India are on the whole well adapted 
to local conditions. They are within the capacity of the 
drought oxen, comparatively inexpensive, light and portable, 
easily made and what i3 perhaps of even greater importance, 
easily repaired, and they are constructed of materials which 
can be readily obtained. * * * The Agricultural Depart¬ 
ment have, however, so far done disappointingly little in 
this direction”. 

We have been looking to the Agricultural Department and this is what 
they have done. As regards manure too, they have pointed out that the 
Agricultural Department did not give them any data on which to proceed. 

Mr. McDougall: The new Research Institute is doing considerably more 
work than the Agricultural Department was; research into all these agri¬ 
cultural conditions takes time. 

Ch. Mukhtar Singh: I am simply pointing out that in a country where 
the Agricultural Department has existed from 1868 they have not been 
able to find out the best agricultural implement for this country, nor what 
the best manure for this country would be. Still you say we should im¬ 
prove. How can we improve with such staff to advise us? 

Mr. McDougall: My arguments this morning were exactly on your 
lines. The Research Institute is in favour of taking up these items. 

Mr. Ramdas Pantulu: But it never reaches these people. 

Mr. McDougall: We shall try to reach them through the proposed 
Marketing Board. 

Mr. Ramdas Pantulu: The Research Council’s publications are in 
English, they should be in the vernacular. 

Mr. Devadhar: Rs. 25,000 have been spent for the preparation of 
cinema films dealing with agriculture and veterinary advantages. 

Ch. Mukhtar Singh: You have nothing to teach the agriculturist? 

Mr. McDougall: I am not prepared to agree with you. My information 
is extremely limited, but one or two of the societies which we saw in the 
Punjab and one which we saw in your own province, especially the former, 
gave .us statistics to show that there was a very distinct improvement be¬ 
cause of the application of the research work done by the Lyallpur College 
in their farming society. 

Ch. Mukhtar Singh: Do you know how the reports of these societies 
are prepared? 

Mr. McDougall: The report was given to us by the people there. 

Ch. Mukhtar Singh: Suppose a village in a certain place, say Lyallpur, 
grows 2 maunds more per acre by using a particular variety of seed, and 
suppose 12,000 acres are grown. Nobody would take the trouble to enquire 
how many people failed and whether the crop has really given an increase 
to every cultivator. They simply multiply 12,000 by 2 and for 24,000 
maunds say at Rs. 3 a maund, they say that Rs. 72,000 have been put 
into the pockets of the agriculturists. That is the method adopted in this 
country in arriving at these figures. 
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Mr. McDougall: That may be, but I am giving specific instances where 
all the cultivators were gathered around us talking in a friendly way in 
this society in the Punjab and in another instance in your own province, 
my distinct recollection of what the cultivators themselves told us (not 
what the Government officials told us) was that because of the use of im¬ 
proved ploughs and improved drills they had increased their output. 

• Ch. Mukhtar Singh : If you had gone to Bombay and seen the Bombay 
drill that the cultivator -was making, perhaps you would not have been 
surprised. It costs him only Its. 15. 

Mr. McDougall : So much the better. I say that all these things the 
farming society is doing has an obvious effect on the output per acre of 
these people and they were very well satisfied. 

, Ch. Mukhtar Singh: I am driving at two points: one is that the im- 
pwmtnsent in agriculture is not an easy job to take up to. 

Mr. McDougall: I am entirely in agreement with you. 

Ch. Mukhtar Singh: The second point I want to impress is that the 
Indian cultivator is intelligent, though he is illiterate, and he knows the 
principles of conservation of moisture, etc., and he has been given a very 
good certificate by the Royal Commission on Agriculture. 

Mr. McDougall: I entirely agree. 

Ch. Mukhtar Singh : The only point that remains for mo is why the 
yield is low. It is low because the percentage under irrigation is very 
low. I may give you the figures. The total cultivated area is 27 crores. 

Chairman : I think Mr. McDougall is prepared to accept the statement 
of Ch. Mukhtar Singh. 

Mr. McDougall: Yes. 

Ch. Mukhtar Singh: I have noticed in a book “Recent Development 
in German agriculture’’ written by an Englishman where the author has 
said that small holdings do not attract the man in England. So it is 
the case here in this country. Educated young men who have graduated 
themselves in Agriculture and other allied subjects do not take to land 
themselvob. What I mean to sav is that a man with a head who had the 
average intelligence is not attracted by land because he thinks that he will 
be wasting h ; e life for the sake of earning a few rupees. That being so 
to say India would improve by improving her agriculture will not be a 
proposition on which we can rest our conclusion. 

Mr. McDougall: I do not agree. If you improve the position of the 
ryot the standard of living will also improve ultimately. We have got to 
decide whether we are going to leave things as they are. 

Ch. Mukhtar Singh: My point is that if we recommend like that our 
recommendation will be ridiculed. As a matter of fact 73 per cent of 
the people are living on land and land cannot provide sufficient occupation 
for such a large proportion of the total population of this country. 

Mr. McDougall: It is all a question of comparison but if you compare 
Ireland to England, at the present moment Ireland is a country of small 
holdings while England is not. The small holder, in my opinion, is the 
only person in the world who could defy all the economic laws of tb® 
world. 
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Gh. Mukhtar Singh: I may point out that in.all those places where there 
are small holdings at least the dairy industry is allowed to remain there. 
But in India even that industry cannot be developed. The position is 
a starv’ng man cannot feed his cow properly when he is himself only 
having half his usual diet. The result has been that there is no country 
in the world which sells her milk costlier than it is in India while ghee is 
sold cheapest in this country. This again shows that there is good deal 
of adulteration where vegetable oil is mixed with ghee. It was pointed 
out by the Agricultural Commission that some steps should be taken to 
prevent such adulteration. Nothing has however been done. 

Mr. Me Doug-all: If I also started into elaborate treatises into these-, 
things I am sure we would agree on all these points. 

Gh. Mukhiar Singh : About the eewfcolidatwa of holdings I want to 
understand your views definitely on the point before we proceed. >£a'it 
your view that a limit should be placed on every holding? 

Mr? McDougall : No, it is impracticable and impossible to place any 
such limit. 

Gh. Mukhtar Singh: The proportion of the size of the holding would 
remain the same. 

Mr. McDougall: Yes. 

Gh. Mukhtar Singh: My point is that consolidation of holdings does 
not carry us very far. 

Mr. McDougall: The tendency in England, the whole of the Central 
Europe and Fiance has been to break up larger farms into smaller ones. 

Gh. Mukhtar Singh: But in spite of this iendenev the percentage of 
the population living on agriculture is decreasing in those countries gradu¬ 
ally but we find the reverse is the ease in our country. That is one of the 
most alarming features of our civilization. I feel that there is a very 
big percentage of our holdings which cannot be improved. 

Mr. McDougall: I agree that there must be a very small percentage 
like that. 

Gh. Mukhtar Singh: I did not say this. Our misfortune has been that 
in 1880 the percentage of our population living on agriculture was 50 and 
after gradually rising up today the percentage is 83, while in other countries 
the percentage has been gradually going down. 

Mr. McDougall: I may most frankly tell you that we should like to 
have a bigger percentage taking to agriculture. 

Gh. Muhntar Singh: Under climate I am glad to find that you have 
pointed out the climate of India is not so hopele'ss as people consider it 
to be. To my mind agriculture is nothing else but an art* to contend 
against climatic conditions. Our only difficulties are financial as there is 
any amount of water available from our perennial rivers and sub-soil. 

Mr. McDougall: Only partly perennial. 

Ch. Mukhtar Singh: You have suggested that the method of joint 
family system among the Hindu community in this, country is very bad. 
If you could prescribe some other occupation for the other sons of the 
family then it is possible that only one man need attend to agriculture, but 
until this is possible what could he done ? 
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Mt. McDougall: By introducing what would appear to be a hardship 
you will be only improving your own position. 

Ch. Mukhtar Singh: Supposing the other sons are awarded something 
as compensation then it would be a source of indebtedness on the family. 
This is done in Burma where one man gets possession of the holding while 
others are paid. 

Mr. McDougall: It would be better to do that. 

Gh. Mukhtar Singh: In your chapter on the creation of a Central Co¬ 
operative Council you have referred to inter-provincial rivalry. Will you 
kindly refer in b'ttle more details to the idea contained therein? 

Mr. McDougall: It is only natural if one Province is making greater 
strides than another province where progress is very slow owing to certain 
conditions. It is therefore only natural for the latter to attempt even 
against the principles of strict co-operation to increase their members. 

Ch. Mukhtar Singh : But do you not think that the failure of the 
co-operative movement in the United Provinces is mostly due to the fact 
that it is too much officialised 

Mr. McDougall: It is no more officialised than the Punjab. 

Ch. Mukhtar Singh: But do you mean to imply that an official knows 
much more about the people than the non-officials? 

Mr. McDougall: Not at all. 

Ch. Mukhtar Singh: Therefore you will agree with me that non¬ 
officials should be given a chance for developing the co-operative movement 
and there should not be too much of official interference. 

Mr. McDougall: I entirely agree. 

Ch. Mukhtar Singh : You say “In the Punjab and elsewhere the aliena¬ 
tion of Lands Act makes it impossible to recognise land mortgages as a 
sound g'it edge investment. Where it is in operation it is not possible to 
secure the right to a free sale of land which through the default of the 
mortgage may have to be taken over by the lender”. Would you tell me 
what your idea is with regard to the default and what it is due to? 

Mr. McDougall: It must very largely be due to economic conditions. 

Ch. Mukhtar Singh: If it is due to economic conditions, then you will 
admit that the formation of land mortgage banks would not be a solution 
to the problem,- but things will become better only with the return of the 
normal conditions? 

Mr. McDougall: Of course, I agree but the creation of mortgage banks 
will alleviate the existing conditions. That is my view. 

Ch. Mukhtar Singh: You have next referred to the permissibility of 
non-agriculturists moneylenders purchasing land. I do not think this is ft 
workable proposition. You know money lending is a very paying profession 
while agriculture is not. 

Mr. McDougall: In most countries there is always a desire for people 
to get back to the land. Take the case of the coal miners in England. 
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When an economic enquiry was held about 2 years ago with regard to coal¬ 
mine workers, it was found that many of the men expressed themselves in 
favour of returning to the land. 

Ch. Mukhtar Singh: You cannot compare the two for the sake of argu¬ 
ment. When we come to that stage certainly our people also will like to 
go back to land. 

Mr. McDougall : It is not inconceivable. 

Mr. Ramdas Pantulu: If some of the intelligent people would go to the 
land then Ch. Mukhtar Singh’s difficulty will go. 

Mr. Devadlidr: You are aware that there are also cases of people from 
the villages getting to industrial centres for getting higher wages, even in 
England. 

Mr. McDougall: I quite agree that there are cases like that as well. 

Ch. Mukhtar Singh: You say “If the Land Alienation Act is amended 
in such a way as to recognise Co-operative Banks as zemindars, we feel 
-confident that together with the addition of other safeguards which we 
recommend, sound Mortgage Banks can be established. We regard this 
as essential. If it is found to be impossible then it is our opinion that no 
new Mortgage Banks should be opened until further experience has been 
gained by those already in existence”. Would you modify that statement? 

Mr. McDougall: We are setting up a bank which depends for its 
success on being a sound institution. 

Ch. Mukhtar Singh: On page 16 you have given as your view that 
in your idea every village primary, society should be a saving society 
taking deposits also. 

Mr. McDougall: Yes. 

Ch. Mukhtar Singh: But what I could not understand was whether 
the agricultural society or the central bank would be able to find a use 
for such short time money. It may not be a paying concern with those 
people. Suppose I am a member of a primary society and I deposit a 
thousand rupees. After say ia month I withdraw it. The society cannot 
find use for that money and they will have to pay something on it as 
interest. 

Dr. Friederich: That must be done. That is a matter for the Central 
iBank. The Central Bank must be able to repay such money at any 
time you want it. 

Ch. Mukhtar Singh: The Central Bank cannot invest it for such a 
short period. Though I agree with the suggestion I feel that at the time 
of the harvest the cultivator sells his produce and has to keep his money 
in his own house. It is much better that he should invest it in that 
society. Even without interest I would welcome that money may be 
kept in some bank because this man would not have the risk of losing 
his money and will learn the habit of thrift. 
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Dr. Friederich: A co-operative society has a certain amount of money. 
Of course there are people who want money and money will have to 
be lent. On the other hand the co-operative society has deposits, they 
almost always keep a cash balance with the Central Bank and it must 
have a cash credit with the Central Bank so that in case of a withdrawal 
the society is able to pay that money at once. 

Ch. Mukhtar Singh : My difficulty is this—will it be a paying pro¬ 
position for the Central Bank to pay interest for that money? 

Dr. Friederich: Why not? The Central Bank has always cash 
balances and has always money invested. It is not only the sole money 
supplied, but the Central Bank has a lot of societies which are affiliated 
iso ! we have always a balance. It is a matter of management. It is not 
•necessary to trouble about it. 

Mr. Khaitan: What I believe you mean is that the primary credit 
societies get money which may be required by the cultivator in small 
amounts within say the next 6 months, but through the 6 months the 
society deposits the money with the Central Bank and the Central Bank 
has an account with the Provincial Bank. The Provincial Bank will 
be able to utilise the money; so whenever the primary credit society wants 
to pay out the money it will be able to draw on the Central Bank. In 
the case of co-operative savings banks also the same process will operate 
as in the case of, say, Commercial Banks. 

Dr. Friederich: Even in these local societies you have this fluctuation. 
Money comes in and money goes out and it is not necessary that you 
take say this two hundred rupees and invest it with your Central Bank. 
You can lend it out because to-morrow perhaps you will get five hundred 
rupees. 

Mr. Ramdas Pantulu: It is not a business proposition here for the 
reason that in the primary societies we have no arrangement for fluid 
reserve. Our organisation is not so developed as the German system. 

Chairman : That is another aspect of the case which we have already 
discussed. 

Ch. Mukhtar Singh : On page 16 you suggest that even now in Scot¬ 
land the farmer gets money from the Commercial Bank. Is that so? 

Mr. McDougall: Yes. 

Ch. Mukhtar Singh: On page 17 you have said about the improve¬ 
ment in drainage and waterlogging, etc. Am I correct in assuming that 
the Government provided a very large amount for these ventures?' 

Mr. McDougall: No, excepting in very recent years, and even then 
their advances to farmers or their expenditure except in one or two 
isolated examples, amount to comparatively little. Within the last year 
or two there have been Government schemes for helping farmers for drain¬ 
age, etc., not so much to help the farmers as to help unemployment. 

Ch. Mukhtar Singh: It may be that both things came in, on the one 
hand improvement of the land and on the other they would he helping 
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unemployment. But at any rate these schemes would not have beem 
taken up without the help of Government? 

Chairman: What he is referring to here is not Government assistance- 
but it was done by the farmers concerned with the help of loans from" 
banks. 1 

Mr. McDougall: Absolutely. There was never a penny of Govern¬ 
ment money spent in those days. 

Ch. Mukhtar Singh : I feel that it is a very bad certificate for the 
Indian ryot when you say in your paper “There is a difference between 

the Indian ryot and the Scottish farmer. The latter dislikes debts . 

I do not think you are correct .there. At least the -Royal Agricultural" 
Commission has found and we have found also that the ryot 'considers- 
that not only he must pay back the debt, but his son and his .grandson 
must pay it. 

Mr. McDougall: I entirely agree with you. I am not referring to'that 
at all. What I meant here is the fact that the Indian ryot, owing to- 
these economic conditions which you have so graphically described, has 
in regard to debt become more of a fatalist. When the Scottish • farmer- 
accepts a loan from the bank the Bank Manager presses him and if the 
repayments are not according to the scheduled scheme of repayments he 
sends for Mr. So and So on a certain date. The poor man goes into the 
private office of the Bank Manager in great trepidation and the Bank 
Manager gives him a serious talking. Therefore owing to all these 
combined circumstances the Scottish farmer pays up very promptly. 
The Bank Manager in Scotland is in very close touch with his client. 

Ch. Mukhtar Singh: On the same page you have recommended that 
book-keeping must be a farming practice. I certainly agree that for 
farmers who have been keeping their accounts and making calculations 
these things would have been different. 

Mr. McDougall: I would almost be prepared to say that in the majority 
of cases banks now-a-days would hardly advance to farmers unless they 
can produce books of some kind. 

Ch. Mukhtar Singh: In your country it can be very easy, but how can 
we do it here when a man does not even know how to write? 

Chairman: He is simply describing the Scottish system. 

Mr. McDougall : That is right. I remember one case that I know a- 
little about. A Bank Manager took over an agency in the County of 
Dumfries. He was a very progressive fellow and determined to build up- 
a good agency. He was a good business man and he enormously extended 
the banks’ operations in that place by giving out loans. But whenever 
he started to give out loans the first thing that the farmer had to- 
promise was that he would keep books and that the Manager should see 
them regularly. He told them that if they could not keep books them¬ 
selves he would keep them. That man got on very well in the world 
'He established a good credit system amongst the farmers, granted them* 
very easy credits, stimulated production and progress. Not only did the 
bank prosper but its farmers also. 
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Ch, Mukhtar Singh : But he started in a place where the people were 
literate. 

Dr. Fteiderich: I admit that our small farmers do not keep books. 

Mr. McDougall: There are farmers in England who do not keep books 
-either. 

Ch. Mukhtar Singh : On page 19 I think the statement is not quite 
-accurate. When a cultivator can only be paid in cash I think it does 
not happen here and he does not dread it. He does not go to the 
market with that purpose. In the U. P. all the transactions take place 
"between two people under a cloth so nobody knows what it is about. 

Mr. LamOnd: With cotton or grain ? 

Ch. Mukhtar Singh : In the U. P. we produce cotton and grain. 

Mr. Lamond: And it is all done under the cloth ? 

Ch, Mukhtar Singh : Yes, everything. According to the co-operative 
society if a man makes the condition with them that he must be present 
at the time of the sale they allow it. 

Ch. Mukhtar Singh: On page 21 about Rural Reconstruction societies. 
I feel .that if the co-operative societies take up this work it will be too 
much for them in the first place, and secondly it is not their legitimate 
work in the present circumstances. Rural reconstruction work about 
health, hygiene and so on to my mind is impossible unless there are 
two things—one is literacy of the people and the other if the man is 
sufficiently wealthy. If you produce these two conditions then rural 
reconstruction is possible. And if that has to be done by the co-operative 
society it will be diverting their efforts to another channel which is not 
so very important from my point of view for the cultivator. 

Mr. McDougall: I cannot agree with you. I know it is throwing a 
great responsibility and a great amount of work on the co-operative 
societies but I think that in that sort of educative work the Government 
will be justified in expending money to the utmost of their power. 

Ch. Mukhtar Singh: That will not be co-operative work, that will be 
''Government work. Let the Government do it, I have no objection. 

Mr. McDougall: But it should be done through co-operation. The 
‘Government will not be able to do it as effectively by any other means 
as by co-operation. 

Ch. Mukhtar Singh: In India there is already a dearth of workers. 
If you divert these people to this work the natural result will be that 
■the other work will suffer. 

Mr. McDougall: I have a feeling that there is a tremendous body of 
•enthusiasts in India. 

Ch. Mukhtar Singh: That may be your feeling but unfortunately it 
is not mine. I think there are very few enthusiastic workers who will 
do the real work. Then again as I have suggested these cannot be 
started among the people who are illiterate in the first place, and in the 
second place who are fatalists on account of their income being very small. 

Mr. McDougall: This is really work for a man like Mr. Gandhi. I 
would like to hear what he has to say on a matter of this kind. 
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Chairman: I think I am correct in stating that work of this kind has 
actually been undertaken in Bombay and Madras. 

Mr. Ramdas Pantulu : Yes, in Madras we have some societies for the 
education of the children of members and it has worked better than the 
Compulsory Education Act. But with regard to the other items of rural 
reconstruction our scheme is this—we have an area of say 7 miles in 
which we establish a rural centre. Either the Union, or District Board 
and Y. M. C. A. does it. These centres utilise the Panchayats which 
have the power of taxing themselves and the co-operative societies for 
the purpose of doing this reconstruction work. Plans are prepared. There 
are two times for bathing and washing. Slushy roads are replaced by 
metalled roads. There is lighting in the villages. There is sweeping. 
A woman teacher goes about educating the ladies of the house. Various 
items of rural reconstruction are being carried on by paid workers. 

Mr. Khaitan : I understand that in Bengal also the Malarial Co¬ 
operative Society is doing very good work, in that direction. Their first 
concern is, of course, the reduction of malaria but they are also doing 
rural reconstruction work. 

Chairman: Of course conditions in different provinces vary. In the 
United Provinces all know that co-operation has not yet reached the level 
it has reached in some of the other provinces, I do not think we can 
object to Mr. McDougull’s proposals on principle. I am prepared to 
agree with you that it may not Be possible to work out in all the province* 
but the fact that it has actually been done in 3 or 4 provinces shows 
that it is not impossible. I now hear that this proposal has been taken 
from the U. P. Committee’s Report. 

Ch. Mukhtar Singh: My point is this that if this rural reconstruction 
work is undertaken by the co-operative societies the result would be 
that all those people who are working in the societies will be diverted 
to this work and there will be very few people left to work the other 
things more important than this. 

Chairman: But that is not the experience of Bombay and Madras and 
the Punjab. The apprehension may perhaps be correct so far as your 
province is concerned, but need not be correct all over India. 

Ch. Mukhtar Singh : I do not seo why it should be done at all. Take 
the case of Gurgaon. Mr. Brayne started it there but the work did not 
fructify as the economic position did not improve. 

Chairman: The failure of Mr. Brayne's arrangements was largely 
because it was a Governmental measure, not carried out by means of 
co-operation but there are other places in the Punjab mentioned in the 
Royal Agricultural Commission’s Report where it is being done on co¬ 
operative principle very successfully. The Punjab is the province where 
co-operation has made the largest amount of progress in any part of India. 

Ch. Mukhtar Singh: But the energies of the co-operative societies' 
workers should not be diverted. 

Chairman: It depends on the body of workers purely. In Bombay 
for instance the energies of the Servants of India. Society are too well- 
known and they are able to manage it without in anv way imneding the 
development of work of co-operation. In the Punjab it is being done. 
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In fact if we are to believe these reports the work of rural uplift and 
■the better living societies there is probably as great as the work of the 
co-operative societies. Therefore you cannot take exception to the prin¬ 
ciple. I fully see your point that the workers must be there and it may 
result in some provinces, owing to the paucity of workers, in diverting 
workers from the field of co-operative credit to some other co-operative 
field. But Mr. McDougall is not proposing any diversion. He says that 
this is an important sphere of co-operation and the scheme should be 
pursued wherever it is possible to do so. 

Chairman: That I take it, is all you recommend. 

Mr. McDougall: I want to emphasize it. 

Mr. Devadhar : You have given us the example of a village. Your 
idea in giving that description is probably, if I am right, to piont out 
the possibilities of improvements that a co-operative society can introduce 
in a village. 

Mr. McDougall: That is so. 

Mr. Devadhar: I would also ask you whether the work you have 
described would have been possible of achievement if there were no co¬ 
-operative society. 

Mr. McDougall: I do not think so. 

Mr. Devadhar : In order that the different kinds of work for which 
there is at present such a large need in rural parts may be realised, what 
is needed is some kind of awakening and active self-interest created by 
systematic work. 

Mr. McDougall: That is so. 

Mr. Devadhar: The background of economic improvement is the co- 
•operative society. 

Mr: McDougall: So far as I can visualise it, it would be utterly 
Impossible excepting through co-operation. 

Mr. Devadhar: I will read a portion from this book (Prof. Kaji’s Co¬ 
operation in Bombay): — 

In short let us recognise the iimits as well as the possibilities of 
co-operation. Let us never forget that the co-operative 
movement, mainly economic as it is, rests on certain moral 
qualities for its foundation and ultimately must lead to the 
moral uplift of the whole community. The strength of the 
movement must be assessed not from the number of societies, 
but from the spirit which animates their members. Thrift 
and service constitute the soul of the movement. Let us not 
be satisfied with a soulless body, however, imposing it may 
look. Once the co-operative conscience of the masses is 
thoroughly roused, it matters little whether an experiment 
here or an experiment there fails; the movement will be sure 
of its foundation. But failures due to a faulty foundation 
must serve as searchlights to be turned inwards. Too much 
official encouragement in the matter of organising new 
societies is as fatal to the co-operative movement as too 
much official control. It is essentially a people’s movement 
tmd must: arise from within and not: be imposed; from without. 
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More propaganda for thrift self-help, mutual help, and a 
broader and more moral outlook and less actual organisation 
of societies should be the motto at least for the present. 

Mr. McDougall: I accept all that. 

Mr. Devadhar : There are many of us who believe that though the 
co-operative movement has an economic end primarily, it has a much 
larger miflS’On to fulfil, and that is it should work for the uplift—moral, 
material, social,—of those who are touched by the movement, and it is 
because there is this view that some of us who are engaged in co-operative 
work have begun to feel that it is not enough to make a man rich, but 
that it is necessary, if his environment is dirty, if he is ignorant, if his 
child become ill, if he has not a wider outlook, steps should be taken to 
remedy these as no amount of wealth will be of any use. 

Mr. McDougall: I entirely agree. 

Mr. Devadhar : Therefore, the problem of what they call rural uplift 
i8 not in any way divorced from the original object of the co-operative 
movement which was an economic one. It is being increasingly recognised 
that the economic aim will depend for its fulfilment upon several other 
factors : education which does not mean mere literacy; wider outlook xtitieh 
means much larger culture; better health; better organisation; better 
methods of co-operation in other senses. In order to give that kind of 
education to people rural uplift centres are being created. I have realised 
that even co-operative efforts will not be successful unless it leads on 
to other efforts, and I believe that is the tendency in other countries. alse. 

Mr. McDougall: I quite agree. 

Mr. Devadhar: I wish to get my views confirmed after the discussion 
that took place between you and Mr. Ramdas Pantulu. Am I to under¬ 
stand that you have given up the idea of a central council? 

Mr. McDougall: The executive control is given up. 

MV. Devadhar : I was just going to mention to you that at two con¬ 
ferences we had proposals more or less of the same nature and that they 
were vetoed. 

Mr. Devadhar: You have in your paper given us the kind of educa¬ 
tional programme we must have. In Bombay we have a Co-operative 
Institute. It has formulated its own courses of instruction of nearly ten 
different types for different grades of co-operators or co-operative workers 
in the Presidency. We have three schools working in three divisions of 
our Presidency with regular courses. After my visit to Denmark, Ireland 
and Scotland, especially from the point of co-operation, I saw that it 
would be much better for us to take half a dozen co-operative workers 
from rural parts, intelligent men, and showed them precisely what is 

being done in other countries. I was at a place called . a place 

of nearly 4,000 people. They have a world-renowned dairy to see which 
people from America and Australia came. At Copenhagen I visited the Milk 
Supply Co. supplying milk to nearly three lakhs of people. I felt that 
poverty had been removed comparatively speaking entirely through co¬ 
operation of non-credit kind, and that is what we want in our country 
to-day. On the subject of education of co-operators I would rec omm e nd 
the establishment of some scholarships—not necessarily for higher officials 
like Registrar, Dy. Registrar—but for small men. I had a talk with’ 
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Mr. Montagu on nay return from Denmark. He asked me my impressions, 
and one of the things that I told him was this: I feel that it would be- 
far better to get active workers in the co-operative field, especially non¬ 
credit co-operation, to see what is really being done by other countries 
rather than deliver lectures to them. I delivered an address on—The 
Message of my Western Experience—I do not know whether half a dozen 
people took advantage of that. Would you be in favour of Buch a pro¬ 
position. 

Mr. McDougall : Yes. 

Mr. Devadhar: I was told by a Professor of a University who is now 
delivering Extension Lectures that he found, when he lectured on economic 
or industrial subjects, that far better intelligence was shown by those 
who are actually working in the movement than by mere students. If 
that iB your experience then this proposition is correct. 

Dr. Friederich: A lot of German co-operators go to Holland and 
Denmark to study co-operation in these countries because marketing is- 
much better developed in Holland and Denmark than in my country. 
People from other countries come to my country in order to study our 
credit co-operative societies. 

Mr. McDougall: I should like to suggest that arrangements should be 
much better developed in Holland and Denmark than in my country. 

Mr. Devadhar: That will be one of the conditions. I should like to 
get your idea with regard to one of the aspects of the formation of land, 
mortgage banks. I take it that if real relief is to be given by the top 
institution it is only possible on two conditions: a long period over which 
repayments will be spread, and a small rate of interest. I will not deal 
with the latter because you have given our views. Now I should like to 
mention that in our Presidency we have formed a number of co-operative 
housing societies with financial assistance from the State in the proportion 
of 1:2 or 1:3 I belong to a society of which I am the President. We 
had Rs. 25,000, we got Rs. 75,000 from Government, and we have put up 
four buildings in Bombay of the value of Rs. 1 lakh. The loan is spread 
over a period of 40 years. Now in the case of houses the returns are 
steady, whereas in the case of land, if the money has to be repaid out 
of the income, there is a certain amount of uncertainty about it. Would 
you be prepared to make the period something like sixty years for loans 
on land ? 

Mr. McDougall : I entirely sympathise with it. As the movement 
becomes sound, as you gain experience, extend your period, till then 
play for safety. I can see no chance of securing the necessary amount 
of safety if you are going to start with anything like sixty years under 
the conditions prevailing now. It would be very dangerous. 

Mr. Devadhar : Money will be spent on improvement. 

Mr. McDougall: Land deteriorates very quickly. It has got to be 
nursed, taken care of. 

Mr Devadhar: Take for granfedHEFat the improvement or the rate of 
improvement will be maintained: length of period is one of the factors*, 
making for repayment easy. 

Mr. McDougall: Quite right. 
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Mr, Devadhar: I should like to know -whether you have any proposal 
to make with regard to the liquidation of old debts. In your paper on 

f age 17 you have made some remarks with regard to the attitude of the 
n'dian ryot towards his indebtedness. Probably you mean to say that 
ft is as natural for him as it is for a fish to live in water. But fortunately 
in India a grandson will recognise his responsibility to repay the debte 
■even of his grandfather: if the debts were proved people are unwilling to 
disown moral obligation. We would not advocate therefore anything like 
rural or .agrarian Insolvency Act. Have you any suggestion to make with 
regard to 'the manner in which liquidation should be attempted? 

Mr. McDougall: No. 

Mr. Devadhar: Have you come across any country where people are 
face to face with this kind of indebtedness—I do not mean the kind of 
indebtedness in Germany, I can explain it away,—this indebtedness where 
money is borrowed for unproductive purposes. 

Mr. McDougall : No. We attempted to meet it to some extent through 
■the Mortgage Corporation in England. I have no personal experience' of 
that at all, and I am sorry that my ability is not sufficient to suggest any 
Scheme. I was told by Sir Arthur Salter that there was a Committee-^— 
I think a League of Nations Committee—investigating the financial in- 
solvency of some of the backward Central European States. He suggested 
that the findings of that Committee might be available. I do not know 
whether they got reported. Sir Arthur promised to let me have the in- 
lormaticn at. the earliest possible date, but I have not got it. 

Dr. Friederich : It is necessary to supply long-term credit on reasonable 
conditions because the Committee are of the opinion that indebtedness is 
caused by expensive short-term credits, and that it cannot be removed 
unless long-term credit is supplied at cheap rates and peasants are able 
to repay their debts within a long period. In my country the Land- 
shaften'banks charged usually before 1924 \ per cent, as rate for repay¬ 
ment: later on up to 1 per'cent.; and the biggest rate or what we call 
amortisation purposes is 3 per cent. So people can repay their debts in 
the course of a very long period. But indebtedness cannot be removed by 
such measures only. 

Mr. Devadhar: This is one of the ways. 

Dr. Friederich: General conditions of agriculture should be improved, 
and long-term credit should be supplied. 

Mr. Ramdas Pantulu : There is a matter which we may have to con¬ 
sider in the Committee later, on which Mr. Devadhar expressed an opinion. 
I am not in agreement with him. Both the Boyal Commission and the 
•Civil Justice Committee have pointed out how rural debtors have not 
been able to take advantage of the Provincial Insolvency Act as it stands, 
and have definitely recommended that the question has got to be looked 
into. I propose to press this point in the Committee. Mr. Devadhar's 
statement that a Rural Insolvency Act is unnecessary may not be taken 
■as my view. Do you agree with the Royal Commission ? 

Mr. McDougall: I agree with them. 

Mr. Devadhar: You propose rural insolvency as one of the reliefs to 
be given. 

Mr. McDougall: On the lines, of the. Royal Commission. 

Voi,. rv. 


3o 



994 


Ifr.. Devadhar : In proposing the Provincial Audit Union your complain^ 
Was that the audit as at present conducted is inefficient and inadequate. 

Dr. Fricderich : According to statements made in the provincial reports. 

Mr. Devadhar: At the same time I think you have seen that in soma 
of the Presidencies at least there is a clear cut distribution of function: 
financing is managed by provincial banks; auditing is carried out by 
Registrars and local societies approved by Registrars; and education, 
propaganda and organisation come under the third institution called the 
third arm or the third wheel, viz., the provincial co-operative institute, 
If it be your idea that adequate audit is not carried out at present and? 
should be improved, instead of asking another body to combine these 
functions, would it not be advisable to ask the Department to increase 
the staff or add it to the work of the Provincial Institute which is respon¬ 
sible for education, supervision, and for some kind of organisation. 

Dr. Friederich : I think in case my proposal is accepted you have a- 
smaller staff, but more efficient staff. I am of opinion that in some 
provinces you have rather a big staff for audit and supervision. You 
have one class of people to look after another class of people: a relatively 
small number of auditors and a relatively big number of people to look 
after the auditors. If my proposals were adopted Government will save 
some money. On the other hand the contributions of the societies will 
not get too heavy. For instance, I read in the Bengal report that Govern¬ 
ment would have spent less money than the audit fees levied by them. 

Mr. Lamond : Madras Report, paragraph 16, page 10, middle portion. 

MADRAS REPORT. 

16. In spite of the exhortations of the leaders of the movement and 
the efforts of the special staff there has been a deterioration in the matter 
of repayments. Tn respect of amounts due by agricultural and non-agri¬ 
cultural societies to central banks the percentage of- balance to demand’ 
rose by 4 under principal, by 15 under arrear interest and by .2 under 
current interest. As regards' repayments by members to agricultural 
societies the overdues rose by 6 per cent, under principal and by 4 under 
arrear and current interest. In non-agricultural societies the arreas under 
principal and current interest rose by 3 and 7 per cent, respectively, while 
the arrears under interest due in previous years was reduced by 18 per 
cent. The main reasons given for the unsatisfactory recoveries are the 
low prices ruling in tlie market for tlie chief agricultural products such 
as paddy, cotton, and groundnut and the prevailing economic depression 
in the country. The non-agricultural societies have fared better apparently 
because there is a large proportion of members in those societies with fixed 
salaries such as Government servants, employees of local bodies and 
firms The members of agricultural societies have no such fixed income 
and the low price obtained by them for their produce was probably insuffi¬ 
cient to meet all their liabilities. It must be said, however, that this is 
not the only reason for the heavy overdues. The members have, generally, 
not yet realized the importance of punctuality and of keeping their credit 
unimpaired. They think that the payment of the society’s dues can be 
put off as long as possible and do not realize that they are ruining their 
credit by such default. You have read this report. I should like to know 
your views as to whether you think the steps they are taking are adequate- 
and whether vou can suggest anything to improve liquidation of debts. 



but in doing that I should like you to take into consideration the remarks 
made by the Registrar. The main reasons givau for the unsatisfactory 
recoveries arc low prices ruling in the markets and the prevailing economic 
depression in the country. As regards bad finance it might have happened 
under very good management. Those people in the ordinary course would 
have been repaying the loans if, as they are depending on the movement 
for their accommodation, they were not let down. In one place they refer 
to societies which went into liquidation over 5 years and then sooieties 
that have not been able to recover 50 per cent, of their outstandings. They 
have given that account under the head ‘Depression’. 

Mr. McDougall: What report is that? 

Mr. Lamond : Madras. They have collected particulars of outstanding 
arrears of societies the registration of which was cancelled oyer 5 years and 
find that there are 86 such societies with Rs. 889 lakhs pending col¬ 
lection. 

Mf. Lamond: During 5 years 2''62 lakhs have been recovered. They 
have collected less than 50 per cent, in the five years; there is still 3'89 
lakhs outstanding. 

Mr. McDougall : That is not a particularly healthy state of affairs. 
That is one of the reasons why I would urge my good co-operative friends 
to consider the advisability of making their technical work as perfect tut 
possible. I will be immediately challenged by the statement that there are 
experts in Bombay and that Mr. Ramdas Pantulu himself is an expert. I 
am not an expert banker, the last thing in the world I would do is to 
make myself responsible for banking. I would tell the expert “That is 
your job and if you do not make a success of it, you can look out for 
trouble”. But whether they are experts or not, 1 would appeal to my 
co-operative friends to consider this: what enormous amount of time 
would be available to them to devote for furthering co-operation in all 
its other branches if they were relieved of this constant worry. I shall 
tell you a story about myself; it has some bearing on the point. I was 
placed in charge of agricultural produce in Scotland during the War. I 
was responsible for stocks amounting in value to millions of pounds. It 
was very soon realised that if we were to carry on the work successfully, 
we would have to become a really great marketing organization in which 
all the marketing had to be done through us and that we would require a 
large amount of Government funds to carry it on. A special central com¬ 
mittee would have to be appointed to undertake this work and the : dea at 
first was that both England and Scotland should be combined. I saw the 
permanent Secretary and settled with him that we in Scotland would have 
the control of our own fund. The question of the constitution of the 
oommittee hod to be taken up. The organisation was to handle’ millions of 
pounds. In England they had appointed an expert auditor, they had also 
a banker as Chairman of the Commission. When I was asked as to whether 
I required a banker as Chairman, I said ‘no’. They were staggered and 
said ‘we appreciate your practical experience enormously, but you do not 
BUggest you are a banker’. I said I knew all about that and because of 
that I would take good care to have a banker on my Committee on whqm 
I could depend. I was the practical man in charge of the business. There 
was not the slighest doubt that the work was extremelv satisfactorily done 
Now, gentlemen, I would appeal to you to consider the energy that you 
could devote to other work if you were free of technical responsibility. I 
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know of the difference it would make if you uad a real practical man in 
charge and I would beg of you to consider that. It is a matter 6f detail 
and not of principle at all. But do consider the relief it would be to 
yourself and to the leaders of the movement. It is not your business to 
"bother yourself with liquidating concerns that have very likely to be 
liquidated because of mere technical defect. It is somebody else’s business. 
Fhe scope of your work is so enormous, so wide. 

Mr. Ramdas Pantulu: Liquidation w purely official. 

Mr. McDougall: That is quite true, but if there is any flaw on the 
banking side, that brings on liquidation if the thing is not perfect. 

Mr. Bamdas Pantulu: May I know exactly where technicalities come 
in? 

Mr. Lamond: Here, is what, the Eegistrar of Co-operative Societies in 
Madras says in his last report:— 

“During my inspections of Central Banks, I have been impressed 
hv the fact that totally inadequate attention has been paid 
in the past to the question of bad debts, and that central 
banks generally assumed that all their investments were good 
until the contrary was proved’'. 

Mr. McDougall: In the report of your own Bub-committee on Rural 
Finance I find the following:— 

“The various Provincial Committees speoify some defects as being more 
pronounced in their provinces: 

Bombay —Careful selection of members not universal. 

Madras —The knowledge of banking in the staff and the directors 
generally inadequate*’. 

Mr. Lamond: The reason why I brought this point is this: as a banker 
I see that next year the co-operative movement is going to have a difficult 
time, because in the ordinary course the cultivators who would be paying 
this year are not in a position to repay their debts and they have got an 
■extension of time for repayment. If the banks take up the attitude next 
year that they would not advance any more, what is going to happen to 
them? 

Chrlrman: It is not a question of banking expert. 

Mr. Lamond : It is one of th'. most difficult questions in banking. 

Mr. Bamdas Pantulu: Mr. Lomond is perfectly right in reading the 
passage from the report of the Registrar of Co-operative Societies. The 
difficulty came, not because there was no banking advice, but because the 
central banks have not got themselvep into touch with societies and obtain¬ 
ed information. 

Mr. McDougall: Some of the other provinces who specify some defects 
«b being more pronounced in their provinces are:— 

Burma— Failure to observe fundamental banking principles. 

Central Areas —Feeling of irresponsibility among its officials and 
managing bodies of central co-operative banks for anything 
that goes wrong. 

Inadequacy of co-operative staff. 

The Royal Commission comes to the conclusion that the financial solvency 
-of the •novement is beyond dispute and it is the working of the societies 
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that is defective. I feel that unless you have technical experts in ohgrga 
you are carrying a burden which is not right that you should carry. Your 
work is so enormously important in other ways. You should relieve yourr 
selves of all responsibility. You should have an administrator who i» 
only thinking out the lines of advance. 

Mr. Devadhar: Mr. Ranidus Pantulu is connected with the Co-operative 
Bank in Madras as Chairman or Director. I am also connected with the 
Provincial Co-operative Bank as one of its Directors. Would you like us 
to resign our position? 

Mr. McDougall : No, I should like you to continue as directors by all 
means, to attend the directors’ meetings when necessary, to advise your 
provincial banks and generally to keep your finger on the pulse. But I 
want you to get rid of the responsibility that is a crushing burden on you. 
1 want you to devote your whole time and energy into making that tre¬ 
mendous stride that you have got to make and I would beg of you to 
consider the great relief it would be to you if you had a technical man. 

Chairman: As it is, Mr. McDougall has made an appeal and we have 
before us the experience of a province where there is a banking expert. 
So I tried to find out the position in that province. This is what I find 
in paragraph 43 of the Report on the working of Co-operative Societies in 
the Punjab for the year ending 31st July 1929 regarding liquidation: 

“The figures are large and together with the number of societies 
growing . . . .” 

If that is the position in a province with a hanking expert, to my mind the 
solution is inconclusive. We will certainly give the suggestion our most 
serious consideration. 

Mr. McDougall: How long has the banking expert been there? 

Chairman: I think he has been there from 1926. I shall leave it at 
tnat. Mr. Lamond’s other point is more important. It was that with the 
depression and fall in prices the borrowing ryot would find it more diffi¬ 
cult to repay his debt, say in the next year or so. Has Mr. McDougali 
any solution to offer to meet this part of the situation? 

Mr. McDougall : No. 

Chairman: I think you said that it would be for Government to com© 
to their assistance. 

Mr. McDougall: That is so. 

Mr. Ramdas Pantulu: We have thought out a solution without a bank¬ 
ing expert, it may be right or wrong. We have got the Provincial Bank 
in Madras to meet the situation by applying to the Imperial Bank for a 
loan of ten lakhs on our co-operative paper, it is for them to grant or not. 
Government have given ten lakhs to be re-paid in six months, but neither 
the Imperial Bank loan nor the Government loan is going to be repaid by 
the ryots, because it is not likely to be feasible. W^hat we are trying to 
get is some long term deposit and give extensions to members of the 
societies to tide over the difficulties. We propose to get it next year and 
pav Government. So far as I can see, it is perfectly sound banking pro¬ 
position. 

Mr. Jadu Nath Roy : About your remarks on Land ownership and 
tenure in Bengal, I may tell you that tenure under zemindars and Gov¬ 
ernment is almost the same. They pay the same rate of interest and 



998 


enjoy the same occupancy right, they can sell the occupancy right in the 
case of hhania from Its 5 to Us. 1,000 or Ks. 1,200 per bigha and what¬ 
ever they make they can easily enjoy. Have you investigated the condi¬ 
tions in Bengal about land tenure? 

Mr. McDougall: No, I saw none of these conditions. 

Mr. Jadu Nath Roy: Your statement that 50 per cent, is realised over 
rent applies then to the Punjab? 

Ch. Mukhtar Singh: We have read in the Bengal Committee report 
that there are 24 intermediaries between the cultivator and the zamindar. 

Mr. Jadu Nath Roy: But the rent paid is the same. 

Ch. Mukhtar Singh: They car. sell their rights. 

Chairman: But not the occupancy tenant’s rights. The Bengal system 
is very complicated. You have first got the zemindars, then the patnidars, 
then the dar-patnidars and so on until you come to the tenant. But the 
tenant has always got the occupancy right and pays the same rent. I 
would advise Mr. Mukhtar Singh to read one of the books on Land Tenure 
in Bengal, it is a most complicated arrangement. As a result of the various 
Tenancy Acts passed, I think I am correct in saying that all of them have 
now got occupancy rights. 

Mr. Jadu Nath Roy : In the case of Madras, I understand they pay 
50 per cent, of the produce for Government land. 
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16th March 1631. 


MEMORANDUM ON MARKETING. 

By Mr. A. P. McDougall. 

There is one great problem before India—to increase the prosperity of 
the ryot. Jf this can be done then not only will the economic but also 
the social position of the country be revolutionised to the advantage of 
all. There fire only two ways—Co-operation (in its broadest aspect) and 
Marketing. 

in the economics of production a factor known as the law of diminish¬ 
ing returns comes into operation. . In many trghly developed countries a 
point lias been reached when it has become impossible to increase pro¬ 
duction except at the sacrifice of profits. Before that stage is arrived at, 
increased production actually reduces costs and thereby, increases pro¬ 
fits. This has been the line followed by most countries. In others, not¬ 
ably Canada, the grain belts of Ameren and Australia, costs of production 
have been reduced by mass production by power machinery with the 
minimum amount of labour employed. To such an extent has this method 
developed that in certain districts of America 600 acres of wheat land 
ean be cultivated and harvested per man employed. Progress in such 
a way is for many obvious reasons impossible in India. She must advance 
on the lines of increased production. She has hardly started to do so. 
There is room for vast development before the profits of her cultivators 
are adversely affected by the law already referred to. 

The governing factor in the development of agriculture and trade is 
demand. India has spent 115 crores of rupees in bringing into cultivation 
23 million acres of irrigated lands. On this land she has established two 
millions of small cultivators. No effort has been made to ensure them 
a market for their output. Their produce has aggravated a disease which 
had already been in existence—the congestion of the internal market. 

Ryots who have settled on the virgin irrigated soils of the Punjab have 
improved their position. It is to some extent at the expense of their 
fellow rvots who have remained on their old crop weary holdings, on land 
exhausted by countless generations of cultivators. Even the tillers of 
irrigated lands have not reaped the full advantage of their eSorts because 
of the congestion to which reference has been made. In a country like 
India it is the export market which makes the price, not the home. If 
'because of inferior quality, uncertainty of supplies or lack of uniformity, 
Indian export produce makes less than that of other countries, then the 
price on the home market is correspondingly less. If steps are not taken 
to organise export in such a way as to meet the modern requirements of 
world trade, then the greater the quantity of produce grown in the country, 
the greater will be the internal congestion. This will result in increasing 
the poverty of the ryot, and then the less will not only he and his family 
eat of his own produce, but also the millions of village workers who supply 
his requirements. The trouble does not end here, industry which is de¬ 
pendent on the prosperity of the rural population—80 per cent, of the 
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whole—will find its market seriously restricted. India is a country of 
thirty-six million homesteads, small in area and therefore, under the 
existing methods of cultivation, with a email output. No other, country, 
with the exception of China is less organised. More than any other 
country does she require organised marketing for the following reasons: — 
The diversity of quality and class of produce. Almost every crop in the 
world is grown by her cultivators in relatively speaking, minute quantities. 
The amount of surplus available from each cultivator is trifling—collective¬ 
ly it is enormous. The difficulties of successful marketing are added to by 
the ryot growing mixed crops such as wheat and barley. In a country 
of such vast extent, long and heavy expenditure on rail transport charges 
has to be borne by a considerable proportion of the crop. Bulk transport is 
the only possible way to reduce this expenditure. 

Facilities for collection and export have, it is stated by competent 
authorities, actually declined in recent years. The great export firms have, 
for instance, withdrawn their agencies from many important markets, 
particularly in the Punjab. This is remarkable in a province where such 
intense development has taken place and where we would have been jusfci 
fled in expecting greater activities on the part of the large export merchants. 
Mr. Owen Boberts, a well known expert on the marketing of wheat in the 
Punjab, who has spent considerable amount of time in investigating the 
position, has made the statement that marketing in that province is simply 
chaotic. We are satisfied from the investigations which we have made 
that this*is not an over statement. It has been stated that there is one 
million tons of wheat lying in the Punjab at present, while Calcutta is 
buying Australian wheat. It has been landed even at Karachi—a gilber- 
tian state of affairs. A proposal has been made that the import of wheat 
should be prohibited. This is a lazy man’s remedy, especially in a country 
which normally exports wheat. The only sound remedy is to fight with 
modern weapons—Organised Marketing. 

Even the selling of tea would appear to be most unsatisfactory. The 
President of the Tea Buyers’ Association in a speech made the other day 
referred to the gloomy outlook in that trade. He blamed the antedeluvian. 
methods of selling tea. 

As the organised competition of the rest of the world is increasing,. 
Indian produce is being displaced. Standardisation and organisation are 
now the watchwords in every great country. There is a determined striv¬ 
ing after efficiency. This is to be found with Canadian, Australian and 
Argentine wheat. Even Russian wheat is now being sold through one 
organisation. New Zealand and Danish, butter has captured the world 
market because of organisation in marketing. This also applies to Danish 
bacon. Argentine meat rules the world market because of organisation. 
South African, Californian, and Canadian fruit growers are entirely de¬ 
pendent for their export trade on the efficient methods adopted by these 
respective countries in placing the fruit on the world’s market. To such ah 
extent have nations interested themselves in organised marketing that 
in Ireland, Denmark and Holland eggs are now refused an export licence 
unless they secure the Government hall-mark of quality. 

During the last* decade grading in western countries has become almost; 
universal for all products. Canada was the first country to standarise 
glides. Eor many years her wheat has been sold on the exchanges of 



Winfaipeg, Chicago, London, Bottadam and Hamburg to the extent of 
millions of pounds a day on the declared grade quality which is rarely 
challenged. A bushel of wheat has on the exchanges a world market and 
can be transferred as easily from hand to hand as sterling money. Gooq 
quality Indian wheat is as good as Canadian. It is hardly neoessaxy to 
tsk wlmt its position is in the world’s market. This arises not only from 
the mixture of various qualities of wheat but also from varying amounts 
of sand. We are informed that 5 per cent, and even more is a common 
average. No country can afford to pay freight charges on exporting grit. 
In dealing with large quantities of agricultural produce, this in itself 
amounts to a severe handicap. An even greater one is the difficulty of 
ensuring steady and continuous supplies. Wheat, for instance, is of little 
interest to large dour millers unless they can be ensured of stated quan¬ 
tities when required. Milling is now a highly specialised and technical 
trade. The miller sells his flour as the Canadian producer sells his wheat--, 
on standard quality. It is only -n this way that the miller oan retain his 
market-. The baker also must know exactly what grade of flour be 18 
buying. To enable the miller to,give this guarantee, the proportions of 
various grades of grain used bv him must he definite. Adulteration of 
grain and other produce which is so frequently done by the trader and 
the ryot in their endeavours to increase their meagre profits, merely adds 
to the ultimate difficulty of securing the best price. The ryot and the 
collecting merchant try to deceive each other. The collecting merchant 
and the shopkeeper do the same. The shopkeeper in his endeavour to 
secure a profit, adulterates the food which he sells to the consumer. Tn 
the aggregate, the profits of the innumerable number of traders must be 
very great. Individual profits are small as they rIwbvb are where there 
Is p teeming population ns in India. The fight for n hare livelihood will 
alwnvs bring forward sufficient competition to secure to the ryot a price 
fcha+ will leave the country' trader with a very small margin. It is not 
the excess profits of the traders that the rvot has, to complain of or suffers 
from, it is the hopeless inefficiency of the whole svstem. 

' During the course of the discussion at the meetings of the Central 
Banking Enquiry Committee, the decline of the Indigenous Banker has- 
been referred to. Competition from the Imperial Bank, the big Exchange 
Banks and the Joint Stock Bnnks has been stated as the reason. 

The decline of the Bill Market has also received attention. The reason 
given has been—1. Stamp Duties.—2. Cash Credits. The Bill Market oan 
only operate successfully if there is a free scale of goods. When goods 
become sticky and difficult to clear, bills become dangerous. Careful con, 
sideration should be given to this phase of the problem. Tn our opinion, 
tbe decline of the Indigenous Banker and of the internal financial < rg.uii- 
sa^ion of the country is partly due to nntiquated methods of marketing. 
The Indian merchant operating on an internal market congested with 
goods which do not meet a ready export scale is a bad bank olient. The 
banker, the merchant and the ryot all suffer. . As the position of the 
latter (80 per cent, of the population) becomes more difficult it reacts 
op the trade of the country. It is only by the ryot manufacturing goods 
for which he finds a speedy and profitable sale that the real wealth of the 
country can he increased. The troubles of the Indigenous Banker anS 
the ryot arise, to some extent, from the same cause—marketing in whiob 
there has been no change for countless years. 
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Internal congestion not only disorganises the money market, it results 
in what must collectively be an enormous loss in the actual waste of 
produce. The holding up of goods in small parcels, even under the best 
•conditions of storage, results in serious loss. It takes place in the wheat 
stack of the ryot, in his store and in the pit or store of the small trader 
who collects the produce. Every hold up along the line of distribution 
means waste of time, waste of credit, increased transport and storage 
■costs. Even in England where wheat is stored on farms unthreshed in 
large ricks, the wastage between the months of September and May has 
b^en estimated at 5 per cent ; it must be much greater under conditions 
such as exist in India. I suggest that, if the loss from this cause alone 
could be estimated, it would shock the Nation. 

Until India can improve her position on the world's market, Bhe must 
remain a poor country and banking can never make real progress. Banking 
follows trade, it does not lead trade. Banking develops as the country 
• does. It cannot be made without trade. Trade cannot be made without 
goods. Goods are worthless unless they secure a market. During a boom 
period antiquated methods of production and sale may suffice—goods of 
whatever quality will find a market at some price. In times of depression 
it is a hopeless task for the merchant to sell inferior ungraded goods on the 
. world’s market at anything like a reasonable price. 

Dr. Trip in his memorandum on the Money-Market has pointed ouo 
how a well-developed system of warehouses could assist the credit posi¬ 
tion of the country. They would not only expand credit. They would be 
■of enormous assistance in the reorganisation of marketing. These ware¬ 
houses would form the nucleus for the centralisation of produce. If they 
are to be made use of then there must be some authority to organise the 
trade. The experience which the Punjab Government has had in erecting 
a wheat elevator is a sufficient proof that to do so wdthout the co-operation 
of the various interests will merely result in the building of stores through- 
-out the country which will never be made use of. Not the least import¬ 
ant of the many duties of the Marketing Board which we propose should 
be established would be to puli the various interests together for this 
purpose. 

The establishment of co-operative marketing will in such a country 
as India, be slow. It will, how'ever, be one of the duties of the Marketing 
Board, in consultation with the co-operative authorities, to assist and 
•support the promotion of co-operative marketing. It is more neces¬ 
sary in a country of small holders than it is where farms are large. The 
smaller a consignment for sale, the more hands does it have to pass 
through before it meets the export trader or the large wholesale merchant 
and the greater is the loss to the ryot. He must be persuaded to centralise 
his produce. There is only one wav in which this can be done—to prove 
to him that when he does so he is going to meet a better market for his 

goods. If co-operative marketing can be established another great advant¬ 

age will result. It will enable the produce of the country to be used 
as security for the provision of cheap credits. 

In one of the Provincial Committee’s Reports it is suggested that a 
Marketing Officer should be appointed under the Registrar. This sugges¬ 
tion is only trifling with a part of the economic structure which is 

of supreme and vital importance. The only attempt which is 

•being made at the present moment by Co-operative Societies in the 
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.marketing line is to establish Commission Shops in the local market. These 
shops act as agents for their members. They sell in the local market, 
under exactly the same conditions as other traders. The Management is 
not more efficient. It is indeed perhaps inferior. It is cl aime d that by 
this means a cultivator may save half a rupee per maund in commission. 
This may be of some benefit, but it only touches the very fringe of this 
great problem. The congestion of the internal market is left exactly as 
it was. During our tour throughout India we saw two co-operative market¬ 
ing agencies. One of these was in Madrus, it is called the “Triplicane Co¬ 
operative Society”. This is a small trading Society buying from farmers 
or in the wholesale market and selling to consumers. The Management 
informed us that they find great difficulty in making progress owing to 
the impossibility of securing adequate commission on the sales. The 
Managing Director of the Society stated that profits were exceedingly low, 
the average in the retuil trade being 6 per cent. If these figures are correct, 
then the costs of local distribution under existing organisation are low. It 
is difficult for any retail co-operative society to make progress under such 
-conditions. The other organisation which we saw in operation was a Com¬ 
mission Shop in the Punjab near Lyallpur. The Management in the latter 
■case was inefficient, Book-keeping was elementary and there was difficulty 
in explaining the book debts. For the size of the business they were ex¬ 
cessive. Co-operative Marketing is not worth doing if existing methods 
•cannot be improved on. If it ig to be of any real assistance to producers 
in India, then the whole problem must be tackled on entirely different lines. 
''The co-operative movement throughout India has no clear line of advance. 
Tt is uncertain as to its future procedure with regard to marketing because 
it has no clear understanding of the goal to be aimed at; there is only one— 
■clearing the line of surplus goods. 

At Rothamstead Experimental Farm in England there is one plot of 
' land which has been devoted to continuous wheat production for about 
half a century. No manures of any kind are applied. The yearly output 
lms become static at about 12 bushels or 750 lbs. per acre. The impres¬ 
sion is that production at this rate can go on indefinitely. The land is 
by no means naturally rich. If Indian production was raised even to 
this level the increased revenue would, in terms of wheat, be £112,181,000 
I>er year or 168 crores of rupees. If increased production in more valuable 
■commodities were considered, then the increased wealth would be much 
greater. By improving the cultivation and qualities of cotton and sugar 
eune, the increase per acre would be distinctly greater. The possibilities 
•of increasing the production of sugar are almost illimitable. At the present 
moment spasmodic efforts are being made to establish mills in various 
parts of the country, but no co-ordinated and organised effort is being 
made. There is another form of production for which the soil and olimate 
of India are particularly suited—fruit—there does not appear to be a 
single fruit which India cannot produce with great perfection. Many large 
■ tracts }f the foot hills of the Himalayas are, we are informed, ideally 
adapted for the cultivation of the more temperate fruits. The warmer 
regions are equally well suited for tropical fruits including mangoes. Cali¬ 
fornia by organised marketing has brought vast wealth to her state. In 
1877 one ear load of citrus fruit was shipped from that state, now ap¬ 
proximately 60,000 car loads are being shipped annually. Other classes 
of fruit have made similar progress. The value of the citrus fruit 
■exported now amounts to 80 million dollars per year. The value. 
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of the timber required for packing boxes is 6. million dollars—an industry 
in itself. This would have been utterly impossible but for organised 
marketing. Experts inform us that the soils and climate of many parte 
of the irrigated tracts of India are comparable to Califorma for fruit pro¬ 
duction. More revenue per acre can be derived from fruit than from any 
other class of food stuffs. It is only by concentrated eSort through bulk, 
marketing and standardisation of the product that Canada and South 
Africa have also succeeded in capturing their share of the world’s market. 
In this one line of produce alone a very large increase could be made in. 
the agricultural wealth in India. Even in England where considerable 
attention has been given to fruit culture in recent years, in certain dis¬ 
tricts specially adapted for fruit, the value of the land has increased 
from £20 per acre to £100 per acre; the gross receipts have also increased 
from £8 or £10 per acre to £100 per acre. In some eases this figure 
has been considerably exceeded. 

All these possibilities arc open to India, but it is only by concentrated 
effort that these vast avenues of wealth will be made available. Money 
as is well known to the Banking Committee breeds money. There is no 
single reform lhal is more likely to revolutionise the economic situation in 
India than by increasing the products to be derived from the soil and 
thereby increasing the wealth of 300,000,000 people. It is one of the 
greatest economic problems iu the world. There must be no shirking 
responsibility, however great the task. 

It may be said that the organisation of fruit cultivation in India is 
purely agricultural. To produce fruit or any other commodity before the 
market is assured will merely result in the fruit rotting on the trees as, 

I am informed, it has done in the northern Punjab for the last 2 or 3 
vears. Fruit growing countries have been compelled not only to effect 
organised marketing but- also to establish canning factories to make use 
of surplus crops. California is supplying the world. Why should India 
not have her share? 

The question of organised marketing is of greater national importance 
than that of Rural Credits. To supply credit requirements of the rvot is 
important, but as we have pointed out in a previous memorandum it is 
not so much so as it is to cifre the diseases from which the indebtedness 
arises. One of those is the low avenge production of the cultivator. Pro¬ 
duction can never be stimulated until the ryot can secure a free and sure 
flow for his surplus produce to the world’s market. It is only by the 
development of the external trade of India that she will ever take her 
place in the world of trade and commerce, which her vast wealth in land, 
population and climate would justify. Her agricultural possibilities, under 
a proper organisation, are amongst the richest in the world. Her re¬ 
sources at the present moment are only being scratched. 

Indian handicraft for which the country is pre-eminently framed would 
derive great benefit from a Marketing Board- If advantage were taken of 
the world demand for the innumerable articles which her workers produce, 
the output could be greatly increased. There should be an Agent and 1 
Show Room in every great capital in the world. It would be the duty 
iof a Marketing Board to organise the various handicrafts in such a way 
M would enable the trades ultimately to bear the necessary expenditure.. 



1006 


A small levy on the goods sold could be arranged for. German cottage 
industries are organised into guilds for this purpose and through them 
"their manufactured goods ure marketed with great efficiency and 'with 
.great benefit to the members. Indian workers are amongst the most sldlfyl 
in the world. The possibilities of improving their position by this meanB 
alone are illimitable but it is necessary that some authority should be 
responsible for organising the crafts. 

1 shall not attempt with the exception of jute to make detailed sug¬ 
gestions as to what procedure should be adopted for the various com¬ 
modities which India produces. This can only be done after a most care¬ 
ful and detailed investigation and in consultation and close co-operation 
with all the interests involved. There 1S only one way by which it can 
he accomplished—by the establishment of a Central Marketing Board 
under a reconstructed Ministry of Agriculture. We suggest that this 
ministry is the proper authority because it is agricultural and rural pro¬ 
duction for which organisation is most required. In order to co-ordinate 
the interests of the Provinces, the Board should consist, of one representa¬ 
tive from each. The chairman should be executive officer appointed by the 
"■Central Government. It is essential that he should understand modem 
trade and marketing requirements. Sub-Committees representing the 
various interests would be appointed by the marketing department and 
Would act in an advisory capacity. The marketing of every class of product 
would have to be carefully investigated. The Board would 
require an adequate staff, with possibly a branch in each province, 
at the head of which would be an assistant working with local committees. 
It shall be one of the main duties of the Board to make, a survey of the 
conditions which govern the sales of the various products, from the ryot 
■to the final market. Present costs of distribution will have to be known 
and the possibilities of not only improving existing methods but of dis¬ 
covering new markets must be gone carefully into. Each class of product 
will have to be taken separately. The problems nffecting grain are, for 
instance, entirely different from cotton. Even the various classes of grain 
may have to be considered separately. To secure a speedy sale for wheat 
from the producing areas to the oonsumers will require special considera¬ 
tion as compared with barley and maize. A start has already been made in 
the Bombay Presidency and to a lesser degree in the Punjab with cotton. 
Tt should be the aim of the Central Marketing Board to secure in every 
Province the standardisation of cotton on such a basis as would enable it 
to be sold to manufacturers on its grade mark as Canadian wheat is. The 
ultimate goal should be the development of co-operative marketing in such 
a way as to enable cotton growers through Bales associations to conduct this 
business on their own behalf. Growers of tea in India. Ceylon, Sumatra 
and Java have within the last year arranged for a limitation of their output 
in the hope that this will enable them to secure, better prices. We suggest 
that the attempt is foredoomed to failure unless growers are also prepared to 
organise the marketing of their product. Oilseeds, tobacco, fruit, tea, 
sugar, wool, and hide, all these and mnny others will only yield to treat¬ 
ment after close investigations and determined efforts are made by a 
Marketing Board. 

These are onlv a few of the manv tasks which it will be the duty of 
■the Board to undertake. 
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Proposed Jute Control Corporation. 

In recent years attempts have been made to control the price of rubber,, 
coffee and wheat by different methods. All have failed for reasons which- 
are well known. 

Jute is the only crop of any magnitude which under existing conditions, 
lends itself to such a form of control as would ensure a stabilised price to- 
the grower. Many Indian economists have pointed out that it is a mono¬ 
poly and that therefore it should be possible to secure to the producer a 
paying price. If it is a monoply to India, then this ought to be possible. 
There is reason to believe that it is. Attempts have already been made in 
Java to establish the crop there, and also in America and West Africa, 
but they have failed. It would be difficult to imagine a more suitable- 
country than Java—the climate and soil in parts not dis-similar and cheap- 
labour. in any case it is not grown in any other part of the world, though 
it has in the past been a paying crop of great value. There is, therefore- 
justification for believing that so far as the producer is concerned it is a 
monopoly crop, as long as the price is not raised unduly. 

There is also some ground lor suggesting that the manufactured article 
has to a considerable degree a monopoly. There are only two products in 
competition with it—hemp and paper. The former costs several timeB more- 
and is too expensive to enter into competition with the ordinary jute pro¬ 
duct.' Paper, up to the present, is only in competition with jute for 
cement bags, and the demand for jute would only bo endangered if mono¬ 
poly powers were used to raise the price unjustifiably beyond an economic 
figure. But it is no less possible that a well equipped research association, 
could discover other purposes, as yet unknown, for which jute could be 
used. 

It is possible with jute to regulate production. Further, all exports can 
be cleared through two ports—Calcutta and Chittagong. 

To enable control to bo effective, it would be necessary to take the 
following steps :— 

(1) A jute Corporation shall be established, with powers to fix 
prices for the raw material, to eliminate unnecessary cost of 
distribution, to control output and, if necessary, to undertake 
distribution and effect all payments. The capital of the 
Corporation shall be held by the Provincial Governments in 
jute growing areas in proportion to the average areas grown. 
The management shall be vested in a directorate representing 
the various interests involved. The constitution of the 
Directorate shall be as follows: — 

1. Overseas manufacturers—Two representatives for Europe. One 

representative for America. 

2. Indian Jute Mills’ Association—Two representatives. 

3. Oalcutta Baled Jute Association—One representative. 

4. Calcutta Jute Shippers’ Association—One representative. 

5. Calcutta Jute Dealers’ Association—Two representatives. 

6. Bengal Jute Association—One representative. 

7 . Directors of Agriculture to represent the cultivator—Five re¬ 

presentatives . 
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8. Representative of Banking interests—One. 

Full executive powers shall be vested in the Directorate. 

Note. —The interests of the producer will be fully safeguarded by 
the Government holding the entire capital of the Corpora¬ 
tion and having the power to dissolve* the Corporation itt- 
the event of monopoly powers being ^ised adversely. 

Prioes shall be fixed in advance in consultation with the various in¬ 
terests involved. Manufacturers and export balers (on behalf of their' 
clients) shall be bound to purchase all their requirements through the 
Corporation at the stated price. 

The Corporation shall be responsible for all surplus jute and shall with¬ 
hold same from the market unless for purpose which shall not be in com* 
petition with the manufactured jute fabric. 

Producers shall be formed into local associations, which shall be co¬ 
operative societies and subject to the rules and regulations of such. They 
shall bo responsible for the collection and transport of supplies to local 1 
depots. The collecting associations shall also be responsible for distribut¬ 
ing all payments to their members. 

At each local depot the representative appointed by the local associa¬ 
tion shall take over the jute by weight from the members. It shall then- 
be handed over by him to the bepari. Each lot to be moved and kept 
separate. The bepari shall be responsible for delivery to the Central 
Depot as taken over by him. Each individual parcel shall be reweighed 
and priced under the existing system. The final price to the grower shall 
then be determined and credited to his account. 

Payment of 75 per cent, of the price fixed by the Corporation shall be 
made to the association od delivery and weighment of the jute to the 
local depot. The balance shall be paid when taken over by the central- 
depot purchasers after assortment. 

Each association shall keep an exact record of output of all members 
and of the acreage of their holding. They shall employ a competent 
manager. The records of the associations shall be regularly inspected by 
officials of the Corporation. The Corporation shall have powers to settle 
all disputes. The association shall limit or increase the output of each- 
member pro rata according to the requirements of the Corporation. 

Each consignment received by the association from its members shall 
be weighed and marked at the point of collection. 

It would be advisable to use the existing channels of trade, as the 
agents of the> Corporation on a commission basis, agreements being entered' 
into for stated periods. 

After the raw material is in store it is a matter of ordinary business 
routine to supply, by whatever channels are decided on, the requirements 
of manufacturers throughout the world. Existing storage capacity shall 
be made use of. It may be found necessary to erect extra accommodation 
for the handling of surplus jute. Manufacturers will have nothing to 
gain by refusing to take their year’s supply, to the limit of their storage 
capacity, whenever the material can be despatched to them. 

Manufacturers shall notify the Corporation of their requirements at 
the beginning of each season, and shall be bound to take the amount 
specified. The difficulty of financing the season’s requirements by the 
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Corporation would largely disappear. Jute at fixed prices would then be 
recognised as a safe security. The banks as at present could hold a lien 
an the goods. The banker and the manufacturer should therefore welcome 
tiie proposal of fixing prices, as it relieves them both of great uncertainty. 
Manufacturers, having been relieved of existing speculative risks in pur¬ 
chasing their raw*material, would be in a position to devote all their 
energies to improving their technical and sales organisations and to reduc¬ 
ing their costs of production. It is well known that the speculative risks 
of purchasing requirements of raw material are a distinct handicap to 
manufacturers. The retail price of the manufactured article would not be 
influenced to any appreciable extent by the difference of say four rupees 
per maund on the raw material. 

It ia not inconceivable that under proper organisation material reduc¬ 
tions could not be made in the cost of distribution. 

The yield of jute in Bengal in 1928-29 was 43,000,000 maunds and its 
value at 9 rupees was £29,000,000. In 1930 the average price was about 
Rs. 4-4-0 landed Calcutta. Tt has been calculated that the cost of dis¬ 
tribution is Rs. 2-8-0 per maund, apart from speculation and profits. One 
rupee per maund means £3,250,000. It is unnecessary at this stage to 
enter into further details with regard to the distributing organisation which 
shou’d be 6et- up. It is merely a matter of sound business organisation and 
efficient accounting. The magnitude of the control need not prejudice the 
proposal. : 'jftajaSA 

The greatest difficulty will be found in the control of the crop output, 
but it is by no means insuperable. The allocation can be based on the 
previous output of the ryot. Restriction is no hardship where land can 
be used for growing other crops. Where other crops cannot be grown on, 
the ryot can leave a small proportion of his land fallow. A certain income 
from jute is of much greater value to him Legislation would be neces¬ 
sary. Powers would be required even to the extent of refusing to allow 
any but recognised growers to cultivate the crop. 

8urplus in any given year of 50 per cent, need be no serious handicap. 
A considerable carry-over is indeed necessary and is doubtless the ordinary 
practice of the trade. Gladstone once said that “Paint henrtedness was 
the master vice of the politician’’. Tf it can be proved that the economic 
difficulties are not insuperable, then the benefits of such a scheme to the 
Indian ryot, and perhaps to the world, are such that however great the 
-administrative difficulties, it. should he put in operation. 

The existing methods of distribution are:— 

1. The cultivator. 

2. The Faria and Bepaii. 

3. Merchants (Marwaris and European) 

4. Mills, balers and shippers. 

'There are only three grades— 

1. Standard (1st quality). 

3 . Lightning (2nd quality). 

• 1Tni><4g /M nn«liW\ 
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The variation in price is approximately as follows: — 

When first—Es. 30 per bale. 

2nd—Es. 27—27/8 per bale. 

3rd—Es. 23—24 per bale. 

The greatest difficulty in establishing a successful jute control will 
probably arise from the taking over of existing stocks apart from the 
.growing crop of the ryot. The whole position must be very carefully 
investigated and a decision arrived at as to whether it would be sufficient 
to leave them for disposal through the ordinary channels of trade. If 
control is confined to the crop in the hands of the cultivator then there 
will be considerable speculation in the stocks held by the merchants and 
traders. If the present level of prices is taken at four rupees per maund, 
merchants would hold up the stocks against the price that is fixed for 
control. They would receive a gratuitous profit of—say Es. 4 —per maund 
if the price was fixed at Es. 8. This would result in many millions of 
pounds being made by the merchants without any risk to themselves. 
Moreover, the merchant in holding up the stocks for a rise would dis¬ 
organise the demand through control. 

It may, therefore, be necessary to take over existing stocks. It haB been 
suggested that in order to overcome the difficulty of the manufacturer 
having made forward sales contracts—that he should be allowed a six 
months’ supply of jute. In the event of any manufacturer having any 
more jute in stock, this surplus should be taken over by the Corporation. 
In the event of any manufacturer having less than a six months’ supply 
in hand, he would be given the balance at the price of jute as taken over 
by the Corporation from the merchants. Manufacturers who refuse to 
hand over any quantity beyond a six months’ supply would be informed 
that if they refuse to do so, control prices would be raised against them 
to the extent of one to two rupees per maund. A fair profit would be 
allowed to the merchants on the stocks in their hands, and all stocks would 
have to be declared. 

It has been suggested that the farias and the beparis would withhold 
stocks of jute in their hands to hand over to the Corporation in the follow¬ 
ing year’s crop at enhanced prices. It may be that a comparatively small 
percentage of jute could be manipulated in this way, but all traders will 
"be licensed and the Corporation will have power to cancel the licence of 
any merchant or trader who does not comply with the requirements of 
the Corporation. Farias and heparin must also declare their stocks. In 
the event * any bepari endeavouring to manipulate his supplies, his 
licence would be withdrawn. The right to withdraw licence gives the 
Corporation great powers. It would mean that in future the bepari would 
he out of business. The stocks in the hands of the bepari which could not 
he traced would amount to a very small percentage of the whole. As the 
Corporation will make a considerable profit on jute taken over, the financial 
•stability of the Corporation would not be affected by a comparatively small 
proportion of illicit stocks having to be taken over in the following year’s 
crops. We are informed on good authority that old jute can be spotted 
-with comparative ease, if so, farias and beparis will run great risks. They 
will probably find that it is not worth their while. 

Payments to the cultivator will be made in the following way. Associa- 
-tions as we have already suggested will be established to which will be 

VOIfTV 8 p 



attached groups of villages. One cultivator from each village shall be- 
appointed to the Committee of Management. A Secretary Manager shall» 
be elected by them and shall be their paid servant. He shall be responsible' 
for keeping all books and transacting all correspondence between the Cor¬ 
poration and the society; he shall be responsible for organising the collec¬ 
tion of jute on given days. He shall also be responsible for supervising- 
the area of jute grown according to the requirements of the Corporation. 
Each member of the Committee shall in his own village assist in arranging- 
the allocation in the village. 

When a crop is ready for delivery, the Corporation will fix three collect¬ 
ing days during the season for each association, the jute will be taken by 
the cultivators to the appointed depot. It shall be weighed in the presence 
of the Manager and at least one of his Committee and the bepari or faria, 
whose business it will be to convey the jute to a central depot. Each' 
consignment as weighed will be labelled with the name of the grower. The 
weight shall be invoiced in the books in the ordinary way. A servant of 
the Corporation or preferably of the bank will attend each collection with' 
cash in hand. As each lot of jute is weighed and taken delivery of, the 
grower shall receive a cash payment of 75 per cent, of the fixed price. 

The bepari shall be responsible for delivering the jute as taken over by 
him to the central store. A responsible official of the Corporation Bhall 
then re-weigh each consignment and price it for quality according to trade- 
custom. The remaining percentage due to the cultivator shall be paid to- 
him on the next day of collection. At the end of the season any balance 
due to the cultivator for his last consignment shall be sent to the Com¬ 
mittee of Management of his association for distribution amongst the 
members. 

It has been suggested that this method is not possible in practice be¬ 
cause of the magnitude of the task involved. We shall examine it in¬ 
detail. 

In the 1921 census the number of population supported by jute agricul¬ 
ture is given at 4'2 millions. For the purpose of calculation let us assume 
that £ of that number are cultivators; this gives us one million. Let us 
make a further assumption that there is an average of 20 cultivators in, 
each village (the average number we are informed on good authority is 
considerably more) and that thei average number of villages which coula be 
formed into a jute collecting depot would be 20, we have therefore to deal 
with 50,000 villages and 2,500 selling associations. Allowing for 3 collections 
and 3 bank assistants at each collection to do the necessary book-keeping 
and effect payment, a staff of five or six hundred would be ample. I am 
informed on the best of authority that the banks could provide this staff 
with ease and that insurance of the money in transit could be effected at’ 
a rate of 3/32 per cent.—a trifling charge. 

Apart from all other considerations, anv scheme that would enable the 
cultivator to handle the notual money which his produce realises, is deserv¬ 
ing of the most serious consideration by all who are interested in his wel¬ 
fare. Credit Co-operative Societies might eventually take over the work 
of payment, but this would take some years; the actual collecting associa¬ 
tions would be run as co-operative societies though formed compulsorily, 
but in the initial stages it would be advisable to pay over the monies 
direct to the cultivator as suggested. 
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Chairman: We will take now for discussion Mr. McDoug&ll’s paper on 
"Proposed Jute Control Association” in consultation with Diwan Bahadur 
Sir T. Vijiaraghav&chariar who has been kind enough to be with us again 
today. Apparently Mr. McDougall is following the American maxim ‘‘to 
grow less and make more,” here as well. 

Mr. Ramdaa Pantulu: First of all I want to know whether Mr. McDougall 
has read my second note on Marketing which is more important and where 
I have given extracts from the “Businessmen’s Commission Report”. I 
have also added a note on Agricultural economics by Mr. O’Brien. They; 
have in America also created an association called the Stabilization Corpora, 
tion where businessmen, producers, and all other varied interests have got 
representation. I would first of all like to make a general observation od 
the scheme which is embodied in the appendix to my note. 

Mr. McDougall: With regard to these extracts I am in entire agreement 
with the economic principles outlined there. They have very concisely and 
very clearly outlined the views that I myself have been thinking for many 
years. 

Mr. Ramdaa Pantulu: In your scheme I find that you recommend the 
representation of producers by the Director of Agriculture. 

Mr. McDougall: That I consider to be only a matter of detail. My 
knowledge of the actual conditions prevailing in the Bengal Presidency waa 
not sufficient to enable me to see how the producer is going to have repre¬ 
sentation. That was merely a suggestion thrown out. If a better method 
of representation for the cultivator can be suggested then I have no objec¬ 
tion. 

Mr. Ramdas Pantulu: I suppose you have agreed with me that in a com¬ 
bination of business interests representation for the producer is an essential 
feature in order to safeguard his interests. Otherwise the idea in your mind 
for getting the producers effective prices will not bear fruit. 

Mr. McDougall: Yes. I would prefer details to be worked out later. 

Mr. Ramdaa Pantulu: Now with regard to the financial implications of 
your scheme. At present a good portion of the finance comes from the 
rhiddlemen, bepari, the big merchant and so on until the goods reach the 
manufacturing mills or export houses. It is estimated that Rs. 2 to 2$ per 
maund are absorbed by the middlemen out of the prices which the manu¬ 
facturing mills or the export houses pay for the jute. Therefore* the pro¬ 
ducers get something which represents Rs. 2 to 2$ less than the price which 
the consumer pays. 

Mr. Khaitan: I question that statement of yours. I do not think it is a 
correct state of affairs. May I know where from you got that information? 

Mr. Ramda8 Pantulu: I saw it from a speech made by Mr. Nalini Ranjanc 
Barker in Bengal. Something to that effect can also be found in Mr. 
McDougall’s paper itself. If my statement is not correct, you may correct 
the same later. (To Mr. McDougall)—May I know how you expect tbi* 
Corporation to be set up? The value of the produce is estimated at Rs. 30 
to Rs. 40 crores. That being so the Corporation will require a very large- 
amount, of working capital and a good share capital too. I notice in one 
part of your paper there is an indication that the whole capital should be 
given by the Government. 
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Mr. MoDougaU: I have indicated that the financing will be done by the 
commercial banks. 

Mr. Ramdas Pantulu: You have Baid in your paper that “The interest# 
•of the producer will be fully safeguarded by the Government holding the 
entire capital of the Corporation and having the power to dissolve the Cor¬ 
poration in the event of monopoly powers being used adversely". 

Mr. McDougall: I refer to the Share oapital. 

Mr. Ramdas Pantulu: You, therefore, expect the working oapital to be 
provided by the commercial banks? 

Mr. McDougall: Yes. 

Mr. Ramdas Pantulu : You know the commercial banks will not ad¬ 
vance any money unless on the security of the produce kept in the ware¬ 
houses. 

Mr. McDougall: I am not quite sure about that. Here you have a com¬ 
plete monopoly for jute? The beparis will have to be licensed. It may be 
we may hive to ask for some guarantee from them. 

Mr. Ramdas Pantulu: You propose to retain some of these middlemen. 

Mr. McDougall: Yes. 

Mr. Ramdas Pantulu : Have you gone into the details of calculations, 
etc., with regard to the amount used up by these middlemen which ulti¬ 
mately is charged against the producer? 

Mr. McDougall: I have had absolutely no opportunity of going into 
details of that kind but I am quite certain that the costs will be less than 
at present because the bepari is now spending his time in going round col¬ 
lecting innumerable small quantities and parcels of jute, and this accounts 
for his enhanced cost at present. Under this scheme he will get his boat¬ 
loads without much difficulty and the cost of collection and distribution 
will be lessened. There should be no doubt about that— 

Mr. Ramdas Pantulu: With regard to the Producers’ associations, oould 
•you give us a little more idea about it and let us know whether you contem¬ 
plate them to be constituted on the lines of the Producers’ Associations in 
Canada, the Fruit Growers' Associations in California and so on? 

Mr. McDougall: Very much on these lines. These co-operative organisa¬ 
tions under their own management. 

Mr. Ramdas Pantulu: Who compose the collection organisation? The 
producers. 

Mr. Ramdas Pantulu: And the local depots? 

Mr. McDougall: They are places where the beparis will take their jute. 

Mr. Ramdas Pantulu : Therefore, the local depots are the branches of the 
•Corporation? 

Mr. McDougall: That is so. 

Mr. Ramdas Pantulu: You say “Producers shall be formed into local 
associations, which shall be co-operative societies and subject to the rules 
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end regulations of such. They shall be responsible for the collection am) 
transport of supplies to local depots. The collecting associations shall also 
be responsible for distribution and payments to'their members”. Therefore, 
is it your point that the local depots are outside the local associations? 

Mr. McDougall: No. I am sorry if there is a misunderstanding or if I 
have not made myself quite clear. 

Chairman: I want to understand the position clearly. The local depot 
is the depot of the local association and the cultivator takes his jute to the 
local depot and then transfers it to the Central Depot. Is that so? 

Mr. McDougall: Yes. 

Chairman: The bepari is responsible for delivering the jute at the Central 
Depot. The producer brings his produce to the local depot. Is that the 
position? 

Mr. McDougall: That is so. 

Mr. Ramdas Pantulu: Are there more depots than associations? 

Mr. McDougall: The local association and the local depot are one and 
the same. 

Mr. Ramda8 Pantulu: Therefore, if you say the depot of the local associa¬ 
tion, that would be more correct and explicit. 

Mr. McDougall: That is so. 

Mr. Ramdas Pantulu: Then later on you say “Payment of 75 per cent, 
of the price fixed by the Corporation shall be made to the association on 
delivery and weighment of the jute to the local depot”. That payment will 
be made by the Corporation. Is that so? 

Mr. McDougall: Yes. 

Mr. Ramdas Pantulu: Through what agency will the local depot be in 
touch to make money available? 

Mr. McDougall: Through the agency of banks. The managers of these 
local depots will have to be in communication with the Corporation. 

Mr. Ramdas Pantulu: And, therefore, how will you put these people In 
touch with the Corporation—through what agency? I suppose there will be 
hundreds of associations ? 

Mr. McDougall: There will be hundreds of them. I understand there are 
about 2,500 of them. 

Mr. Ramdas Pantulu: Therefore, if there are hundreds of them, what 
organisation will you have for the local depots getting their payments as soon 
as the goods are brought? 

Mr. McDougall: In the first instance, the corporation must have some 
agencies down in these districts in more direct touch with the carriers and 
the managers of these associations. In my opinion it is quite impossible to 
transact the whole thing from the central office in Calcutta. You require 
sub-agencies attached to the big godowns or wherever you collect jute and 
these, at the direction of the Corporation, will be in constant touoh with 
your managers, making all the arrangements necessary. So far as the actual 
payment is concerned, I should very much prefer to use the staff of the 
banks. The banks would, at the instance of the district managers of the 
Corporation, make the necessary arrangements to take the money to the 
collecting centres and hand it over to the local association. 
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Mr. Ramdas Pantulu: So a cheque upon the bank by the Corporation will 
be cashed by the local association by some convenient means and the money, 
brought to the local association, and the local association which iB composed 
■of numerous producers would distribute the money among the producers. 

Mr. McDougall: There are many ways of doing it, I do not want my 
memo, to be taken as the last word. On the contrary, I shall be surprised 
if you accept the proposal if you will not have to make changes in the orga¬ 
nisation as outlined by me. I am not very sure that the corporation will 
not be well advised to divest themselves of the responsibility for making 
these actual payments. That might be done better by the bank staff. If 
the corporation employs a sufficient number of men to do it at a given period 
•of the year, it will require, as I have indicated, some 500 or 600 men. I do 
not see very well what these men are going to do during the rest of the 
season, whereas it is not inconceivable that the banks might be able to so 
arrange their staff that they can supply men for this purpose, and men 
who are accustomed to handle money. It is the bank’s money and I am 
quite sure it is safer to leave it in the hands of the banks. 

Chairman: I want to understand the position a little more. The central 
corporation is ultimately responsible for the financial part of the scheme. 
The producer brings his produce into the local depot. What happens there¬ 
after? 75 per cent, of the money has thereafter, according to your scheme* 
to be handed over to the local association for distribution among the indivi¬ 
dual producers. It is that stage that I want to develop a little more. After 
jute has been brought into the local depot and apparently until the cor¬ 
poration authorises somebody (it may be the bank) to make the 75 per cent, 
payment, what will happen and how is the corporation going to function pro ¬ 
perly and efficiently in the matter? The member in charge of the local depot 
can produce a statement indicating that so much jute has come into the 
local depot. Do you contemplate that as soon as that statement is passed 
on to the central corporation, the corporation will authorize a bank to make 
the payment to the local association without in any way satisfying itself 
whether the facts stated by the local association are correct or not? 

Mr. McDougall: It will work in this way : the corporation will be in touch 
with the local manager. He will forward to the local depot of the corpora 
tion a statement of the probable supply of jute. 

Chairman: You said that the local depot was the depot of the association;' 
is it the depot of the association or of the corporation ? 

Mr. McDougall: The local depot is the depot of the producers’ associa¬ 
tion? 

Chairman: Then we come to central depots. As I understand your 
scheme, the bepari transports the jute from the local depot of the association 
to the central depot of the corporation. Am I correct? 

Mr. McDougall: The bepari collects the jute from the producer's depot 
and takes it to the first depot of the corporation. 

Chairman: That you call the central depot? 

Mr. McDougall: Yes. 

Chairman: Therefore, the first stage is the local depot of the association 
to which jute iB brought by the producers; the next stage is the central depot 
of the corporation to which jute is brought by the bepari from the local 
depot. 
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Mr. McDougall: Yes. 

Chairman: Let us now come to the payment part- There is a local 
^manager of the association in oharge of the local depot V 

Mr. McDougall: That is so. 

Chairman: Is it part of your scheme that the local manager, as soon at 
he receives a consignment of jute from the producers, sends a statement? 

Mr. McDougall: No; the local manager on consultation with the district 
representatives of the corporation will fix a certain day for the collection ci 
jute at the local producers’ centre. The jute will be taken there by the 
producers and handed over to the bepari whose duty it will be to take it 
away from there. Immediately it is weighed and handed over, the bank 
Tepresentatives will be there. The money will be handed over to the pro¬ 
ducers when the produce is taken over by the bepari. 

Chairman: Therefore, there will be no payment until the stuff is taken 
over by the bepari. 

Mr. McDougall: But the two things will coincide. As the stuff ia 
weighed, the bepari takes it, then it is booked and the money is handed over. 
-On the other hand, I can visualise the development of that scheme as time 
.goes on. 

Chairman: I thought you contemplated two weighments. You say— 

‘•‘At eftoh local depot the representative appointed by the local asso¬ 
ciation shall take over the jute by weight from the members.” 

That I take it is the first weighment. Then in the same paragraph you 
■sav ‘‘each individual parcel shall be reweighed and priced under the existing 
system.” 

Mr. McDougall : That reweighment and pricing will be made at the cen¬ 
tral depot when the bepari takes the stuff there. The bepari shall be respon¬ 
sible for delivery to the central depot as taken over by him and if there is any 
shortage in the quantity, he must be held responsible. 

Chairman: Therefore, the payment to the producer will be made on the 
first weighment at the centre and as it stands, the weighment will take place 
-as each individual member brings in the jute, not when it is taken over by 
the bepari. 

Mr. McDougall: That is so. 

Chairman : Suppose I, the producer, take the produce to a local depot 
and somebody there takes over the jute from me and he probably gives me a 
■document showing the weight of the jute. How then does the corporation 
come in at that stage? 

Mr. McDougall: The bepari is the agent of the corporation. 

Chairman: That is the second stage. As it is, you must remember that 
there would be two classes of losses. First, losses in the local depot itself 
‘before the stuff is handed over to the bepari. 

Mr. McDougall: How can there be a loss there? The producer simply 
takes the jute there on the day appointed by the authorities, and it is imme- 
•diately handed over to the bepari. The payment practically coincides "witK 
the handing over. 
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Chairman: I am not sure from the practical point of view whether the- 
handing over and the bringing over can be made to coincide. As it is yoir 
have to fix a day. I take it that at each station there will be more than one 
looal depot, or will there be only a single depot? 

Mr. McDougall: There will be a single local depot representing, let ua 
assume, 20 villages. 

Chairman: All these people bring their jute and the jute is weighed imme¬ 
diately. You contemplate that as soon as it is weighed it will be passed on: 
to the bepari. 

Mr. McDougall: Yes, his staff will take delivery. 

Chairman: Therefore there will be one weighment at this stage. The 
weight when the jute is taken over from the individual producer and the- 
weight at which it is issued to the bepari will be the same. 

Mr. McDougall: Yes. 

Chairman: The bepari will probably take over more than one single lot. 

Mr. McDougall: He will have to take over many lots. 

Chairman: Therefore, from the practical point of view, as he will be res- 
possible for the Josses thereafter, I am pretty sure he will insist on another 
weighment. 

Mr. McDougall: Why? His representative will stand at the scales and 
see it being weighed. 

Chairman: Therefore, he will have to keep a large number of people 
there. 

Mr. McDougall: Not necessarily. It does not take long to weigh goods- 
as I know from my practical experience of weighing wool. 

Mr. Lamond: Each lot has to be weighed and kept separate. Is that 
possible? 

Mr. McDougall: I do not think it is impossible at all. If there are, say, 
200 lots, each lot is weighed as it is taken over. 

Mr. Lamond: The stuff has to be taken over and then put into the gene¬ 
ral pool; I do not see how it can be kept separate. 

Mr. McDougall: The corporation must have a great many practical jute 
experts. 

Mr. Lamond: I do not know the quantity each individual brings in. 

Mr. McDougall: Nor do I, but if you are going to take over the stuff ancl 
pay the full amount at the local depot, then undoubtedly it is not necessary 
that the corporation should have as many jute experts as there are depots. 
One expert can attend to several depots, but you would certainly require a 
few hundred, even 400 or 500, jute graders. In England if we were working 
the Wool Growers’ Association on .these lines, if it was required we 
woujd produce sufficient graders to take over all the wool in England in this 
way. Whether there will be sufficient experts that the corporation can 
depend on to fix the actual price at the local depot or not, I do not know. 
If there are, it simplifies the scheme enormously, because the actual price 
can be fixed as taken over from the producers. 
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Mr. Khaitan: Perhaps at this stage I may be allowed to draw Mr, 
MoDougall’s attention, to one or two paints. 

Mr. McDougall: Before you do so, I should like to say what I ■visualize 
if you accept the scheme or a similar scheme. Before very long each dis¬ 
tributors’ association will have its own depot where their manager will take 
over jute as our manager takes over wool on any given day from the produ¬ 
cer. It is held there under lock and key on behalf of the bank or whoever 
the financing authority is; this will avoid any question of the producers 
having to collect the stuff at any given centre and in a given day. That is 
to say, they can take it into this local depot on their own, where there will be 
a proper godown or warehouse that will keep the jute dry. This arrange¬ 
ment will ultimately make it very much easier for the producer and very 
much easier for the corporation. I cannot see this being carried out to 
start with, because there would be no money to build these little godowns. 
It would take some time. But as I visualise it, that will be the ultimate 
goal to reach. 

Mr. Khaitan: We have ourselves been trying to evolve a scheme of this 
nature. Do not please think that I am antagonistic to your scheme. There 
are some technical matters which perhaps have got to be considered. 

Mr. McDougall: I am sure there are innumerable technical matters to be 
thrashed out. I would remind you that in England when I saw the first 
memorandum on control issued by the Ministry of Food which I was asked 
to examine, I had my heart in my mouth; the thing was so utterly impossible 
in practice I was in despair. But before three months were over, by the 
combined effort of all the brains that went into the scheme, we made it as 
sound as a bell. 

A It. Khaitan: I am only saying that there must be difficulties in the 
beginning and we have to overcome them and not be overcome by the- 
difficulties. 

Mr. McDougall: That is so. 

Mr. Khaitan: You have mentioned three grades of jute in the memoran¬ 
dum. I wonder if you are aware that these are three of several grades used* 
in respect of packed bales of jute os they are exported. These grades have 
nothing to do with what we call ‘loose’ or ’kacha’ bales or wbat is even: 
sometimes called raw jute as distinguished from ‘pucca’ bales of jute in the 
form in which jute is exported. Even in pucca bales there are many more 
grades than you are thinking of here. In the ‘Standard’ (first quality men¬ 
tioned by you), some carry the jute marks and some sell on the basis of their 
cwn marks. Similar is the case with ‘Lightning’ and ‘Hearts’. Then 
there are ‘Daisees’ and ‘Bed marks’, the latter is the best quality of jute 
exported. Then there are certain grades 'which are, simply sold by marks 
as they are not covered by any individual grade. But these apply only to 
pucca bales of jute; after the kacha bales are collected the jute is cut, the 
moisture is ascertained and the whole jute is assorted and packed according 
to the different grades which may be required'for export purposes. These 
grades are not recognised or bought as such grades by the jute mills in 
Calcutta who are the biggest consumars of jute. 

Mr. Ramdae Pantulu: The Bengal Eeport says that jute is classified into 
five grades, 1, 2, 8, etc.’', and rejections. 
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Mr. Khaitan: I am coming to them. So far as the mills and balers are 
concerned, they fcuy jute according to a quite different gradation. The 
threes are perhaps the best at present, then the fours and then come rejec¬ 
tions. Then jute is also graded according to the different districts; for ex¬ 
ample Narayanganj fetches a better price than, say, ‘Tarpasa’. They are 
even called district jute and ‘jak’ (which means high class). You will re¬ 
member that jute as it comes contains roots. The roots have got to be cut 
before they are packed into big bales. So far as the mills are concerned, 
they sometimes buy jute separately and sometimes with the roots as it suits 
them to buy. Then there is the question of moisture, then the question of 
the kind of spinning jute yields itself to. It is just upon that that the 
traders have failed to come to an agreement as regards the fixing of various 
gradations. Then there is the length of jute, apart from strength, then the 
percentage of roots, then the question of colour too. When jute comes to a 
local depot, you contemplate that 75 per cent, of the price fixed by the cor¬ 
poration should be paid at the local depot to the producer who brings the 
iute. Having regard to the difficulties about what price should be fixed in 
respect of a particular bundle of jute that comes, who should be made res¬ 
ponsible to fix the appropriate price in respect of the jute? 

Mr. McDougall: May I ask you a question? Taking any' given district, 
I recognize that one district is almost certain to produce a better quality of 
jute than another. That applies to every commodity in the world that I 
know of. Will the value of the cultivator’s jute show a greater variation 
than 25 per cent, t 

Mr* Khaitan: It is quite possible that in some districts the variation 
may be more, but ordinarily in the case of jute in one particular district or 
at one particular depot the price would not vary by more than 25 per cent, 
subject of course to the question of moisture and roots. 

Mr. McDougall • 1 itcognize that, but after all the local manager will 
have to ■ cept some responsibility for that. If he, for instance, handed 
over a very bad sample of jute, the corporation would be justified in taking 
steps to prevent that. 

Mr. Khaitan: When I mentioned to you the question of root and mois¬ 
ture, I did not mean that the jute should necessarily be a bad sample. It 
may be quite good jute, but it may have a larger percentage of moisture in 
it or a larger percentage of roots. 

Chairman: It would be very useful if at this stage you tell us how the 
price is fixed. 

Mr. Khaitan: There are some collecting centres and some villages 
round about. There is one important village to which the representatives of 
merchants, the representatives of the people who have their offices at big 
centres, etc., go, e.g., Narayanganj. TVom the villages the jute is brought 
to the collecting centres either by the agriculturists themselves or by people 
who act on behalf of the agriculturists who are known as fariaa (some class 
of middlemen) who charge a little brokerage. They sometimes buy direct 
from the cultivators, then they become bevaris. There are some class of 
brokers also who collect the jute to the collecting centre; perhaps the agri¬ 
culturist himself comes and then between the nurchaser and the bepari or 
the broker, the price is fixed. The jute is actually inspected, they examine 
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the percentage of moisture, the percentage of roots. The price is then paid 
-and they come away with the goods. They surely make mistakes, but on 
the whole the price works out all right. 

Chairman : The responsibility is there. 

Mr. Khaitan: Both sides take the responsibility upon themselves. The 
thing, however, works out on an average quite all right. Some people who 
have got competent representatives are able to save about 2 to 4 annas a 
maund. It is after all on the basis of competence of the agents that profit 
or loss depends. 

Mr. McDougall: With regard to this matter it might interest your Com¬ 
mittee to know how an organisation of this kind used to be controlled in 
Scotland and England during the war with regard to the taking over of fat 
cattle. 

Mr. Khaitan: There is just this difference in conditions prevailing during 
the war and during normal times. During the war the conditions were quite 
abnormal and purchases were made for the purpose of running the business 
without pay : ng much attention to the quality. 

Mr. McDougall: But in Scotland and England very great attention, was 
paid to quality. I think it would interest you to know' what is possible 
under proper organisation. An organisation was set up to control the price 
-of live stock. Various grades of cattle were fixed. Now we tried to get 
the farmers to agree to this control and grading. It was criticised on the 
grounds that it would be utterly impossible to get a sufficient number of 
men at all these markets who would be in a position to fix the grade 
for live cattle. There was however no difficulty and experts were able 
to gauge it with marvellous accuracy. 

Mr. Khaitan: The same thing happens with regard to jute. They are 
able to do it with marvellous efficiency. May I know whether it is part 
of your scheme that whatever basis is fixed by the representatives of the 
local depot should be finally accepted bv the producers as regards quality. 

Mr. McDougall: If you think that you could get a sufficient number 
of men, say 500 or 600 of them in the jute producing area in whom the 
■Corporation could depend then I would have no objection at all to having 
the price definitely fixed at the time it is taken over from the cultivator 
and paying hifn in full. It is all a question of local knowledge as to 
whether you could depend on your men. In the organisation for the 
grading of cattle to which I referred to a little while ago, when the whole 
lot of them were killed and weighed out after 8 years of control it was 
"found in Scotland that the association had lost only about £30,000. When 
you consider the turn over of this business which worked up to several 
millions of pounds this loss is hut a very infinitesimal fraction per pound. 

Mr. Khaitan: What I want to know is that unless that is done or 
can be done how else would your scheme work after the producer has hand¬ 
ed over the jute to the bepari at the local depot. Is it your intentior that 
4he price should be fixed finally at the'Central Depot? 

Mr. McDougall: Yes, according to the scheme. 

Mr. Jadunath Roy: It seemB to me that it is impossible. 
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Chairman: As I understand it Mr. McDougall’s scheme seems to be- 
this. Lots of bundles of jute are taken to the local depot and there it is- 
separated and handed over to the bepari as separate parcels. The bepari 
takes it to the Central Depot as separate parcels and at the Central Depot 
the price is fixed. My point is whether this could be worked in practice? 

Mr. Ramdas Pantulu : Tf there is only one local association for every 
20 villagers, I am afraid the producers in their thousands will have to go 
there. 

Mr. Jadunaih Roy: There will be about 200 to 500 producers in eacfr 
village. 

Mr. McDougall: That makes the problem simpler. 

Chairman: Let us therefore assume that there will be about 10,000 men 
who bring their produce to the local depot. How will it then simplify the 
problem ? 

Mr. McDougall: My assumption was that there would be 2,500 associa¬ 
tions with about 20 villages attached to each. According to Mr. Ttov on his' 
lowest figure we shall have 5,000 villages only. Five villageg to each 
association will give us 1,000 associations. 

Sir T. Vijaraghavachariar: How many villages grow jute in Bengal? 

Mr. Jadunath Roy: In East Bengal almost a?l the villages grow jute* 

Chairman : Is it a practical proposition, in view of your water ways, 
etc., for 20 villages .to bring jute to one local depot? 

Mr. Jadunath Roy : At each rat villagers from 4 or 5 villages come to- 
sell their jute. 

Chairman: That being so would it be a practical proposition to have- 
one local depot for every 20 villages? 

Mr. Jadunath Roy: It is not possible. 

Mr. McDougall: Then you can have one depot for every 4 or 5 villages. 

Mr. McDougall : Do I take it Mr. Khaitan that jute is brought by pro¬ 
ducers in bales? 

Mr. Khaitan: They come in bundles tied up with a string or jute plant, 
itself. 

Mr. McDougall: Is it possible to put a label or something as Boon as they 
are received at the depots? 

Mr. Jadunath Roy: The producers do not sell their jute all in one lot. 

Mr. Khaitan: It would be more advantageous to the producer if assort¬ 
ment and grading arrangements could be made in the local depots and' 
the price fixed there so that the subsequent difficulties of keeping the 
parcels separate and so on would be minimised. 

Mr. McDougall: I would be in favour of that provided it is possible to» 
flet sufficiently qualified men to do that work at the depots. 
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Mr. Khaitan: A large number of men are no doubt available. Under 
private employ at present they are doing that work very well. 

Chairman : From the point of view of the buyer undoubtedly. But as 
a matter of fact we are here trying to secure for the producer his fair 
price. 

Mr. Khaitan: At the present moment there are so many buyers at one 
particular place that the seller is protected by the competition between the 
representatives of the various buyers and as a result of that competition 
the buyer is absolutely protected. 

Chairman: But when once the purchase is made through a local depot 
that competition ceases to exist. 

Mr. Khaitan: There are some graders who are kept at some looal 
depots. They are not very highly paid men but get only Es. 40 or Es. 60 
per month. Those who are a little more intelligent than these people 
may be able to get the jute properly graded. 

Mr. McDougall: The manager of the association is there, the repre¬ 
sentatives ol the village and the village headman are there. They will be 
able to spot if there is any unfairness in the procedure. The books ,of the 
Corporation will be public property. There can never be any collusion 
between these men. Even if the jute is weighed and graded at the pri¬ 
mary depot it will again be re-weighed at the Central Depot. 

Chairman: The grading of the local depot will be accepted by the 
-Central Depot. Is that the idea? 

Mr. McDougall: If possible. If the buyer or the grader or the official 
at the Corporation is not doing his work satisfactorily then the Central 
Depot would be showing a loss or a profit. It is for the Corporation to do 
this business without any profit-earning out of those proceedings and there¬ 
fore in the event of any grader proving io be unsatisfactory he could be 
turned out. The methods adopted in New Zealand for banks are very much 
the same. The graders there go to the country and fix the price of lambs 
they are going to kill say at 32 lbs. per head at the rate of say 8 d or so. 
I am speakiug from memory but I think the figures are about correct. 
They are only allowed a difference of a quarter of a lb. per lamb. If 
they bring in Jambs showing a greater variation than the margin allowed 
they say, you do not know your business, get out. 

Mr. Khaitan: Let us take to the function of the bepari. He takes over 
the jute at the local depot. Do you consider the bepari to be an indepen¬ 
dent person or a servant of $ie Corporation ? 

Mr. McDougall: He will be a commission agent of the Corporation. He 
will make his own transport arrangements for the jute to go from the 
local depot to the Central Depot. 

Chairman The btpj.ri, therefore, is not a paid servant of the Cor- 
-poration but only receives a commission for his labour. He takes over the 
jute at the local depot and hands it back at the Central Depot for whioh 
service he is remunerated. Is that the idea? 

Mt. Khaitan: In other words he is only a carrying contractor. 

Chairman: Therefore at the Central Depot he will be paid the cost of 
-transport and a reasonable profit? 
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Mr. MoDo-uga.il: Yes, that is the idea 

Sir T. Vijatraghavachariar: Would you entrust the whole work or 
grading and carting to be done on behalf of the Corporation to the bepari 
who will be only a commission agent? 

Mr. McDougall: Is the bepari an expert in the grading and valuing of 
jute? 

Mr. Khaitan : At present he takes the risk, pays for the jute and sella 
it. He does the work quite satisfactorily. 

Mr. McDougall: Then why not make the bepari a grader? 

Mr. Khaitan : They will have to be drawn from that class alone. 

Sir T. Vijaraghavachariar: I take it that you are not wedded to the 
details of the scheme. 

Mr. McDougall: Not at all. 

Chairman: Would it be possible to make the bepari a grader whether 
he is a paid servant of the Corporation or not? 

Mr. Khaitan: If he is paid a salary then there may be other compli¬ 
cations. The present idea of Mr. McDougall is that he will be paid trans¬ 
port charges for the work he does. 

Mr. McDougall: If it is not inconceivable I do not see any reason why 
the bepari should not be made the actual grader. 

Mr. Khaitan : If you do not separate the carrying contractor from the- 
grader there may be difficulties. That is my point. 

Mr. McDougall: It is for you to see to that. I do not worry myself 
about details. 

Mr. Ramclas Pantulu: But I am asking this question with a definite pur¬ 
pose. You say that co-operative associations should not take up the work 
unless they have their own men. 

Mr. McDougall: I am trying to prove to you that even with the servants 
of the corporation being responsible for the grading it is utterly impossible 
for the cultivator to lose any appreciable amount with the corporation as a 
public body on which are represented the producers. Their books will be 
open to the inspection of the public; as a matter of fact it will be one of 
the bas e principles of the constitution of the corporation that no profit 
shall be- made in that way. 

Mr. Ramdas Pantulu: I only wanted to know if in other countries co¬ 
operative produce organisations allow the business men. and merchants to 
do the grading for them, or do they do their own grading? Your idea of 
cooperation iH that the co-operative associations have graders from the 
merchants. 

Mr. McDougall: Because they are the only experts. I would not trust 
the cultivator to grade. 

Mr. Ramdas Pantulu: So you would not let the co-operative society- 
have its own graders? 



Mr. McDougall: I do not think so. The co-operative societies are fully 
safeguarded by having representatives on the body of the corporation. 
Further, if necessary, the manager of the collecting depot can go to the 
central depot and Bay ‘please let me see your books, how do the grades 
from our depot turn out?’ 

Mr. Ramdas Pantulu: The point iB whether he can employ his own. 
grader in. the co-operative association. 

Mr. McDougall : No. 

Mr. Khaitan: There is one thing I should like to ask you and that is- 
about the question of price. Do you not think that the success of your 
whole scheme depends upon the feasibility of fixing the price for the whole- 
season? 

Mr. McDougall: There may be no variation in prices. 

Mr. Khaitan : The season begins on the 1st August and goes on till 81»t- 
July of the succeeding year. The sowing starts late in February or in 
March and goes on till April. When sowing takes place in March, at 
present what happens is that all the big merchants and the big brokers send 
their representatives out to the country and they ascertain in what re¬ 
lation to the previous year’s sowing the sowing goes on in the present- 
month for instance. They make some calculations on the basis of the 
Bowing. If it is, Bay, seven-eighths of the previous year, then the price 
tends to rise and if it is one and one-eighths of the previous year, than 
the price tends to fall. That is in the middle of the season (March). After- 
March there is the question of rains. If there is good rain, the price tend# 
to fall, if there is bad rain, the price tends to rise. Together with all these 
have to be taken into account the question of the crop left over in India 
with the cultivators, with the balers and with the mills, and also thp 
stocks left over in countries outside India, e.g., Europe and America. All 
these factors are taken into account in fixing the price from day to day. 
With the same amount of rain it is possible in some year to have a longer 
plant and in some year a shorter plant. On the basis of all these, the 
prices go on varying, especially in March and August. Jute really beginB 
to come in September, although the season commences in August. 

Mr. McDougall:' When does the harvesting season end? 

Mr. Khaitan: It ends in September. 

Mr. McDougall: So you have practically only two months of harvest. 

Mr. Khaitan: The harvest begins in July, but a small quantity comes in- 
July, the largest harvest is done in August. The retting of the jute iB 
done mostly in August and September and the largest quantity of jute 
comeB into the market in September, Octoler and November. So far as 
Calcutta is concerned, it comes up to December because it takes some 
time to br : ng the jute over. I want to know how it is possible to fix one 
price owing to these difficulties. 

Mr. McDougall: I see no reason why you should not any more than 
the Sugar Beet Corporation fixes a price for sugar-beet in England which 
extends from the middle of September right on until the middle of 
January. With regard to the price to be paid by the mills, there will of 
course have to be a variation depending on when the mills take over the 
supplies. If, for instance, a mill takes over 50 per cent, of their supplies 
i* October and November (that is only a hypothetical date) and another 
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un ai ll does not want jute until the following July, then obviously the corpora- 
"tion are spending out of their money during that period the increase in 
price to the manufacturer or to the exporter. But with regard to the 
actual price, I see no reason why there should be any variation at all in 
-price except m grading and interest on money. 

Mr. Khaitan: So far as grading is concerned, there must be variation 
in price, but that will be fixed at the beginning of the season or perhaps in 
August. But what about the months, say, from February to July when 
the conditions change, the condition of the crop, the area under jute, etc. 

Mr. McDougall : That does not affect the principle at all. The only 
question is the carry-over that is required. 

Mr. Khaitan: Let me make the point a bit clearer. Suppose in March 
or April it is thought by the market that there is going to be a big crop 
next year and then the rate will have to be fixed at a lower level. This 
will set the buyers not to buy the jute, or they would buy as little jute 
ns possible. They do not buy from March onwards up till, say the end of 
July, because they would hold their hands for the lower price. Let us take 
two hypothetical cases of rates. In, say, the season 1930-31 the rate is 
fixed at Rs. 6*1, and having regard to the large crop to be grown from March 
onwards for the season 1931-32, people think that the price ultimately will 
be Rs. 40. Now the corporation has taken over jute at Rs. 60, but on 
account of the bigger crop next season, it has got to sell a good quantity 
of the jute at the rate of Rs. 40 only, the price fixed for the season. 

Mr. McDougall: No, there will be no variation like that at all. The 
variations for the season would be allowed for in the carry-over of the 
corporation. For instance, if you had one bad season, the corporation would 
.as a matter of business policy take the average of a number of years into 
account. They might say that a margin of 50 per cent, carry-over would 
be required. The price is definitely fixed to eliminate speculation and 
to eliminate all the troubles that arise with regard to fluctuation. If you 
had a bumper crop in any one year that made an unduly heavy surplus 
for the corporation to carry over, then you would have to ask the cultivator 
to reduce it in the following year. It is not inconceivable that as you 
become more stabilised you might say to the cultivator “we are asking 
you to produce 10 per cent, more, but we are going to give you 10 per cent, 
more in price for the following year’s crop”. Even if that crop is a 
bumper crop, it will not affect the stability of the corporation at all. 

Mr. Khaitan: This scheme depends firstly on being able to fix the 
price, secondly on being able to keep the price as uniform as possible 
•during successive years, and thirdly on the cultivation of jute being con- 
drolled according to the scheme of the corporation. 

Mr. McDougall: That is so. 

Mr. Khaitan: Another difficulty is about larger or smaller demand be- 
-cause the corporation may have calculated on the basis of consumption, of 
say, 80 lakhs of bales, but the demand may have been for one crore 
’bales. Or-, if they calculated on the basis of one crore. the demand, may 
• -have been' only for 75 lakhs. 

Mr, McDougall: Quite right. ... 
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Mr. Khaitan: All these will have to be taken into account. You do 
mot think that it would be possible to fix Bb. 6U in one year and Bs. 40 
in the next year? 

Mr. McDougall: I think it would be unfortunate if that had to be 
'done and I see no reason why it should be, provided the corporation use 
^anything like ordinary intelligence in carrying over sufficient surplus to 
avoid famine during any one year. I understand from men in the trade 
that it has always been the custom of the trade to carry over considerable 
surpluses. 

Mr. Khaitan: At the present moment the trade carries over stocks, but 
when prices are made uniform, would it be in their interest to carry over? 
At present the prices are low, they expect that the prices will rise and 
"therefore to get the benefit of the higher price they carry over; but if they 
-expect that the prices will be lower, they do not carry over, and if the 
prices continue to be the same, they would not like to carry over, because 
jute deteriorates. 

Mr. McDougall: It does deteriorate if you keep big stock, but at the 
same time you must remember that under a scheme of this kind where 
your price is fixed in advance you will not have those violent fluctuations 
of demand that you have at the present moment. The mills will only 
take what they require for their actual year’s output. 

Mr. Khaitan: The mills actually keep a stock of nine months, but this 
year, they have got a stock of about eighteen months. 

Mr. McDougall : They have a very terrible situation to face thiB year. 

Mr. Khaitan. But they keep a stock of nine months because during 
the active season they get the stuff at a lower price, whereas from Maroh 
onwards they have to pay a higher price. It is in their interests to see 
that the rates are higher in March ordinarily. The mills themselves see 
ho it that the rates are higher in March and that induces the cultivators to 
sow a larger area under jute. 

Mr. McDougall: I did not think that Calcutta would be responsible for 
such machiavellian tactics. 

Mr. Khaitan: They are tricks of the trade and are followed all over the 
■world. 

Mr. McDougall: The poor cultivator has to suffer all the time. 

Mr. Khaitan: Calcutta has men like Mr. Buckley, and others who ar® 
•very intelligent. 

Mr. McDougall: You do not suggest that the banks lend themselves to 
■these operations? 

Mr. Bucltley : The Jute Mills do not require money these days, they 

4 ire too well off. 

Mr. Khaitan: If the prices are actually uniform, why should the mills 
or any baler keep a large stock? He will be sure of getting his stock at 
•a oertain fixed price all through the whole season. 

Mr. McDougall: It is not inconceivable that the corporation might 
allow a trifling percentage. I am talking without seriously considering thb 
point, b\it it is not inconceivable that the corporation might say to the 
manufacturer: “if you hake your whole year’s supply just now when tha 

Vot. TV. 8 Q 
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stuff is in transit, it saves warehouse charges, you have got accommodation) 
to take your whole year’s supply right away, and we give you the whole 
year’s supply of jute at this moment at a certain percentage lesB than if 
you take in stated quantities throughout the year”. 

Mr. Khaitan : But even 12 per cent, may not be a sufficient inducement" 
to the mill to take it. Let us assume that the average bank rate for the 
year has been. 6 per cent. They save 6 per cent, but they suffer insurance, 
the deterioration in the quality of the jute, etc., and taking 1 all these things 
into account, it may perhaps not be a sufficient inducement to the jute 
mill to buy six months ahead even if they get 12 per cent, a year, I mean 
12 per cent, per year discount on the jute. How does thiB affect your 
scheme? 

Mr. McDougall: I do not think it would affect it seriously, because 
if jute merchants do that, it is not inconceivable that we might have to 
take over part of their warehouse stores. 

Mr. Khaitan : In large warehouses it may have to be done by the central 
corporation. 

Mr. McDougall: Undoubtedly. 

Mr. Khaitan: You say that a certain discount may be allowed to the- 
buyer if he buys his requirements for the whole year? 

Mr. McDovgdll: I say that it is not inconceivable that a certain discount 
might be allowed. 

Mr. Khaitan: Would not that affect the fixing of the price in up- 
country? 

Mr. McDougall: I do not see that it would. You would average 
that out. 

Mr. Khaitan: We proceed on the actuarial method as is done in the 
case of life Insurance. 

Mr. McDougall: Yes, We have established wool growers’ associations 
in England where we store practically for the whole year. While dis¬ 
cussing the scheme with one of the biggest manufacturers in Britain, I 
asked him if he was prepared to support an organisation that would enable 
him to receive his various grades of wool direct from the store. He said 
"Yes. I would heartily support such a scheme. It is not really in our 
interests now-a-days to speculate in wool crops. It is better for us to 
know exactly what the price is and to get our requirements month by 
month ns we need them.” If you eliminate speculation, we know 
exactlv how we can quote, whereas at the present moment every manu¬ 
facturer in the world is handicapped as he does not know at what price 
he is going to buy. 

Mr. Khaitan: I think I have understood your scheme sufficiently, but 
there is just one passage In our paper on which I should like to ask a 
question. You say: 

‘After the raw material is in store it is a matter of ordinary 
routine to supply, by whatever channels are decided on, the 
requirements of manufacturers throughout the world. 

Existing storage capacity shall be made use of. It 
may be found necessary to erect extra accommodation for 
the handling of surplus jute. Manufacturers will have- 
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nothing to gain by refusing to take their year's supply, to.ihe 
limit of their storage capacity, whenever the material can fee 
despatched to them/ 

The manufacturers have got to make arrangements for money turn 
have to pay for the jute when they take delivery.. It might suit, some 
manufacturers to pay for a year ahead, it may not suit others to do so. 
How does your last sentence come in then? 

Mr. McDougall: The manufacturer buying his stock at present in a 
speculative market goes to the bunk and say s ‘1 want £10,000 to purchase 
a certain quantity of jute.’ The banker naturally says ‘what about the 
price, how is the market going to go?’ The manufacturer says that it is 
a matter of speculation and it is impossible for him to say. The banker 
is not sure as to the prices, he is taking a speculative risk and he is 
not fond of it, whereas in this case he knows that once the stuff. is ip 
the manufacturer’s depot he has got a lien on the goods. 

Mr. Khaitan: But why should the manufacturer be under the obligation 
of the bank? He knows he can get his jute at the same rate throughout 
the year. 

Chairman : Apart from that, under the existing arrangement the 
banker does not concern himself with the speculative nature of, the price. 
Both Messrs. Buckley and Lamond will tell you that A hey grant loans 
to the manufacturer on adequate security. 

Mr. Buckley : We grant loans with a satisfactory margin of 20 or 25 
per cent. 

Mr. McDougall: 25 per cent, is a pretty considerable margin and in 
any case you have the assets of the mill to fall back on. 

Mr. Buckley: We take the stocks only. 

Chairman: They grant the advance on existing stocks plus 25 per 
cent, margin, not on prospective stocks, and therefore they are not 
concerned with any speculative rise or fall in prices. That was the point 
I was trying to make out. If your scheme comes into force, the manu¬ 
facturer will not keep any stocks. 

Mr. Lamond: I take it you would bring that into consideration in 
.fixing a rate for the manufacturer. 

Mr. McDougall: I would work it out, as Mr. Khaitan has said, oh ah 
actuarial basis. I see no reason why it should not be done, it is merely 
a business arrangement. 

Mr. Ramdas Pantulu: Tlie producers of jute like other producers fh 
this country, require some finance for the production itself and they 
generally borrow from moneylenders in the locality; The Bengal Com¬ 
mittee have drawn attention to the fact that these people cannot really 
grow jute without some kind of financial assistance. I take it that 
your scheme makes no provision for advancing monev to the growers for 
production. 

Mr „ McDougall : No, but at the same time it is not inconceivableifchat 
with a fixed price for the jute it would make the position'very .'much 
easier for credit societies to step in and advance. 
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Mr. Ramdas Pantulu: I am only asking whether your scheme has 
made any provision in this respect. 

Mr. McDougall: No, but there is no reason why it should not become 
part of the scheme or part of a co-operative movement. 

Mr. Ramdae Pantulu: How the indebtedness of the agriculturist is a 
serious stumbling block in the way of his joining a marketing organisa¬ 
tion has been pointedly described by the Bengal Provincial Committee. 
They say that he is not an independent agent and he may have to 
speculate for the sale of his produce to the man who advances the money. 
Foreign export houses are doing something to the agriculturist by offering 
money to him and though they are taking the forward contracts they 
advance at low rates of interest and thei? entering into competition for 
the produce of jute has also resulted in some increase in the value of 
production. There is no reason to say they are not correct. People who 
advance money play a great part in the production. Of course your idea 
of co-operative societies taking a hand in the matter is an ideal one, if 
it comes into operation some difficulty would be overcome. But as it 
is only 7 per cent, of the population are in the co-operative movement; 
the other 93 per cent, are still under moneylenders and so long as pro¬ 
duction cannot be carried on without the help of an advance, somebody 
must make that advance. Until this is done, the producers’ associations 
cannot function, nor can the jute growers enjoy freedom to part with the 
produce to the corporation. Have you got any suggestions to make in 
this matter? It is a matter very prominently put forward by the Bengal 
Provincial Committee. 

Mr. McDougall: None, excepting that steps should be taken imme¬ 
diately to start co-operative credit societies in these districts. 

Mr. Ram dan Pantulu: And remove the influence of moneylenders 
over the people? 

Mr. McDougall: Yes. 

Mr. Ramdas Pantulu: You say; “the association shall limit or in¬ 
crease the output of each member pro rata according to the requirements 
of the corporation.” Does the corporation pay both for export to the 
foreign countries as well as for sale to the manufacturers? 

Mr. McDougall: Yes. 

Mr. Ramdas Pantulu: Therefore the words ‘also for foreign markets’ 
should be added to the above sentenoe. 

Mr. McDougall: I am prepared to make the addition. 

Mr. Ramdas Pantulu: As I understand the proportion, out of 85 
iftVhg of bales, 50 are consumed by the manufacturing agents and 35 are 
exported. So you expect the corporation to buy the whole lot. 

Mr. McDougall: Yes. 

Mr. Ramdas Pantulu: Do you contemplate any surplus in the hands 
of the producers? 

Mr. McDougall: No. 

Mr. flamdas Pantulu: You want the Corporation to take the whole 
•nd keep the surplus? 

Mr. McDougall: Yes. 



Mr. Ramda8 Pantulu: And you think the commercial banks will con¬ 
tinue to keep their advances with this Corporation. I think the beaks 
usually advance only for short terms, say 8 to 6 months. 

Mr. Buckley : Usually for the season. 

Mr. Ramdas Pantulu : Do you think there will be no financial diffi¬ 
culty for providing all the money for the surplus? 

Mr. McDougall: I do not anticipate any difficulty at all. 

Mr. Ramdas Pantulu : And now about the payments to the producers 
for their jute. May I know how and when they will be paid? 

Mr. McDougall : This is again a matter for expert advisers to decide 
after a study of the conditions. I have suggested that there should be 
three collecting periods. It may be more. Whenever the first consign¬ 
ment is ready and delivered it will be paid for rightaway. 

Mr. Ramdas Pantulu : I want to know the approximate period. 

Mr. McDougall: There will not be any delay at all. 

Chairman : According to your ideas there will not be a delay of more 
than a week on the outside. 

Mr. McDougall: That is so. 

Chairman : Your original idea was that payment would be made after 
the jute has been stored in the Central Depot. You now seem to have 
no objection for payments to be made from local depots when there are 
graders there. 

Mr. McDougall: That is so. 

Mr. Ramdas Pantulu : You want this Corporation for all the three 
jute growing provinces of Assam, Bengal and Bihar and Orissa. 

Mr. McDougall: Yes. 

Mr. Ramdas Pantulu : Would you advocate any statutory power for 
this body? 

Mr. McDougall : It is absolutely necessary. 

Mr. Ramdas Pantulu : For persuasion and propaganda statutory powers 
are necessary i 

Mr. Ramdas Pantulu : Your enthusiasm for restrictions in the case of 
grading lies in the fact that India has got a practical monopoly for jute. 

Mr. McDougall : That is entirely so. For the last 6 months our 
Government in England have been endeavouring to force on us with the 
consent of many farmers a system of compulsory marketing. I have 
been fighting this tooth and nail because I feel that it is not a sound 
proposition to advocate because the conditions are not suitable. 

Dr. Hyder: Is it your idea that prices beyond a year will be uniform. 

Mr. McDougall : Under normal world conditions I took forward to 
praotically no variation at all. 

Dr. Hyder: Over a period of years? 

Mr. McDougall : At any rate four or five years. 

Dr. Hyder: No variation from year to year? 

Mr. McDougall : Practically no variation. 



pti Hyder : I have got at heart the object for which you want the 
•oheme. During the war States started control of production and found 
they could not stop short of it. If they controlled, for instance, wheat or 
cotton or timber or munitions or bread they had to go at once all along the 
line, and ft came to this they had to ration the consumer ih the last 
resort. I take it that the Jute Control Corporation would be compelled 
not only to control the area under jute, but also to advance from that 
position and extend the control to manufacture. It might say that it 
ought to get control of the sale not only of jute but of jute products 
as well. 

Mr. McDougall: I cannot visualise that. 

Dr. Hyder: You think your Corporation will secure its object of a 
uniform price over a period of years. I do not wish to enter into a lengthy 
economic argument: I only wish to point out the lesson of the War, 
when we had a similar state of affairs:—the control was pushed forward 
until it came right up to the consumer. If that is the leBson of the 
War I put it to you that your Corporation will have to embark upon a 
very serious task. 

Mr. McDougall: I differ from you. During the war it was a ques¬ 
tion of practically famine conditions everywhere. Inflation became 
greater and greater—it did not come afterwards, it advanced right through 
the war—and owing to wastage of material and an apparently increased 
prosperity in the world, the demand was far greater than the supply. If 
the various forms of control had not gone the whole hog the consumer 
and the manufacturer would have suffered very greatly. We in England 
had not a sufficient supply of meat or other basic foodstuffs to meet 
the demand, and in order to ensure reasonable prices and supply we had 
to go the whole hog, we had to control right up practically to the 
consumer’s door. But these conditions will not arise under normal 
economic conditions. If you take the analogy of German cartels, they 
only supply the quantity which the world requires—manufacturers are 
certainly not going to manufacture what the world does not want. 

Dr. Hyder: Consider this. The activities of your Jute Corporation 
will extend right up to the stage of controlling jute products. I will 
take that point later. I put it to you that the Jute Corporation has on 
it all interests, you have elements of conflict, there will be the impression 
that the price secured by the Jute Corporation for raw jute is not the 
price which represents a fair proportion of the price paid by the final 
consumer. 

Mr. McDougall: We must assume that the Director of Jute Corpora¬ 
tion will be reasonable and intelligent people. 

Dr. Hyder -. You say that the Jute Corporation consists of reasonable 
men. This iB a Corporation controlled on the one side by consumers 
and on the other by producers. The former will say, ‘You shall not charge 
the consumer a price which is above h’s sale price,’ and the. latter will 
say, ‘You shall not secure a price which is below the cost of production 
of the produce.’ Between these two limits—the supply price and the 
demand price—it is a case of one monopoly versus ■ another monopoly, 
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-and at what point the particular price for the year will settle itself will 
Tpsolve into a tussle: it is a question of bargaining strength of producers 
and consumers: there is no question of economics left there. 

Mr. McDougall: I say that mankind, in, my opinion, has now reached 
such a stage when we can with every prospect of success look forward 
to a board being sufficiently intelligent to hold the balance equal. We 
have many' examples of it throughout the world at present. Meat trusts 
have controlled the price of meat—I cannot tell you for how many 
years. I do not think it is on the whole to the disadvantage of the, 
producer. On the contrary even within the last two years meat is one 
•of the commodities that has not fluctuated as other produce haB. The 
control of meat is in the hands of two parties who are responsible, for 
all practical purposes, for the price of meat throughout the world. 

Dr. Hydur: I am concerned not only with the organisation, but also, 
with the stability of price, and the doubt in my mind grows on general 
theoretical grounds, that the price will be fixed not for a period of years, 
but ,will vary from year to vear. It will be determined by the strength 
of the two parties, and this operation will continue from year to year. 

Mr. McDougall: I am not a Master of the theory of economics. I 
know a little about practical economics, much less than I should like. 

Dr. Hyder: We have got a monopoly throughout. We have not got 
a monopoly for the producing units. 

Mr. McDougall: If you take my advice, you will leave the competition 
to the manufacturers. It will not affect the jute scheme at all any 
more than intense competition that goes on from day to day amongst the 
individual unitB of the American meat trust affects the trust. These 
men between themselves fight a very hard battle. But there is no fight 
so far as outside is concerned. 

Dr. Hyder : I am concerned chiefly with the interests of the producer 
in India—the small man. My position is thiB. In the case you men¬ 
tioned there is one monopoly, but we have within this board two warring 
factions, and the particular point where the price will settle itself wifi 
depend upon the bargaining strength of either, and it is perhaps possible 
that the consumers having a longer purse will push the producers back¬ 
wards. 

Mr. McDougall : If you are frightened that the Directorate of this 
•Corporation are not a suitable body to fix the price what about leaving 
the fixing of the price in the hands of a board of arbitrators the head of 
which would be a high Judicial officer. I should prefer to leave the 
matter in the hands of the Corporation on which are represented the 
various interests. 

Dr. Hyder: I am forcibly reminded of a Judge of the High Court in 
England who was appointed to settle a dispute about wages between 
masters and workmen. He said—what principle of law or economics is 
involved I do not know. Here is one party of organised people against 
Another party of organised people. I do not know how to settle tb* 
: terms. On what shall I proceed. 

Mr. McDougall: That is a question of commonBense. 
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Dr. Hyder: That is so; but you know, when it involves money, those- 
genilemen may perhaps leave commonsense. 

Mr. McDougall: I think men are more reasonable under such conditions: 
than you assume. 

Mr. Devadhar: I should like to know whether in the course of your 
tour in Bengal you had come across any expression of opinion on the part 
of the cultivators to have some such organisation in their own interests. 

Mr. McDougall: Unfortunately I have not. The only cultivators I 
met in Bengal were those on Sir D. Hamilton’s estate in the Sunderb#ns. 

Mr. Devadhar: When you had discussions with the big merchants,, 
did you ascertain from them whether such a demand was ever put forth, 
by the cultivators or their representatives? 

Mr. McDougall: I read a considerable amount of literature—one- 
pamphlet by Mr. Sarker. I had no opportunity unfortunately of discuss¬ 
ing the scheme with any one. As a matter of fact when I thought of it 
first I was rather scared at the very idea: I hesitated to speak to anybody. 
The only manufacturer to whom I made a reference in connection with it 
was Sir Archy Birkmyre: I asked him no questions with regard to jute 
control. The only question I asked him was what effect would a differ¬ 
ence of three to four rupees per maund have on the output, and his - 
reply was quite clear practically none at all. 

Mr. Devadhar : (Last 3 sentences but one of the penultimate paragraph 
on page 12) That is the estimate you make of the profit to merchants. 
What do you think will be the reception of this scheme by the cultivators 
who produce the jute. 

Mr. McDougall : I think the cultivators will be very glad to accept it. 
If you can assure the cultivator a stated price I am not prepared to- 
believe for one moment that the difficulties will be great in convincing 
the cultivator that it is to his benefit. He knows exactly what he is 

going to get. 

Mr. Devadhar: You mention that the benefit of such limitation of 

oontrol would be so many millions to merchants: will the cultivator* 
have any share of it? 

Mr. McDougall: They are going to have practically the whole of it. 

Mr. Devadhar: By merchants do you mean cultivators or middlemen. 

Mr. McDougall: The only profit that will come to the merchants is 
the commission. He will receive no profit on speculation at all. 

Mr. Devadhar : Let me understand you. Take Bs. 4 as the fixed price. 

Mr. Khaitan: Mr. McDougall is here talking only of the existing stocks 
to be taken over by the Corporation in the first year. He is not talking 
of a permanent state of affairs. 

Mr. Devadhar: If that relates to the first year the benefit whiobi 
you express in terms of millions to merchants will it be shared' by the 
cultivator? 

Mr. McDougall: It is conceivable to work this—please don’t imagine 
that this is a fixed scheme at all, it is just an outline thrown out to 
you for your consideration. If it was possible to work this scheme as 
I have outlined then the corporation would start right away with suffi¬ 
cient finances in hand to finance them. The cultivator would receive the- 
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benefit of that in after years as the cost of working wouia k w 
much less. 

Mr. Devadhar: You propose that the capital should be in the hands 
of Provincial Governments. 

Mr. McDougall: That is very much on the lines of the great public* 
concerns in Germany and in other countries. I think the share capital 
should be in the hands of the Government. That also is a matter for 
consideration. ‘ 

Mr. Devadhar: You have proposed a certain constitution for the Board 
and there are several interests that are represented. 

Mr. McDougall: 1 think you will remember that Dr. Jeidels gave you 
a very clear description of what he would call public companies working - 
in Germany and of the proposals he would make with regard to Buoh 
companies that were public utility concerns, that the share capital might 
well be held in the hands of the Government. 

Mr. Devadhar: But he also told us that the general principle should 
be that of self-help. Would that be a form of self-help? 

Mr. McDougall: Undoubtedly. Ultimately, if it is in your opinion a 
better method, then I should see no harm in the cultivators if they can 
afford it through their associations taking up the share capital, to that 
being done. 

Mr. Devadhar: So you would not mind keeping it open for the people 
to subscribe towards the share capital? 

Mr. McDougall : That is a matter which will require very great con¬ 
sideration. Personally being a cultivator and my whole desire being 
in the interest of the farmer, I should say as these associations can, 
afford to take up share capital that it would not be a bad idea. How 
that would work in practice I do not know. I can see no harm in it 
but there might be snags. 

Mr. Khaitan : I suppose your Bcheme involves the idea that it » 
not to be run for profit. 

Mr. McDougall : Not for profit at all. 

Mr. Khaitan: And in order to do it properly it may be necessary foa; 
the corporation, through the Government, to levy a cess or duty to 
meet its working expenses and things of that kind? In view of that 
I think it is your idea that the best thing would be for the Government 
to find the capital and realise interest out of the transaction and levy a 
cess for the purpose of the benefit of the co-operators themselves. 

Mr. Devadhar: How would it be brought within the co-operative 
scheme? How would it bear the standard of being a co-operative organi¬ 
sation? 

Mr. McDougall: The corporation itself will not be co-operative. As a 
matter of fact if you look forward to its being a co-operative organisation 
it is impossible. It is far too big. There are too many interests involved. 
It is not only a question of co-operators, it is a question of the whole 
trade. 
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Mr. Devadhar: Then these co-operative societies should serve at 
feeders and collectors? 

Mr. McDougall: That is so. They at their end occupy the same 
place as the manufacturer at the other end. The producer at one end 
of the rope and the manufacturer at the other. The strands of that 
rope consist of the trade. 

Mr. Devadhar: So to a certain extent it will be co-operative? And 
beyond that.it will be purely industrial or commercial? 

Mr. McDougall: That is so or public utility. 

Mr. Devadhar: On page 10 in the scheme which you have outlined 
under 7 you say Directors of Agriculture should represent the cultivator. 
An d in the third paragraph: Producers should be formed into local associa¬ 
tions, which shall be co-operative societies and subject to the rules and 
regulations of such. Why not give these associations direct representation 
instead of through the Director of Agriculture? 

Chairman : That has been discussed already, and there was no 
objection. 

Ch. Mukhtar Singh: Page 10, there is a Note: “The interest of the 
producer will be fully safeguarded by the Government holding the entire 
capital of the Corporation and having the power to dissolve the Corporation 
in the event of monopoly powers being used adversely.’ 1 ’ It seems to me 
that you presume that the Government here iB always safeguarding the 
interests of the cultivator, but unfortunately they do not. 

Mr. McDougall: The Government has to safeguard the interests of 
the community. 

Ch. Mukhtar Singh: We feel that the Government will only safeguard 
the interest of the foreign interest, especially in jute. I will give you 
n very recent instance. In the U. P. they have just started a hydro¬ 
electric scheme and the license has been given to a European firm. 
The cultivator will have to pay one anna for the unit while the licensee 
will get it at 7 pies, which means a profit of 41 per cent, without risking even 
a pie in the whole scheme and not even guaranteeing the sale of a certain 
specified amount of energy. I am sure, though the whole thing is started 
by the Government it will fail because at that rate it will not be possible 
for the cultivator to purchase the current at that rate. When we see such 
glaring instances of the Government looking at the interests of a foreign 
firm rather than that of the people of the country, 

Chairman: Where has this happened? 

Ch. Mukhtar Singh: It has happened in the TJ. P. 

Sir PuTshotamdas Thakurdas : To whom do they have to pay? 

Ch. Mukhtar Singh: To the Government. Government generates the 
electricity. It is like this. On the whole of the Ganges canal at different 
falls the Government have put in their turbines and have electricity 
generated. The license has been given to a firm—I am speaking of the 
rural area only. There are two sides to that scheme, one is the urban 
and the other the rural development. The Government has given the 
license to Messrs. Martin & Co. They will collect the money from' the 
cultivators and give it to the Government. 
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Sir Purshottamdas Thakurdae: That is this difference between 7 pies 
and one anna which you call a profit of 41 per cent. ? Do you know 
whether anything has been done beyond putting up that turbine? 

Gh. Mukhtar Singh : No. The turbine is put in by the Government 
and lines both high tension and low tension will be installed by the 
Government and the licensees will not spend a pie in the venture. 

Sir Purehottamdas Thakurdas: Do Martins do it privately or have 
they floated a private limited company? 

Ch. Mukhtar Singh : They floated a limited concern. They advertised 
for 3 or 4 days in the papers about the shares of this concern and forth¬ 
with the whole thing was underwritten by Messrs. Martin & Co. The 
name of that concern is The Upper Jumna Electric Supply Company, 
Here unfortunately you cannot identify the people with the Government. 
That is our main difficulty and this is why I am very much in favour of 
this scheme but T feel that there ought to be some method by which 
the interest of the cultivator ought to be safeguarded against these people 
who practically control the Government here. 

Mr. McDougall: In the first place you are going to have these producers 
organised through the sales associations in a way that they were never 
organised before. It is inconceivable to me, knowing only Western condi¬ 
tions, that these organised producers would not have sufficient strength 
to safeguard their interests in a legitimate way. 

Ch. Mukhtar Singh: I gave you the other instance of Bihar in the 
case of the sugar grower. 

Chairman : But the sugar grower in Bihar at the present moment is 
not sufficiently organised. Would not that be your point, Mr. McDougall. 

Mr. McDougall: Certainly. 

Chairman: The sense of the scheme is to make the jute producer more 
organised and when he is so organised he will be able to protect his 
interests. Whether it will be a practical proposition in the present state 
of his education is another matter, but Mr. McDougall realises all that, 
■don’t you? 

Mr. McDougall: Yes. 

Chairman : In fact in his other paper he has pointed out other diffi¬ 
culties in Indian conditions in the way of co-operation. But his point is 
that if you work in this direction this will be another avenue to foster 
co-operation among these jute growers. Undoubtedly there are various 
other difficulties, but we do not want to stop our work in the direction of 
co-operation because of difficulties. 

Ch. Mukhtar Singh: I want to understand in what way the producer 
would be able to organise by this method and how he will be able to 
really stand against these interests. If I can understand that it will have 
in’y whole-hearted support. 

Mr. McDougall: For the first time in his life every producer of jute 
in this country would be a member of a selling organisation. Assume 
Ton have about 1.000 of these selling organisations with a Chairman over 
oath. They would represent the united strength of jute growers. Hr# 
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producers will be in an infinitely stronger position than they ever war*- 
before. It will be comparatively simple for them to elect representatives 
on a Central Board who would discuss their problems and bring their 
problems before the legislature. 

Ch. Mukhtar Singh: We are told by the Bengal Provincial Com¬ 
mittee’s Report that generally the producer does not sell his jute in the- 
market. The faria goes to his place and collects his crop and then 
brings it to the association. Thus in your scheme the cultivator will get 
no advantage. This system is in vogue to-day. How will you then 
introduce the system by which the producer will be better organised? 
Will you have a clause that only the producer will be able to sell? 

Mr. McDougall : But that is the case. 

Ch. Mukhtar Singh: Will you make it a penal clause by which »■ 
faria will be prohibited from collecting and selling? 

Mr. McDougall: Yes. 

Chairman: I did not understand that that was one of the terms of 
your scheme, but if it is I don't Bee how it is going to work. From what 
you have said you contemplate in connection with your scheme that it 
would be made penal or illegal with slight restrictions that anybody other' 
than the cultivator should bring the jute into these local depots? 

Mr. McDougall : There may be local conditions where the cultivator 
18 mostly a servant of somebody else. I am not prepared to say very 
much about that. 

Chairman : It is not only that. You see local conditions make it less 
troublesome for the producer to hand over his crops to a faria instead of 
having to take it by whatever means of transport he can get to tha 
nearest local depot. But I look upon it in this way, that as soon as 
the producer finds that the faria is giving him a price for his jute 
which compares very unfavourably with the price he would get at the- 
local depot he would combine and collect the necessary means for transport 
and take his produce to the local depot himself, that is the matter would* 
settle itself through economic causes. 

Mr. McDougall : If you think that owing to local conditions down- 
in the mofussil it is not possible for the farmer to bring his stuff in and 
that no harm would arise at all. 

Ch. Mukhtar Singh : But harm would arise. 

Mr. McDougall: Well, if harm w'ould arise then the cultivator must 
take the stuff to his selling centre. 

Chairman: I don’t see how that is going to be worked. The culti¬ 
vator may be too poor for that. 

Mr. McDougall: But these villages are very close together. 

Chairman: They may be, but still the closeness in a part like Eastern 
Bbngal with the river cutting across it will present difficulties. 

Mr. McDougall I can hardly conceive it. Your selling centres appear 
to me to be very close together. Mr. George Morgan, the only man wfth' 
whom I have had the privilege and opportunity of discussing the matter 
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as a practical jute broker clearly indicated to me that there Wt>uld 
lie no trouble at all on the part of the cultivator taking his jute to th* 
•centre. That may or may not be the case, but it is on those Unfit th*4 
this proposal has been drawn up. 

Chairman: Mr. Roy, would it be possible for every producer to take 
ids jute to the centre instead of giving it to the faria? 

Mr.-Roy : They can transport it to the local market. But if the 
faria gives a proper price they prefer to give it to him. 

Mr. McDougall: I can hardly believe that when the position ia in¬ 
vestigated you will find that the cultivator will have any real difficulty 
in taking it to his local depot. 

Chairman: I am trying to find out the implication of the legal restric¬ 
tions. Some one brings the stuff to the local depot and the local depot 
has to investigate whether this man is the producer or faria. 

Mr. McDougall: Each cultivator is a member of that association. 

Chairman: The faria may be a cultivator and he may have bought 
the stuff from another producer. 

Mr. McDougall: That may be but remember each member of theta 
collective villages is a member of the selling association. Each village iB 
.represented by the head man of the village, let us say or by the elected 
representative. This man must know the local conditions. I cannot 
assume for a moment that the local cultivator is so unbusinesslike as 
not to know that if he takes that stuff into the local depot he is going 
to get a certain price. I cannot assume that he would allow someone else" 
to make a profit. 

Ch. Mukhtar Singh : It is not a question of unbusinesslike. I quite 
see that the cultivator is very intelligent, he knows his profit and can 
■calculate it, but the only difficulty is that he is perhaps indebted to the 
man to whom he has to sell and on account of that unfortunate condi¬ 
tion he will have to sell to the faria. 

Mr. McDougall : Not necessarily. The faria knows that this man has 
■a crop. If the faria for instance is a money-lender and has money out 
with, that producer it is quite true that the faria does not get his crop 
but it is true that the producer gets his money and then if he is indebted 
he pays the faria his money. 

Chairman : He may or may not. That is the whole trouble. 

Mr. McDougall: What about the ordinary money-lending trade ? 

Chairman: According to 4re have been told df there is no security 
a considerable amount of money is lost in that way in these bad debts 
And here the faria had actually given a loan on the security of the 
crops. I take it that is your proposition? Then he would not let the 
producer take away the crops because the crop is more or less mortgaged 
to- him and therefore he would be perfectly within his rights in not allow¬ 
ing the producer to take away that crop. If on top of that it is part of 
your scheme that if the faria took the crop himself to the local society 
that would be criminal or illegal on his part, I cannot reconcile myself to 
that position. 

Mr, McDougall : Is there to be any serious harm if under such condi¬ 
tions as that you allow the crop to the local depot? 
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Ch. Mukhtar Singh: My difficulty is this that certain jute societies hare 
started in this way and they could not work simply because the producer 
would not bring his produce to the local centre and the recommendation 
of the Bengal Enquiry Committee was that unless you advance loans to- 
these people from the co-operative society there is no possibility of these 
societies being successful. You are just substituting them with the sale 
societies. How that point would be overcome I do not know. 

Chairman: There is this difference. Under existing conditions that 
faria would have taken his jute to anybody. Under this system he can 
dispose of his jute only through the corporation and therefore through its 
local depots, or rather through the local depots working in liaison with 
the central depot of the corporation. Therefore the faria must take 
that produce to the local depot and there will be a rate fixed for the 
amount to be paid to him for that produce. That is part of the scheme. 
The cultivator will know what the faria is to get. That is if the culti¬ 
vator has developed co-operative organisations, if not he will be precisely 
in the same position as he is now. 

Mr. Khaitan: I fear that perhaps a little bit too much has been made 
by us of this poor man, the faria. According to mv information the 
system has been very much reduced during the last 10 years. I do not 
know whether the business of farias has been increased on account of 
the low price of jute. If we otherwise like this scheme put forward hy 
Mr. McDougall with the alterations which may be advisable or necessary 
owing to local circumstances of Bengal then I believe that the existence 
of the farias should not be an insuperable difficulty. 

Mr. McDougall : The essence of the scheme put forward by me lies 
in the fact that the cultivator will renlise a better price for his jute under 
this scheme than he now can under the present system of trading. Who¬ 
ever advances money to the cultivator for the purpose of growing crops 
during the season or at eny other time, he has got a lien over the crop 
His trade will not be killed by this scheme, but, the cultivator gets more 
money by the sale of his produce, and the balance that will be available 
after meeting the claim of the faria or the money-lender will go to the 
actual producer of jute, so that he will not be placed in a worse position, 
but will be in a better position under this scheme than he is to-dav unde* 
the present system of trading. Of course there may be other difficulties. 

Chairman: In regard to this particular matter Ch. Mukhtar Singh saya 
that W'hatever benefit may accrue from the scheme will in cases where tbe 
producer must sell to the faria accrue to the latter and not to the 

producer. 

Ch. Mukhtar Singh : I may differ from Mr. Khaitan who thinks that 
the faria onlv wants his money back because we find he wants to be a jute 
collector and get advantage of that business. 

Mr. Khaitan : I was just going to deal with that problem. The faria 
either actually takes the crop at a fixed rate or wants his money back. I 
have already explained that he will ?et his money back, but so far as his 
getting the crop is concerned, if some of the cultivators still entered into 
an agreement of that nature these cultivators would continue to be, in the 
same position in which they are to-dny : the other cultivators will benefit. 
But I doubt very much, If a scheme of this kind is successfully brought 
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into existence, these cultivators will be such fools as to enter into similar 
ogreements in future, and what they will do will be they will agree to 
pay 1 a certain rate of interest on the loan taken, and benefits of the scheme- 
will go to them. 

Chairman : He will ultimately gain the benefit with the growth of edu¬ 
cation and co-operation. 

Mr. MsDougall: As a matter of fact your interpretation of the position 
of the /ana is exactly the same as Mr. George Morgan's. He says, ‘Don t 
you worry about the producer, he can look after himself better than people 
imagine provided he gets a price. ’ 

Ch. Mukhtar Singh : My impression is that by the creation of co-opera¬ 
tive sale societies there is a presumption that he gets a better price. 

Mr. Khaitan: Otherwise there was no necessity for starting co-operative 
societies. I may just mention the reason why co-operative sales societies 
fail to achieve their object is thut they do not have enough money at their 
disposal to nay to the cultivator. As a result of that what happened waa 
they started operations in the same manner 38 merchants were doing, 
namely, selling forward to the dealers and jute mills in Calcutta and buying, 
jute from the cultivator at the prevailing market rate. 

Chairman: What you are saying is perfectly true of the Bengal socie¬ 
ties. What Ch. Mukhtar Singh refers to is the experience of a co-operative 
gales society mentioned in the Assam report. He is proceeding on different 
grounds. This is the passage: “The business was not financially a success 
for various reasons, such as insufficient capital, lack of business experience in 
the trade on the part of the directors and the employees inability to grant 
advances to cultivators to extricate themselves from the grip of the 
Marwaris, and finally disloyalty on the part of the members. The Com¬ 
mittee thinks that success depends upon the cultivators being enabled to 
clear off the advances they owe to MarwanB, and recommend that Govern¬ 
ment should gather information ..." That is what Mr. Mukhtar Singh 
has in view. T think what Mr. Khaitan said is perfectly correct, i.e., in 
the end it is the cultivator who is bound to benefit, not the faria, though 
it is also true that at the earlier stage the faria in certain cases will reap the 
benefit. 

Ch. Mukhtar Singh : Mv information is gathered simply from provincial 
recommendations. 

Mr. McDouga.il: Cultivators are going to get a good price, and co-opera¬ 
tion will be enabled to make good progress, under a control of this kind. 

Ch Mukhtar Singh ■ Will the same rate be offered for raw iute through¬ 
out, or will thert be different rates. 

Mr. McDougall : Mr. Khaitan hfts explained to you already that there 
are districts where the quality of jute is such that it must secure a 
higher price. 

Ch. Mukhtar Singh : Quality will come under grading. Will there-... be 
^ny difference in accordance with the distances of places where jute i* 
produced and sold. 
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Mr. MoDougall: Exactly the same position arose during the war in 
England. It is for you to consider whether you are going to have a flat- 
rate for jute or a rate according to the distance the jute is carried. In 
Great Britain we had a flat rate. 

Mr. Khaitan : I do not think you can have a flat rate. 

Mr. McDougall: In my country the carriage rate for cattle was exactly 
the same whether it was within 12 miles of a railway station or 100 miles 
from it. We worked on the railway returns of the previous year the average 
cost and on that based the flat fate the farmer had to pay. It could have 
been as easily worked the other way. One thing militates against a flat 
rate, and it is this: the possibility that the land which is near Calcutta 
where carriage rate is very low will be worth more than land at a distance 
of 100 miles. 

Mr. Khaitan: That cannot be helped. 

Ch. Mukhtar Singh: Suppose there is a flat rate. The Corporation may 
not like the idea of purchasing jute from a distance. 

Mr. McDougall: They have got to take it. The flat rate scheme may 
not work for jute. It may have to be worked according to cost. 

Ch. Mukhtar Singh : Whatever the produce it will-have to be purchased 
at the rate announced. 

Chairman: Under the modifications agreed to by Mr. McDougall the 
licensed bepari has ceased to exist. Payment will have to be made at 
the various local depots, and if the scheme is to be pifrsued, the method 
of payment will be something like this. The corporation will have to fix 
an issue Bale price for jute issued from its various depots and it will have 
to fix variable rates for purchase at the various local depots. That is how 
dfc would work. 

Mr. McDougall: That ib so. 

Ch. Mukhtar Singh: Will it- not mean that the starting of jute factories 
■in other provinces will be difficult? 

Mr. McDougall : Not at all because the Corporation will be glad to 
-supply them. 

Chairman : They will have to bear transport charges. 

Mr. McDougall: These factories will be supplied with the quality of 
■jute they want from the nearest depot. 

Ch. Mukhtar Singh: My point was this. It is Bihar, Assam and 
■Bengal, that are producing jute. It is only recently that U. P. has started 
producing it. Suppose there is sufficient quality then it is just likely that 
T rnill a may be started. 

Chairman: The corporation will extend its jurisdiction. In the end 
,it will be an all-India thing. 

Ch. Mukhtar Singh: The whole thing will be calculated on different 
'bafiiR. One is that a certain quantity of jute will be consumed locally 
-and the balance win be exported. It may be that there is a better price 
for jute in foreign markets. What wiH then happen? 

Mr. McDougall:. The price of jute will be worked out at port* or at 
tniUa. 
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Ch. Mukhtar Singh: Suppose the price of raw jute is worked out at 
J3s. 10 a maund: it is both for export and for use in the country. But 
-the export market is not in our hands, we oannot control it: in certain 
_year& they may not take anything at all, in other years if there is more 
profit they may offer a better price. 

Me. McDougall : The price of jute is fixed. There should be no varia¬ 
tion. 

Ch. A'uiihtar Singh: You fix the price of jute, you at the same time fix 
-the quantity. What I mean to,say is this: at the rate you have fixed it 
is just possible you may not be able to sell in the export market. 

Mr. McDougall * But they will let you know their requirements in 
.advance. 

Ch. Mukhtar Singh: At the same time it is possible, if the export 
market does not take it, there will be a surplus here, and in that case the 
■corporation will suffer. On the other hand, if there is more demand out¬ 
side, Indian mills will suffer; will you not make it an essential part of ' 1 
the Scheme that the first and foremost duty of this corporation will be 
to supply Indian market, and then if there be a surplus, the outside markets. 

Mr. McDougall : There should be enough jute for every one. 

Chairman. It is precisely Dr. Hyder’s point. 

Mr. McDougall : You are setting up a co-operation on which are repre¬ 
sented foreign mills as well as others, and you are going to give them 
whatever jute they require at the stated price. 

Ch. Mukhtar Singh : I should feel, if we agree to this principle, it is 
a dangerous principle from my point of view, and I can give you' an 
-analogy. There is difference in the customs duties for wheat and wheat 
flour, oil-seeds and oils. The basic principle is this. Other countries feel 
that their industries should as far as possible be supported. On the same 
principle we will sell outside if we cannot consume here. 

Mr. McDougall: If you ara going to starve outsiders I can imagine that 
jule' growers in this country will ultimately suffer. Is there any variation 
in cotton? Does the Indian manufacturer in this country get it at a less 
price than that for export. 

Ch. Mukhtar Singh: There is no question of monopoly here. 

Mr. Khaitan : You remember that there is an export duty of Rs. 4-10-0 
per bale. 

Ch. Mukhtar Singh : I am not speaking of that. 

Chairman: It is really Dr. Hyder’s point. The Corporation has got in 
its depots, snv, a million maunds of jute. How .is it going to distribute? 
Million maunds will be required by manufacturers in this country and 
millions for export abroad. The corporation may be compelled to ration 
:theae two bodies. 

Mr. McDougall: That is, assuming there is not enough jute. 

Mr. Khailan: It has never happened. 

Ch. Mukhtar Singh: Suppose we Btart with the idea that 2,000 acres 
•will give us a lakh of bales: 80,000 will be required for internal consump¬ 
tion and 20,000 outside. There is a drought, and the production falls 
short of our expectation. There are only two methods: distribute .nr sdeh 
a way that there will be no complaint against us, no matter if you' shftdld 
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starve your own mills; the second method is, provide your own mills and* 
send the Surplus outside. I should uot like to starve our own mills of 
course if there is any surplus we will send it outside. 

Mr. McDougall: I think it is after all a matter of detail, that can be- 
very well gone into by whatever authority you may set up in the event of 
your accepting my proposal. But why assume a hypothetical case which 
has neVer occurred in the history of jute trade up till now? If. owing to 
world conditions the demand for jute becomes very much greateirthan the 
existing supp’y of jute can provide, it is a question of increasing the price 
in order to get greater supplies. If you fix the price at Rs. 5 or Rs. 6' 
and the amount of jute produced at that price does not supply the market, 
then you can raise your price to Rs 10 a maund, and I am quite sum- 
if you raise your price it will lead to greater profit. 

Ch. Mukhtar Singh : My idea is this. The production of an organic 
substance depends upon so many circumstances. We are making a scheme 
for curtailing the production. We start with the assumption that we can 
produce much more than the demand. My difficulty is that at a time when 
you expect a certain return and it does not materialise, it is not within 
your power to increase it for that year. I am not speaking of the next year. 

Mr. McDougall • You are carrying surplus stocks. 

Ch. Mukhtar Singh-. Would it suffice? 

Mr. McDougall: I should think it would. Except in war conditions have 
you ever heard of a famine in jute? 

Mr. Khaitan : Not even during the war. 

Ch. Mukhtar Singh: I could have shown that there* has been a fluctua¬ 
tion every year, but I have no figures just now'. Even in that case it 
depends upon natural adjustment. Here it is artificial adjustment. 

Chairman: Mr. McDougall has answered it by saying that it will have- 
to be considered in detail. I think we may leave it at that. 

Ch. Mukhtar Singh: There is another point. By this scheme you 
decide beforehand that this must be the price and it means you will 
have to take the interests of the manufacturer into consideration. But it 
is just possible that there might be a fall in the price of manufactured 
goods, and m that case it may not he possible for the mills to take at that 
price, and you will either have to quote cheaper or let the corporation suffer. 
If it is bound to buy it will have to work at a loss. 

Mr. McDougall: I do not think so. As far as I can see I do not think 
that such a case will arise at all. The manufacturer knows what he is 
fcuy’ng his jute at." It jnay be there may be less production and less jute 
might be required: the farmer will produce less jute in the next year. 

Ch. Mukhtar Singh: He will carry over stocks to another year. 

Mr. McDougall: Not the farmer. 

Ch. Mukhtar Singh: In Sugar Acquisition Act 15 of Queensland, 
Government purchase sugar after it has been milled at a fixed price to 
cover the cost of production. The price is fixed by a . sugar board con¬ 
sisting of a Government chairman, 2 growers’ delegates and one millers' 
delegate. That is the proportion kept under the Sugar Acquisition Act. 
Should not the same method be adopted here? At least the grower must 
have not less than 50 per cent, representation. 
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Chairman : Mr. McDougall has already answered that in unv.ver to 
Mr. Ramdas Pantuiu. What he has stated is purely tentative. He 
agrees that there should be representation of the producer. What he 
considers to be adequate representation for the producer is to be examined 
by people who are going to examine the details of the scheme. 

Mr. McDougall: That is so. I should like to remind Mr. Mukhtar 
Singh that this is a business corporation. I have the most profound reBpeot 
for the cultivator and his mentality. But I would ask you to remember 
this one point. This is a business corporation. Now the cultivator'.is not 
a businessman. If you are going to load the board with cultivators or make 
half your board cultivators, then I am aft aid you are not going to get the 
same business efficiency. It may be that so far ns fixing the price is con¬ 
cerned you have to get some other authority. 

Mr. McDougall: You have to introduce some authority which will fix u 
price. 

Mr. Ramdns Pantuiu : The cultivator now gets less than the cost of 
production. 

Chairman ■ Anyhow I am not sure we will be able to put. up a scheme. 
'Whoever works out this scheme will have to keep the balance even. 

Mr. Roy: All the points have been more or less traversed but I will 
tell you as soon as the cultivator gets his jute ready he takes it to the 
nearest market and sells it and with the price obtained he buys his neces¬ 
saries, and if he is in debt he pays his creditors. How are you going to 
fix the price? Now when he takes the jute to the market he gets com¬ 
petitive prices. If you fix the price he won’t get the price- he is now 
getting. 

Mr. McDougall: The price would be raised. 

Mr. Roy: But how do you fix the price? 

Mr. McDougall : We have been discussing that the whole morning. I 
suggested the Corporation should fix the price in consultation with various 
interests. They will say to the manufacturer ‘What is the highest possible 
price that jute will stand at this moment ?” It is not inconceivable that 
they may not find that even now a price of say six rupees might be 
possible. 

Mr. Roy: Ie it net that the price is fixed on the demand and supply? 

Mr. McDougall : Yes now, but not under control with a monopoly crop. 

Chairman : It is monopoly now'. 

Mr. McDougall: It is only a monopoly so fax' as the production of jute is 
concerned. 

Dr. Hydar : Mr. Roy is quite right that there is a demand. If there 
was not he could not come to an agreement. 

Mr. Roy : I will tell you how it varies. Now the price is Rs. 4. Three 
years ago it went up to Rs. 20. 

Mr. McDougall: One year it went up to Rs. 29. 

Mr. Roy: That was an exceptional year. How are you going to fix it 
at the beginning? 

Mr. McDougall: I don’t think it is a difficult matter. You and Dr. 
Hyder think that the brain of man has not yet sufficiently developed to 
fix fair prices but I think it is a comparatively simple problem. 
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Mr. Roy: I am afraid in that case the cultivators will-not get the 
price they are getting now. 

Mr. McDougall: Quite an impossible supposition. 

Chairman. Mr. McDougall's point is this—once you establish that 
Corporation, which for the purposes of the mills in India and for the foreign 
buyer, will be the only source of supply, that Corporation will be in a 
position to fix and stabilise prices. I admit there are difficulties which were 
pointed out by Dr. Hyder and Ch. Mukhtar Singh. Whether those diffi¬ 
culties can be surmounted or not is another question. That difficulty may 
arise in attempting to decide between the requirements of the Indan mills 
and the foreign buyer but apart from that you have in the Corporation the 
entire stock of jute in your hands and therefore you are in a position to 
fix the price. At the present moment under the present arrangements any¬ 
body can produce jute and sell it to a buyer. Therefore there is com¬ 
petition in both directions. The law of supply and demand applies more 
fully if the demand is large, then naturally the cultivator gets a larger price. 
If the demand is less he gets a low price. But in future all that will 
be controlled. Though how they will be able to maintain prices I cannot 
really see. I am inclined to think there is something in what Dr. Hyder 
and Ch. Mukhtar Singh say. We will have to discuss that. But if it is 
possible to attain that position that the Corporation which is the only 
source from which the mills in India and the outside buyer can get jute, 
then the Corporation fixes prices, and that is the issue price; of jute. TheD 
the Corporation fixes correspondingly the purchase price of jute at various 
centres and the cultivator gets that price. 

Mr. Roy: Then the incentive of growing more or less jute according to 
the price he gets will go? 

Chairman: Undoubtedly. There is no doubt on that point. Mr. 
McDougall, because it will be a regulated production. 

Mr. McDougall: Yes. 

Mr. Roy: Then about the mills, they buy the jute at a certain pries 
and they will have to sell it according to the demand of the mills who are 
buyers? 

Chairman: No, the buyers are to buy at a price which has to be fixed 
by the Corporation. Both the Indian and the foreign buyer have to buy 
at the- issue price of jute. Having fi.xod that price the Corporation also 
fixes the purchase price of jute at various centres. 

Mr. Roy: Then what about the manufacture of goods? 

Mr. Khaitan: I believe Mr. Boy is referring to the prices of hessian. 
Their price would certainly be regulated by supply and demand but then 
thev will bear some relation to the price which may be fixed for jute 
because the whole world will be able to get jute only at the price fixed by 
this Corporation and therefore the price of hessian will vary on account of 
the varying '■mpplv and demand. 

Mr. Roy: But demand does not depend on the prices at which you buy 
jute, it depend^ on the demand for manufactured goods. 

Mr. Khaitan: The price of the manufactured jute will depend on the 
supnlv and demand but it will still bear some relation to the price of the 
rew material. 
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Mr. Roy: It will boar some relation but not much. 

Mr. Khaitan: It would boar much. Supposing there is a glut in the 
market of jute manufacturers, then the price would go down. It will also 
depend on other economic factors in the world 

Chairman. That matter has already been pursued from that particular 
aspect by Dr. Hyder and by Ch. Mukhtar Singh from another aspect 
supposing the crop of jute does not come up to the estimated quality. 
Mr. McDougall brushed aside Dr. Hyder’s point, he called it theoretical 
but it was more practical. If we want to pursue the scheme, that is 
work out the details, we will have to try to devise means to get out of 
these difficulties. 

Mr. Roy : Only recognised growers are allowed to cultivate jute. Will 
that not be hard on other cultivators? 

Mr. McDougall: Why should it? They are not growing jute at the 
present moment Are you going to hold up the prosperity of the cultivators 
who are at present producing that commodity for the doubtful few whet 
may be tempted to do it if prices rise to a very paying level? It is-ft 
question of the benefit to the greater majority. 

Mr. Roy ■ I understand sometimes they vary the crop to have greater 
yield. They do not grow the same crop on the same land every year. 

Mr. McDougall: That does not affect the position at all. 

Chairman: I think the point is this. Your Corporation in fixing the 
quantity of jute production I suppose will also have to fix the quantity of 
the various grades. 

Mr. McDougall : Oh no. Leave that to supply and demand, to the 
natural conditions. 

Ch. Mukhtar Singh: He must produce the very best so as to get the 
best price. 

Mr. Khaitan: The Agricultural Department is trying to give better 
seed to the cultivators to get better jute. If you can improve the jute all 
round it will be very helpful to the world. Near Calcutta it is only the 
desi class of jute which is sold, and that quality may be improved. 

Chairman: According to Mr. McDougall’s ideas that would have to be 
stopped. He is going to restrict production. 

Mr. Khaitan: The quantity of production iB very different from con¬ 
tinuing the growth of the bad quality of jute. The bad quality of jute is 
grown at the present moment for various reasons. 

Chairman: But according to his scheme production is to be restricted 
and that being so the areas which am ra-adnein^ what you call the bad 
class of jute will be stopped from further production. 

Ch. Mukhtar Singh: Not necessarily. That will be very bard. I was 
going to suggest that it will be best on this basis. Suppose there are 2,00ft 
acres which may be grown under jute. Proportionately it will be curtailed. 
Otherwise it means that the cultivator who cannot produce the best quality 
of'jute would be deprived of his livelihood. 

Chairman: Then it would depend on the demand for the various grade*. 

Ch. Mukhtar Singh : When you give a better price for a better gr»d* 
naturally the difficulty will be in growing the best crop. 

Mr. Khaitan: The price will be fixed according to the qualities. 
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Chairman-. But then who is going to use that low quality of jute? 

Mr. Khaitan: People are using it in the mills for manufacturing gunny 

Chairman: That is my point, the different classes will have to be speci¬ 
fied. 

Mr. Khaitan: I don’t think that difficulty will come to very much. 
The Chairman is raising the question that when you control the produc¬ 
tion of jute you would have to control it to Liie extent that the various 
qualities that are at present being grown will have to be divided off into 
quantities that will be fixed. I don’t ehink that difficulty would arise. In 
fact it would be very difficult for the quality of jute to be improved within 
the next 20 or 25 years. There are very many difficulties in the way and 
Sir Vijayaraghavacharya will be able to support me in that behalf. 

Chairman: Supposing at the present moment the mills of India are 
producing X millions of gunnies and Y millions of hessian and for the X 
millions of gunnies A million tons of jute of a particular grade is required, 
and for the Y million hessian B million tons of a different grade of jute 
is required. In restricting your production you will have to try to keep to 
the A and B grades, otherwise your mills will be producing more hessian 
than there is a demand for in the market. 

Mr. Khaitan: It is not that the better quality of jute cannot be used 
for the purposes of gunny bags. All that can be said is that because they 
get the lower quality of jute at cheaper rates they go in for the lower 
quality of jute. But in the interest of the cultivator it is highly desirable to 
improve the quality of the jute as far as possible. 

Chairman : But it will force the price of the gunnies, and I don’t know 
what the effect would be. 

Mr. Khaitan: Let us hope for the best. If the cultivator can grow 
only the good quality of jute it will be to his benefit, there is not the 
slightest doubt about it. 

Chairman . I think that answers your question Mr. Roy. Your question 
was, will there be a restriction on the production of the different grades of 
jute and Mr. Khaitan says that this is an immaterial matter. That is if all 
the agriculturists produce the best grade of jute it would be in the best 
interest of the agriculturist and in so far as the market goes they will have 
to use the best grade of jute. It may increase the price, for example of 
the gunny, but even that he considers to be immaterial. 

Mr. Roy: Is it not natural that people will like to have gunny at the 
lowest price possible? Even if they use the bad quality of jute. 

Mr. Khaitan: We have considered the question mainly from the point 
of view of the agriculturist, how the benefit of the monopoly which India 
now enjoys in respect of jute can really be earned and acquired for the 
benefit of the agriculturist. The Government of India has a monopoly, still 
the disorganized position of the cultivator is such that they do not get the 
benefit of that monopoly. I think Mr. MeDougall’s scheme, as a result 
of which that can successfully be brought about, with such modifications 
as may be necessary in the existing circumstances, if it benefits the agri¬ 
culturists, we ought to welcome it. 

Mr Roy: What is the reason that in places round about Calcutta they 
cannot grow better jute? Is it due to soil or want of sufficient water? 
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Mr. Khatlan: So far as ray information goes it is the different kind of 
soil and the want of water which are the main factors, and the climate. 

Mr. Ramclas Pantulu: There is a statement here in the Report of the 
Bengal Provincial Banking Enquiry Committee that the prioe of the high¬ 
est grades is brought down by two methods. One of them is: borne- 
times the prices are brought down by another means without altering the 
specifications. When the season for jute opens the mills or rather 
-their purchasers start buying operations on certain agreed specifications 
ns to the standards of the different grades, but after the season advances 
u little, puichases of the top grades are suspended by a concerted action, 
with the result that later in the season the quality of jute which could 
Rave been tendered according to the agreed specification against a higher 
grade has in fact to be tendered against lower grades, for, it could not 
he sold otherwise. Several witnesses have estimated the loss of the 
growers resulting from this variation of grade specifications as amounting 
to several crorcs of rupees”. 

Chairman: It seems to me that your central corporation will have to 
fix not only the total qualify of jute which it. is going to purchase, but 
also the total quantity for each grade. 

Mr. McDougall: No. I would be very much surprised if that had to be 
•done. I think Mr. Khaitan, has made it quite clear that from the point of 
view of the trade itself it is not necessary. 

Chairman : Therefore you will have to pay different prices for different 
grades ? 

Mr. McDougall: Oh yes, by all meanB, 

Chairman : It would be all right from the agriculturists' point of view, 
Avhose case Mr. Khaitan was pleading at that stage. But your central 
depot has got jute of various grades and the buyers say they are not 
going to buy the top grades. 

Mr. McDougall : But you see this variation in price will be eliminated. 
The grade price will be fixed in consultation with manufacturers at the 
actual value, grade for grade, which it is worth ip the mill. Let us assume 
that you fix the 1st grade at Rs. 6 a maund, and according to the experience 
• of the manufacturer the next grade is worth say Rs. 5-12-0 a maund. That 
is the price that he can economically manufacture the Rs. 5-12-0 as 
compared with the Its. 0 one. So it really does not matter so much'to 
him whether he is buving a thousand bales at Rs. 6 or a thousand at 
Rs. 5-12-0. 

Chairman : Doesn’t itV You said yourself that the manufacturer knows 
that for manufacturing a certain class of article he requires grade B and 
he cannot pay economically more than Rs. 5-12-0 for it. Now then there 
is no restriction on the production of the different grades and when the 
stocks are examined they find that the whole of it is graded, and that the 
cultivator cannot get the higher price they are all paying in grade A, there¬ 
fore the depots are full of the Rb. 6 grade—1 am giving an extreme case— 
and there is nothing of the Rs. 5-12-0 grade. What is going to happen to 
the buyer? 

Mr. McDougall: Then the manufacturer will have to be rationed on 
his grade. 

Chairman: In the end we shall have to end up by also having to 
ration the buyer. 
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Mr. McDougall: Rationing according to quantity, is a different thing" 
from rationing according to quality. I should very much prefer to ask 
Mr. Khaitan—he has practical experience of the trade—if a situation of 
that sort is likely to arise. 

Mr. Khaitan: I do not think that kind of situation will at all arise. 
What happens is this. There is a demand for good jute, for example, 
from mills in Dundee which prepare finer qualities. Then there are 
mills in Germany which produce carpets and even wearing apparel from 
jute and they require the finer quality. Indian mills do not take good jute, 
they only make gunnies. There is a demand for all kinds of jute, and T 
if we can reach a stage when only good quality will be grown, even the 
manufacturer will welcome it because he will be able to produce a better 
stuff. But I cannot see that God will give jus such a time when only 
the better quality of jute will be grown. If it can be brought about it 
will be for the good of the country. 

Chairman: That meets your difficulties. 

Mr. Roy: You want to restrict the faria from buying jute from 
oultivators. 

Chairman: That we have passed over. At one stage it was said that 
there should be legal restrictions against them. We have now modified 
these ideas. 

Mr. Lamond: Imagine a situation like thiB. The corporation know 
the requirements of local mills. They have got an estimate of the re¬ 
quirements of export trade. They know the stock they will carry over for 
next year, and they decide what the requirements for the following year 
will be. The estimate of the area is based on the area required in normal 
circumstances to produce the amount of jute required for the following 
year. The jute is sown. There is a big drop in the demand from outside 
for jute products, and therefore the trade does not require the number of 
bales anticipated. On the other hand you have perfect conditions and 
you get a bumper crop. How are you going to deal with the situation? 

Mr. McDougall: I see no reason why you should not take the whole 
orop and limit the production for the following year. As a matter of 
praotice at the outside 30, 40 or 50 per cent, should be the normal 
canrv over, and if owing to world fluctuation of demand and supply you 
find" yourself with 20 per cent, more of carry over at the end of the 
period than you anticipated, the farmer will have to grow 20 per cent, 
less in the following year. 

Mr. Lamond: Interest is being added up all the time. 

Mr. McDougall: The interest on that 20 per cent, will not kill the 
corporation. 

Mr. Lamond: Would you make the mill pay for that ? 

Mr. McDougall : It is not inconceivable that you might. 

Mr. Lamond: Somebody has got to pay for it. 

Mr. Devadhar: In the scheme that you are proposing is any legislation 
to be introduced for the purpose of getting uniform weights and measures? 
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Mr. McDougall: /Yes. 

Mr. Devadhar: On the lines of Berar Standard Cotton Act. 

Mr. McDougall: I cannot tell you what it is. On the lines of similar 
institutions which have been started elsewhere. 

Mr. Devadhar -. All tlic interests will be safeguarded? 

Mr. McDougall: That is so. 

Mr. Khaitan: At the bottom of page 11, you mention that the cost of 
distribution is Es. 2/8 per maund apart from speculation and profitB. I 
do rot know whether the figure is correct. It seems to me to be very 
high. Does it include the railway freight apart from insurance and. 
everything ? 

Mr. McDougall : Yes, I think so. 

Mr. Khaitan: During the season it almost invariably happens that 
the price of jute in Calcutta is lower than the price prevailing in the 
mofussal, so that "it is not quite plain sailing for the middleman in the- 
trade. At present he has to take a long view of the market if he i* 
to live in the trade. He cannot be sure of earning his juBt commission at 
the present moment. Are you quite sure about this Es. 2/8, or did 
you get it from somebody? * 

Mr. McDougall-. In consultation with an officer of the Agricultural 
Department I fixed the price at Es. 2/-. He travelled down with Dr. 
Friederich and myself to Sir D. Hamilton’s place. It was at that tim« 
the idea of a corporation was floating in my mind. He had been in a. 
jute merchant’s office at one time. The next man whom I met who had 
any experience of your jute was Mr. George Morgan. I asked him whether 
he could tell me what the cost of distribution is on the average. He- 
Baid 2/8. Dr. Hyder has just pointed out that the difference between 
the price paid by the jute mill or the exporter and that received by the 
cultivator is estimated at Es. 2 or Es. 2/8 per maund. 

Mr. Khaitan \ Did he say, as I have said, that it includes railway- 
freight ? 

Mr. McDougall: Yes, it includes freight and insurance charges. 

Mr. Khaitan: You mentioned the shipper: perhaps it includes baling 
charges too. 

Mr. McDougall: No, I do not think it doeB. 

Mr. Khaitan: Except baling charges it would include the packing of 
jute into kucha bales, cartage charges, port freight, railway freight, 
insurance, interest on the money that would remain invested on the- 
parcel of jute for the time being from the date of production to the 
date of sale. 

Mr. McDougall: If a man of Mr. George Morgan’s business ability 
tells me that the total cost of distribution is so and so I would expect- 
that the whole cost is included, but not profits or baling charges for 
export. 

Mr. Khaitan: It does not represent middleman’s profits. 

Mr. McDougall: No. 

Mr. Khaitan: Page 11. You say that each association,shall limit or 
increase the output of each member pro rafa according to the require¬ 
ments. Even if your licensing system be successful I- can quite understancl 



1050 


that* limiting can be easily done but as regards increasing it there may 
be difficulties. Suppose you fix the price of jute at Rs. 60 per bale at 
which rate the cultivator will get Rs. 8 or Rs. 9 per maund in the mofussal. 
If at that time the price of rice be very much higher do you think the 
cultivator would easily agree to increase the area under jute cultivation 
at that fixed rate? 

Mr. McDougall : No. 

Mr. Khaitan : In these circumstances the price of jute may have to 
be increased. 

Mr. McDougall: It is not inconceivable. 

Mr. Khaitan: You would agree to the rate being increased during the 
season. I ask you what would happen in this case. This year the price 
is Rs. 60, and next year there is the prospect either of its becoming 
Rs. 40 or 80. The object- of the scheme is to keep the price as uniform 
ns possible. Now, in the circumstances that I am contemplating, the 
price of rice or linseed or sugarcane rises very high. Would you con¬ 
template increasing the price of jute? 

Mr. McDougall: I think it would be absolutely necessary. You cannot 
•compel the cultivator at the point of the bayonet to produce jute. 

Mr. Khaitan: You think that such circumstances would arise rather 
-comparatively rarely. 

Mr. McDougall: I think so. So far ns I can understand the jute 
situation under normal conditions it is the best paying crop, and because 
of that I do not think from that point of view that there arc likely to 
be difficulties. I contemplate, however, that it is not inconceivable that 
a higher price might have to be offered in order to get a greater area to 
-come under jute. 

Mr. Khaitan: If you wish to keep your prices us good as fixed you 
may have to extend or control the area. 

Mr. McDougall: I won’t be prepared to admit that at all. 

Ch. Mukhtar Singh : I understand that there are two varieties of jute 
—one grown in swampy soil and the other on a bit of dried land, and that 
in the former nothing can be grown but jute. 

Chairman: On certain lands nothing but jute can be grown. 

Mr. Khaitan: A kind of house rice can be grown even on these 
'Swampy grounds. 

Dr. Ryder: I have heard of rice growing under 4 ft. of water. 

Sir T. Vijayaraghavacharya: Rice has been reaped in floods 3 ft. high. 

Mr. McDougall : With regard to that I make no definite statement’ at 
all. The first gentleman whom I asked about tbe matter indicated to 
me that 60 per cent, of the land would grow nothing but jute. Another 
gentleman whom I consulted is a very well known member of the 
Civil Service, Mr. Nixon. 1 asked him what proportion of land will grow 
nothing but jute. He said it was very small, may be 5 per cent. 

Mr. Khaitan: Such land is only 10 per cent. 

Mr. McDougall : After seriously considering the situation Mr. Nixon 
wrote me to say that the maximum was 10 per cent. 
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Mr. Khaitan: As regards the constitution of the directorate you have 
-already said that it 'is only a tentative scheme put forward by you. We 
-will treat it as deleted. 

Mr. McDougall : I would be agreeable to it with this proviso that it 
must be a really sound business organisation managed by the best 
business brains that the trade can produce. 

S'r T. Vijayaraghivacharya : I do not propose to criticise your scheme. 
But I feel some difficulty about it. The Indian cultivator would certainly 
welcome a scheme under which he would get a fair and fixed price. 
Those of us who have land have auSered from fluctuations. A6 you 
say, the fact that jute is a monopoly makes it the easiest to deal -with 
amongst any of the crops in India: In fait it is a world monopoly. 

Mr. McDougall: So far as I am concerned and so for as I know the 
world produce, it is the only crop at this moment that I should be pre¬ 
pared to fight for—the only crop that I know of that is likely to lend 
itself to this form of' control. 

Sir T. Vijayaraghavarharya: I think yours is the first attempt to make 
an organisation for the purpose, and I think it deserves very careful con¬ 
sideration. Are you contemplating a corporation which will have the 
sole monopoly or a corporation like the Canadian Wheat Pool, which will 
just be a private corporation and stand on its own merits and not on 
legal powers? 

Mr. McDougall: It will he constituted in a legal way with legal powers. 

Sir T. Vi jay am,jhavarlmrya: You will give it a legal monopoly. 

Mr. McDougall: Yes. 

Sir T. Vijayaraghavacharya: Are there not difficulties in this conneo- 
“turn—not. that I th'ink that tlmy will lie insuperable? For one thing it 
interferes with the right of an individual to grow anything on Mb land 
without any interference from Government. 

Mr. McDougall : Law is always interfering with the liberty of the 
subjects for the henetit of the whole. 

Sir T. Vijayaraghavacharya : There is a peculiar feeling of sanctity with 
regard to land which makes it a little difficult. Supposing you wanted 
to restrict the area, don’t you think it would be a matter almost extra¬ 
ordinarily difficult and productive of discontent to prevent men from 
growing or not growing jute for several yenrs - .’ 

Mr. McDougall: That has been put forward to me as an insuperable 
difficulty. I cannot see such a case. If I come forward and guarantee the 
Cultivator—let us sav, Its. 000 for 100 nmimds of jute—he will think as 
follows: Under the fluctuating conditions to-day I am receiving Rs. 2 a 
-xnaund, last year I received Us. 200 for 100 maunds: the Corporation 
offers me for 80 per cent, of my supply Rs. 480. I do not believe for 
a moment that the cultivator will object to the restriction. We our¬ 
selves have been working out a scheme in England and Scotland for the 
last two years for the control of potatoes. Potatoe is a crop wMch / 
fluctuates enormously—the production may be 4 tons an acre this year, 
next year It may be 7 tons. Potatoes also suffer from very bad keeping 
qualities. The basic principle of the scheme was that farmers would be 
compelled to produce less, but would receive a stabilised price. So far 
•g limitation is concerned the principle is the Rame, and I am quite sure 
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*ihat if you Tan produce a scheme that would enable the farmer to receive- 
a good price, the cultivator in Bengal will be very glad to limit his 
output. 

Sir T. Vijayaraghavacharya: Then there is the question of depriving 
the man the right to grow what he likes. In practical administration I 
visualise great practical difficulties in bringing the restriction into practice. 
There would be charges of corruption, favouritism. Assuming there are 
9,000 jute gtTwing villages if you have to restrict the area there would 
be a great deal of difficulty. There would be. the complaint that powerful 
landowners were able to get a larger area for growing jute than the less 
powerful landowners. 

Mr. McDougall: But in a co-operative organisation on which are 
representatives of the people I cannot 6ee that in practice there will be 
any serious difficulty there at all. I know th'at the scheme will have to- 
be well organised. All these difficulties can be faced, they are not 
insuperable. I know that they would not be insuperable in England 
or any other part of Europe except Russia of which I do not know anything. 

Ch. Mukhtar Singh: Did they have any difficulty in the case of 

poppy? 

Sir T. Vijayaraghavacharya: You may think of salt too. Poppy was a 
controlled crop from the beginning of time. You are accustomed to that 
control and you do not resent it. 

Ch. Mukhtar Singh: Now they must be resenting it. There is a 
reduction in the area under poppy. 

Sir T. Vijayaraghavacharya: Don’t you think in practice there wilt 
be a great deal of discontent if you attempted restriction by force? 

Dr. Hvder: Poppy was concentrated in 2 or 3 districts of U. P. and 
the manufacture of opium is concentrated at one place. If it had been 
permitted to be grown all over U. P. we would have been in trouble. 

Sir T. Vijayaraghavacharya : I am thinking of the restriction which 
was attempted in Coimbatore District with reference to a particular kind 
of cotton crop. There was enormous complaint, it was given voice to in: 
the legislature. I am trying to put forward difficulties which are likely 
to arise. 

Mr. McDougall: I can very well imagine these difficulties. At the- 
same time the benefits of the scheme are so great that I cannot conceive 
that the cultivator is likely to be concerned about being asked to restrict 
his output. 

Sir T, Vijayaraghavacharya: A certain amount of education of the 
cultivator is necessary. 

Mr. McDougall: Even though the cultivator is not educated according 
to your standard and mine, he has, I think, a lot of intelligence. He 
is just likely to realise the benefits of the scheme as myself. 

Sir T. Vijayaraghavacharya: You give it a greater chance by intro¬ 
ducing it as a voluntary corporation. 

Mr. McDougall: I think it is utterly impossible. 

Sir T. Vijayaraghavacharya: Why give it an artificial protection? 

Mr. McDougall: I am perfectly certain that it will ultimately break 
down as a voluntary measure. 
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Sir T. Vijayaraghavacharya : If the corporation Is composed of 
^businessmen and offers a better price, the natural economic laws will 
•operate and will make control possible. 

Mr. McDougall : If I were a cultivator I should say yes to such a scheme 
as this. Provided you introduce legislation to compel all for the benefit 
-of all I should say I am prepared to consider it. But if you are going 
to leave it to the free will of. the people without introducing the necessary 
legal restrictions then we are going to be where we were. It is exceed¬ 
ingly dangerous and the result will be chaos. 

Sir T. Vijayaraghavacharya: Imagine as a practical measure that it 
would be necessary to survey' the whole of the jute growing area and 
have a sort of record as to who owns so much land under jute. Other¬ 
wise I cannot see how the restriction can be carried out. 

Mr. McDougall : I should prefer to survey the whole area. 

Mr. Bamdas Pantulu: I thought from the Government communique 
that they were thinking of restricting the jute area. 

Sir T. Vijayaraghavacharya: We were not consulted about it, and I 
do not remember it. In view of the strong feeling of suspicion that 
exists won’t it be represented as a measure with a sinister object ? 

Oh. Mukhtar Singh : Convince the ryot that it is in his interest and 
he will not resent it. 

Mr. McDougall: I can assure you that if we had a similar situation 
in England there is not the slightest doubt that it would be in operation 
at once. I do not consider that there is any such insuperable difference 
between England and India as to make such a scheme impossible in this 
-country. j pfeg i fjaLlfr i 

Sir T. Vijayaraghavacharya: I am thinking of the political conditions. 

Mr. Khaitan: Dr. N. C. Sen Gupta has introduced a Bill in the 
Bengal Legislative Council for the restriction of the cultivation of jute, 
which is still pending. 

Mr. McDougall: If you restrict the cultivation of jute without 
guaranteeing the price, you are doing a wrong thing. 

Sir T. Vijayaraghavacharya:. .The whole thing is dependent on a good 
price being assured. 

Mr. McDougall: The only way you can assure the cultivator of a 
good price is to take the whole scheme or leave it. There is no half-way 
.house. 

Sir T. Vijayaraghavacharya: I see that the difficulties are more in 
practical administration. After all it is a very good thing for the man 
to get a good price in the long run; the farmer’s appreciation of the good 
price and his knowing exactly what profits he would get next year would 
probably overcome all the difficulties. In the first few years there would' 
be numerous difficulties. 

Mr. McDougall: But there is less difficulty attached to it than in 
almost any other scheme with regard to limitation of output that I know 
of. You know that the best brains in the sugar trade have been trying 
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for the last five or six years to introduce n similar scheme in sugar. The- 
difficulty there is not internal administration at al! although that 
difficulty is just as great as it is here. It is all a question of international 
agreement. If you have to draw up a scheme of this kind by international 
agreement with half a dozen different nations whose costs of production 
vary and where man' - other items of national interest come in, your 
difficulties would be very great indeed. Hut here you have only to con¬ 
sider yourselves and it is so rmich similar because of it. Your adminis¬ 
trative difficulties undoubtedly and the business difficulties are very 
considerable and you are tackling a big job, but I suggest to you that there 
is no difficulty that cannot, be overcome if you are determined to do 
it. The results likely to he attained in this case are such that there - 
will be an enormous benefit to the country. 

Sir T. Vijaijaraghavachanja: I admit that if any scheme of control 
were ever to be brought into operation jute is almost the only crop which 
for obvious reasons you can touch regarding price or other things. 

Mr. McDougall: As a practical man I say it is the only crop I would 
touch at the present moment, but I would touch it without any doubt. 

Sir T. Vijayaraghavacharga : I do feel some such system has got to- 
come at some time or other. 

Mr. McDougall: It as quite true that speculative profit will be 
eliminated, butt at the same time if you make the position of the culti¬ 
vator such as to assure him prosperity, then a far greater profit will 
ari=e to the City of Calcutta and to the interests there through the- 
prosperity of the agriculturist. 

Sir T. Vijayaraghavacharga: Of course you would have very great 
difficulties in constituting due control. I can see some difficulties in the 
proposal about the Jute Central Committee which is a very small 
organisation compared with this. 

Mr, McDougall : Undoubtedly I know that you will have all -sorts of 
wire-pulling. 

Mr. Ramda8 Paniulu: The Cotton Committee is merely an advisory 
committee. 

Sir Purshotamdas Thakurdaa: It makes no profit. 

Sir T. Vijayaraghavacharga : In Cotton Committeas there iB no differ¬ 
ence of racial interests. 

Mr. Ramdae Pantulu: Mr. McDougall is thinking of a scheme which 
will watch over the factory and he wants to invest this Committee with 
statutory powers. • 

Mr. McDougall: I should like to tell you that during the War I had 
to lock up some men. 

Mr. Khaitan: I doubt whether the men would have to be sent to 
prison. Under Mr. McDougall’s scheme a certain' cultivator is required 
to sow a certain area under jute. If he sows more and if the jute is 
not taken up, what is to happen? 
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Sir T. Vijuyuraghavacharya: I quite see that so long as you have a 
monopoly of buying, it is not necessary to make it an offence. 

Chairman: If that is so, you have got to take some penal measures 
somewhere. Take the case- of mills in Calcutta. You have got by legist 
lation to enforce that they must take the jute only from the corporation 1 
and from no other source- I foresee difficulties in that; in the end you 
will have to enforce the rule and you will have to send the man to jail. 

Mr. Khaitan: What I submit is that though there may be some penar 
provisions in the statute, I do, not think you will have really to enforce 
them. 

Chairman: That is more than I can say. At least it would certainly 
open the door to whaf> you may call illicit trade, and therefore preventive 
measures have to be taken. 

Mr. McDougall: Fortunately you are dealing with a crop that is 
very bulky. If we were dealing with opium or even tea, the position 
would be much more difficult. It is easy tc. slip a packet of tea into a 
small boat, but jute is a crop in which it is well nigh impossible to 
imagine that any illicit trade to any appreciable extent can be carried 
on because of its enormous bulk. 

Chairman: It is not a question of its being carried on. You mean 
that if it is carried on, it will be readily detected? Then comes the 
question of sending some one to jail. 

Mr. McDougall: I think probably you will find that it is not necessary 
to send any one to jail. The traders are licensed and they have to sign* 
certain agreement. 

Chairman: Now the arrangement is that all jute goes to the locaf 
depot, it is then bought over from there and it finds its way to oentral 
depots. Therefore the system of what you call licensed dealers has 
practically disappeared. 

Mr. McDougall: Why should the bepan'B not be licensed ? 

Chairman: They will be carrier—agents of the central organisation 
and therefore it is not a question of licensing them, because if anybody 
wants to do that work, he will be allowed to do it. According to your 
original scheme by which you contemplated that jute went . out 
from the local depot to the bepar'i and through the bepari came 
back to the central depot, there was need for licensing as a trader, but 
now that need not arise. He may or may not be licensed simply as a 
carrying-agent. 

Mr. McDougall: But why should he not be licensed as a carrying- 
agent? 1 

Chairman: That does not help you. Illicit trade may be stopped in- 
jute because it is a bulky stuff and may be more readily caught, but as 
I envisage it, there would be opportunities for the growth of illicit trade. 

Ch. Mukhtar Singh: I think not, because in every village there is * 
patwari. 

Sir T. Vijayaraghavacharya: Not in Bengal. 

Ch. Mukhtar Singh: At any rate there is a system by which the erop 
which is grown in every field is known. 

Chairman: Not in Bengal. 
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Ok. Mukhtar Singh : How do you find the acreage under different 
crops? { 

Sir T. Vijayaraghavacharya : The figures in permanently settled provinces 
are worthless. As I view it. in jute fields having only one crop there 
is no possibility of illicit cultivation. To check the illicit cultivation will 
involve not only a survey but a staff which will go on inspecting all 
the fields. Suppose a farmer has to cultivate five acres, we have got 
to see that his cultivation does not extend to the 6th or 7th acre. I 
■do visualise in the beginning that there would be a great deal of necessity 
for a staff. I think a survey is almost indispensable for practical adminis¬ 
tration, and once you have the survey, you have to have a staff to see 
that the thing is done. I imagine that when it is well known and hafl 
t>een in operation for some years, perhaps there may not be any necessity 
for the staff. I am only pointing out the difficulties. 

Mr. McDougall : A survey would certainly be of great advantage. 

Sir T. Vijayaraghavacharya : I certainly think that in principle it is 
werv necessary and some such scheme will have to be devised some time. 

Mr. McDougall : The sooner you do it the better. 

Dr. Friederich : I think it should be the task of the managing com¬ 
mittee of the local society to detect illicit cultivation. 

Sir Purshotamdas Thakurdas : I was not present here in the morning 
ind if you have already replied to any question you need not repeat the 
■answer, hut simply suy that you have answered it. In the first instance 
I want to ask you what is the main motive, of your scheme? Is it to 
improve the security from the banking point of view or is it a better 
return to the cultivator? 

Mt. McDougall: The main motive is better return to the cultivator. 

Sir Purshotamdas Thakurdas : Can you name any other scheme of a 
■similar nature in any part of the world which has made it a reasonable 
success ? 

Mr. McDougall. No, except quinine in Java, that also is a monopoly 
crop. 

Sir Purshotatndas Thakurdas: Java I understand, has more or less 
a sort of autocratic Government where things are ordered by the Dutch 
and have to be carried out by the people. 

Mr. McDougall: That may be. 

Sir Purshotamdas Thakurdas : Do you think conditions in India are 
anything like the conditions in Java and that things are as easy to carry 
through? 

Mr. McDougall: I do not suggest that it is by any means easy to 
carry them through, but I suggest this for the benefit of the cultivator. 

Sir Purshotamdas Thakurdas : Let me understand this point. The 
Committee which you have recommended is to consist of five buyers’ 
representatives, five agricultural representatives, five middlemen’s and 
one banking representative. They are to have all executive powers, 
including the power to fix price, etc. Can you indicate to us the rough 
outlines, ■ which may be given in our report, of the basis on which the 
price should be fixed. The grower’s representative will always say “ 'X' 
rupees is too low” ’, the buyer’s representative will say trade is bad and 
the rate must be higher than that paid last year. ■ The middleman does 
not count; he does not care so long sb he gets his turnover. Have you 
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tried to ascertain from your informants as to what is approximately the 
price for growing jute? 

Mr. McDougall: I have heard it estimated between Rs. 4 to Rs. 5, 

Sir Purahotamdaa Thakurdaa: What do you think should be the 
average'profit which should be allowed to the grower by such a corpora¬ 
tion if it’ came to be started? 

Mr. McDougall:- That I am afraid I cannot tell you. 

Sir Pur8hotamda» Thakurdaa: On - what basis would you like it to be 
settled ? It will be a monster monopoly if it is erected with the' help of 
legislation where the foreign buyers across the seas are to have a sub¬ 
stantial voice, because you indicate that there are to be three repre¬ 
sentatives of overseas manufacturers. What do you think should be 
the minimum profit to be allowed to the Bengal cultivator? 

Mr. McDougall: That I cannot tell you. 

Sir Purahotamdaa Thakurdaa: Would you not advise us? 

Mr. McDougall: I will not. I know nothing about the local conditions. 

Sir Purahotamdaa Thakurdaa : But you have s.eon the standard of 
living of these people. Suppose I suggest to you that the cultivator should 
ask for Rs. 9 a maund where the cost of growing is Rs‘. 4/8. Would you 
call that exorbitant? 

Mr. McDougall: A profit of 100 per cent, would appear to me to be 
a-very excessive profit. If the trade will stand Rs. 9 a maund, I do not 
see why the cultivator should not get Rs. 9. But if the output is going 
to be seriously hurt by that price, the probability is that the oultivator 
will suffer very seriously. 

Sir Purahotamdaa Thakurdaa: On what basis are the directorate to 
decide or judge this? 

Mr. McDougall: I should say that this matter will have to receive 
very careful consideration. Statistics will have to be examined much 
more carefully than has been possible for me to examine them as to the 
average pre-war prices, as to all the conditions pertaining to the industry, 
etc., and it will have to be recognised that prices have to be fixed not 
on a monopoly basis which may ultimately kill the trade but on common- 
sense lines that will enable the cultivator to receive a fair profit. I 
should like to emphasize that if you are out for a monopoly that is 
going to forget all about world conditions but simply make huge profits, 
then your whole scheme will sooner cw later end in disaster. 

Sir Purahotamdaa Thakurdaa: Can you tell me what you think should 
be a fair profit to the cultivator? As you hesitated to give me a figure, 
I threw out a figure which has drawn you out. What sort of directorate 
oould decide this question? Certainly not the sort of directorate which 
you indicate? Has there to be an enquiry beforehand by some persons 
who are not interested as sellers or buyers; can you suggest any line 
by which this can be settled? 

Mr. McDougall : If I were in England, I think I should be prepared 
to make recommendations after thinking out things carefully. Here, 
not knowing the local conditions, I should say I very much prefer to 
leave it to you and to others who know the local conditions better. I 
want a fair Board that will be able to take all these considerations into’ 
aooount with an impartial Chairman. 

Von. rv. 3 s 
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$ir : : Purakotamdas Thakurdas: Anyway you would agree that the ono 
body most interested in this and that should be considered most impartial 
would of course be the Legislature of the province with the Minister in 
charge? 

Mr. McDougall : Undoubtedly. 

Sir Purakotamdas Thakurdas : And you would agree that this question 
has to be settled first before any corporation is started. 

Mr. McDougall: Yes. 

Sir Purakotamdas Thakurdas: The fundamental to be decided is that, 
whatever the conditions, the minimum profit to the cultivator should 
be so much. 

Mr. McDougall: I should be prepared to agree to that. 

Sir Purakotamdas Thakurdas : You indicate several steps being taken 
before the corporation can. start working. I understand from your paper 
that legislation is absolutely unavoidable and is intended to be taken 
from the very start. Then the growers have to be licensed, traders have 
tc> be licensed and I presume the exporters of jute also have to be 
lioensed. 

Mr. McDougall ; Yes. 

Sir Purakotamdas Thakurdas: In fact anything handling jute will 
have to be licensed. 

Mr. McDougall : Yes. 

Sir Purshotamdas Thakurdas : Buyers will have to be controlled to 
' such an extent that if they do not make over their stocks to you prices 
have to be raised against them for a limited period as indicated in your 
paper. Then 1 presume that forward trade in jute has to be stopped. 

Mr. McDougall: Yes. 

Sir Purakotamdas Thakurdas : All these restrictions have been suggest¬ 
ed for the benefit of the grower and it is of course a very good motive. 
I-\wonder whether you have been told of the experience in the Bombay 
Presidency between the years 1870 to 1878 of a similar legislation which 
was tried by the Government of Bombay and which is known and is 
famous as the ‘Cotton Frauds’ legislation. Sir Hugh Cocke may be able 
to let you have some literature which is all available in the reports of 
the Bombay Chamber of Commerce for the years 1870-78. The American 
War was on and Lancashire wanted good cotton. The cotton which went 
from India was indifferent and not up to the standard and orders came 
from Whitehall to the Government of India to the effect that measures 
should be taken to see that Lancashire got good cotton. Legislation was 
passed in Bombay fit was all official) that there would be a set of Inspectors 
all over the mofussil areas to prevent adulteration. Four years after this 
legislation was passed, every merchant handling cotton in the Bombay 
Presidency, whether European or Indian, kicked up such a row that within 
three years more the legislation had to be taken off. My point is that 
such measures of control, at any rate 40 or 50 years back, were liable to 
very serious abuse by petty officials in those areas. I do not know the 
mofussil aress of Bengal, nor do I know much about jute growing, but 
I wonder whether you have been told of the experiences of n century back. 



Mr. McDougall: No, but at the same time I would ask you,.i<* 
remember that vast progress has been made in the world shtce thpaedej*. 
Our whole psychology with regard to trade and business 'genewCliy har 
ohanged. We have got vast cartel schemes, monopoly schemes, which 
in those days were utterly impossible in practice. Accounting at that 
time was merely in its infancy. To-day the accounting profession and 
business control generally have become so much more practical, so “much 
more perfect, that what was absolutely inconceivable in those days and 
would have most certainly broken down in utter oonfusion is now practical 
politics. 

Sir Purahotamdas Thakurdba : You are now talking of the West- 
America. Can you say the same about things in the rural areas of India? 

Mr. McDougall : Yes, I think I can. In those days it would have been 
impossible to set up your Growers’ Associations with sufficient accounting 
experience behind them to make them reasonably perfect. It would have 
been impossible to Bet up the big corporations a matter of fact. I am 
quite sure that in considering this matter you must realise the v^urt 
progress that has been made throughout the world in handling all these 
great controls. Exactly the same thing applies to ordinary corporation 
activities, I mean corporations in the big cities, taking over water, tram¬ 
ways, etc., with benefit to the community und with reasonable chance of 
making them really sound organizations. In those days that would have 
been impossible. Take for instance the big milk combine in • England 
which deals with, I think, something like 70 per cent. In the days yon 
■poke about it was utterly impossible in practice, to-day it works like 
clock- work. 

Dr. Hyder-. Is it entirely a combine of producers or are there con¬ 
sumers in it? 

Mr. McDougall : The milk cartel is not a combine of producers though 
there are a very large number of producer shareholders. The price is 

fixed by a Board. 

Dr. Hyder: I only wanted to know whether in the cartel there is 
very good percentage of consumers. 

Mr. McDougall -. There are not. 

Dr. Hyder: Is it desirable to have in the corporation warring interests, 
the buyers and the producers? 

Mr. McDougall: I do not think the stability of the milk control would 
in any way be hurt. 

Dr. Hyder: I quite agree that we can have monopolies, but it must 
consist of one kind of people only, and the considerations that are now 
being put forward by the Vice-Chairman lead to the position I mentioned 
that if we push forward one way and the others push forward the other 
way, it will lead us nowhere. 

Mr. McDougall: I cannot agree. 

Sir Purahotamdas Thakurdas: Mr. McDougall has said that there are 
difficulties, but if you want to make for the salvation of the "Bengal 

3 s 2 
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cultivator, these have to be got over. Although this is a bold scheme. 
I think it has in it the germs of something very useful. You say: — 

"The retail price of the manufactured article would not be influenc¬ 
ed to any appreciable extent by the difference of, say, four 
rupees per maund on the raw material.” 

Have you arrived at this conclusion after consulting those who are interested 
in the manufactured article? 

Mr. McDougall : I have already explained to the Committee this 
morning that unfortunately I had very little chance of meeting any of 
the traders. I was searching almost in the dark; the only representative 
of the manufacturing interest whom I met was Sir Archy Birkmyre who 
is one of your leading manufacturers, and of course I did not consult 
him about the scheme. I thought it was hardly policy; I was just 
beginning to think about it then, but I put to him some leading questions. 
I said to him: "It is a terrible position in which the jute grower is in 
now, he is getting a price very much below his cost of production. This 
is absolute ruin to him. Do you think that the difference of Its. 3 or 
Its. 4 a maund would appreciably affect the demand for the manu¬ 
factured article?” I remember him very distinctly saying ‘not a bit.’ 
As a matter of fact, if he had said 'yes’, I doubt if my scheme would 
have been produced. 

Sir Purshotamdas Thukurdas: Kegarding the directorate, you suggest 
that there should be three representatives of the Overseas manufacturers. 
I wonder whether, when a country devises a scheme like this in the 
interests of its cultivator, it should give a voice to non-nationals in the 
scheme. 

Mr. McDougall: The reason why I thought about the Overseas manu¬ 
facturers is that after all the producer is dependent on the overseas 
demand. I was just searching after something. Then it struck me that 
the whole of Europe, England being users of jute, would hardly combine, 
and that England being a considerable consumer would also want a repre¬ 
sentative here and that if we had got to work properly, it was just as 
well to take all the interests into consideration. Provided you safeguard 
the great majority of interests, these men are doing you no harm, they 
would actually do you good by keeping in touch with the world market. 

Mr. McDougall: My idea was to get some advantage to the country 
at large and it is in your interests that you should keep yourself in touch 
with the people of those countries who are consuming your jute. 

Sir Purshotamdas Thakurdas: It would amount to the same thing. 
You would like the Government which puts up the money for this 
Corporation would see that the Directors should keep in touch with regard 
to the demand for manufactured articles of jute in the world. 

Mr. McDougall : I think it would be useful. The more jute that is 
consumed the better it is for India. 

Sir Purshotamdas Thakurdas: The Indian Jute Mills Association are 
the consumers of raw jute in this country. Otherwise the interests of 
.items (1) and (2) under your scheme for the constitution of the Directorate 
are quite identical. 
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A It. McDougall: But their interests are different. The Indian manu¬ 
facturer, the European manufacturer and the Ainerican manuf&pfcumr 
are all in direct competition. All want to manufacture jute goods. 

Sir Purshotamdae Thakurdaa : How do you say that? If the Pireo- 
torate fix a price of Bs. 7 per maund, that will be the price at whioh jute 
will be available for sale in India and abroad. 

Mr. McDougall: Their interests with regard to the price of raw jute 
are the same undoubtedly but after all there is a tremendous amount 
of trade rivalry between them. 

Sir Purshotamdas Thakurdaa : There may no doubt be competition in 
the efficiency of manufactured products but not in the price of raw jute. 

Mr. McDougall: I agree. 

Sir Purahotamdaa Thakurdaa : And it is not necessary in an Associa¬ 
tion of this nature to give representation to non-nationals. 

Chairman: i tuiiy see uiat point, in fact your argument is accord¬ 
ing to Mr. McJJougail s own views that this body will not nx the price 
of jute. 

Sir Purahotamdaa Thakurdaa : 1 have only one more question to 
It may be construed to be of a somewhat delicate nature. ¥ou, of course, 
must be aware that at the present moment in the political sphere there are 
questions of safeguard looming large for vested interests of British Com¬ 
merce in India. The chief consumer of Indian raw jute in India is, 
of course, the jute mills the vast majority of which are under European 
management. Do you think that if a scheme like this is set up it 
would disturb the Britisher's vested interests with regard to jute trad* 
in this country? 

Mr. McDougall: Nobody could Bay so. 


Banking facilitiea by credit co-operation for non-agriculturiata. 

(By Dr. A. Friederich.) 

In European countries experience has proved that co-operative credit 
societies are the most suitable banking agencies not only for agriculturists 
but for all middle class and working people. In our paper ‘Financing the 
current needs of agriculture' we have recommended that agricultural credit 
societies should not confine the membership to a special creed, caste 
or calling, to agriculturists or a special class of them but include artisans, 
small traders, officials, etc. Experience in Germany has been that no 
advantage has been gained by establishing separate co-operative credit 
societies for each profession or trade. (Bengal report, page 252, recom¬ 
mendation 151). Special societies for salary earners are in our opinion 
not objectionable if these societies are looked upon as thrift societies lor 
collecting and investing the savings of their members (Bombay, page 
IBS). We, however, advocate starting societies according to the prin¬ 
ciple outlined above. There is, undoubtedly, an urgent need for financing 
artisans, cottage industries, traders and shopkeepers. People living in 



'the country, including rural industries, should receive the financial 
Insist an ee required hy them from local credit societies. They, on the 
tttsr band, should accommodate themselves the .special requirements 
of non-agriculturists. Where the latter predominate, credit societies of 
the “Schulze-Delitzsch” type should be established where it has not 
already beta done and where required. We fully agree to the considera¬ 
tions laid dowp in the Punjab Heport (pages 103, 104, paragraphs 153 
fend 154). Smaller towns and even cities offer a large field for co¬ 
operative enterprize. -Co-operative credit societies should especially be 
started at all places where commercial banks do not enter and at other 
places, where banking facilities for middle class people and the Bo-called 
‘small men’ are not sufficient or suitable. The statistics in the Punjab 
report (page 103, paragraph 153) indicate the lack oi banking facilities 
in towns with a population below 10,000. We have not seen the cor¬ 
responding figures for the other provinces of British India. 

Various reports have, clearly indicated (a) the defects of financing 
small traders and industrialists by money-lenders (including wholesale 
dealers and merchants) and (b) the disinclination of commercial banka to 
deal with this class of people who are, generally Bpeaking, not able to 
supply adequate substantial securities for credits (vide Bihar and Orissa 
report, page 91, 'paragraph 173). The greatest care is without doubt 
required in dealing with these people. On the other hand co-operative 
credit societies can on sound lines serve ' the financial requirements of 
traders and small industrialists in so far as they are of good character 
«ud repaying capacity. It is, however, impossible to help people who are 
hopelessly in debt. 

Non-agriculturul credit societies especially urban bunks have developed 
in a satisfactory manner in most provinces of India. The Bombay report 
(page 164) states that from the point of view of banking the societies 
'which*aim at doing banking business in general, particularly for traders, 
entrepreneurs and artisans, are the most important. “These banks do 
all kinds of banking business, that is, they give loans, credits and over¬ 
drafts and discount bills. They command good credit and have raised 
a. large nmount of capital locally. The definite aim of these banks is to 
try to do for the small trader and the small merchant what the bigger 
banks are doing for ths big trader and the big merchant.” (Bombay 
report, pages 164, 165). Urban credit societies in India have, nearly 
everywhere, inspired confidence in the investing public and they can 
therefore attract considerable deposits. In this respect they widely differ 
from the agricultural credit societies. Urban co-operative banks have 
besides built up sufficient share capital and reserves. We fully endorse 
this policy. We would, however, emphasize the necessity of safeguarding 
the co-operative character of these societies in order to prevent them 
becoming of a capitalistic type. 

Shall urban banks do commercial banking? There is no objection 
against doing all kinds of banking business in so far as it is required by 
the members with the exception of futures and lending money on goods 
in stock. Banking for artisans, traders, etc., is quite different from bank¬ 
ing for agriculturists. Money put in trade and commerce can usually 
be turned overmuch more quickly than in agriculture. Money demand 



and supply are not bound to the periods of seed and crop. There is no 
direct dependence upon meteorological conditions. Jteceiptfl and expen¬ 
diture are usually 'distributed all over the • year. This special featur* 
requires that urban ^anks* should do modern, advanced banking businesa 
and deal with tbeir members preferably on current account.. This has 
been fully recognised nearly everywhere. The granting of cash credits, 
dealing in cheques, collection and discounting inland bills, olearing, 
remittance business have been promoted _ and should be furthered as far 
ns possible where it has not yet been done in the past. 

Urban credit societies have the advantage of getting a larger percent¬ 
age of literate people who are useful for both business and management. 

Some lines on which the future development of non-agricultural credit 
societies, especially urban banks, should be carried on where it has not 
yet been done may be emphasized. It may be mentioned that tl\e 
suggestions except some small mqdijfications with regard to Indian condi¬ 
tions have been experienced in the German urban co-operative credit 
movement: — 

1. Working sphere. —Development of larger urban societies should be 
aimed at; restrictions with regard to the area of operation may, however, 
be considered in bigger towps. 

2. Management .—It is necessary to have a well trained banker as 
manager and men of integrity forming the Managing Committee (vide 
Assam report, page 142, paragraph 147). 

Fixing credits for each member should be, as we have already pointed out 
In our paper “Financing the current needs of agriculture’' a matter for 
the Managing Committee in accordance with a special ‘Supervising Board’. 
The general meeting should (a) fix the maximum credit limit within which 
credits may be fixed by the Managing Committee and Supervising Board, 
and (6) sanction credits to members of the Managing Committee and the 
Supervising Board. 

3. Supervising Board. —We refer to our paper ‘Financing the current 
needs of agriculture’ (I. primary, local societies, point 2c) and recommend 
strongly that such a Board consisting of 3—6 members should be elected 
by the General Meeting of each urban society and that the Co-operative 
Societies Act, 1912, should accordingly be amended. It may be mentioned 
that the Maclagan Committee on co-operation favours our proposal (vide 
report, page 22, paragraph 35). 

4. Liability. —We share on principle the opinion of the leaders of the 
Indian Co-operative Movement, that non-agricultural credit societies 
‘urban banks’, shall be built up on a limited liability basis. It is the 
most expedient legal form with regard to the special feature of urban 
•oo-operative societies. Ou the other hand we are advocating a broadening 
of the limited liability in order to secure to the creditors especially the 
depositors further safeguards in case of a failure. We propose that the 
limited liability should be amended into an additional liability at least 
equal to the fixed amount of the subscribed shares. Up to now thp 
limited liability is being restricted by the subscribed shares. Small shares 
hove in consequence small liability'. Our proposal is made in accordance 
with the German Co-operative Societies Act, 18$9. The members of th* 
•ocieties with limited liability in Get-many have usually to take uf> Stt 



additional reserve liability of about 2—10 time* the subscribed' share*. 
Where the share is. fixed relatively small, the reserve liafrUTly ja fixed 
relatively high, in order to oreate a sound business basis. Limited liability 
is equal to a surety taken up with each share subscribed by a member. 
This kind of limited liability is a very good safeguard for ereditorB in case 
of a bankruptcy nnd therefore is calculated to enhance the' confidence 
of the investing public, 

5. Granting credits. —(a) We agree with the Bombay Committee ( vide 
page 165, 2nd section) that urban banks should not be allowed to finance 
joint stock concerns. 

(b) With regard to granting credits to bigger men, we are in favour 
of restrictions being laid down in the Bye-Laws. Larger credits well 
secured should on no condition exceed 50 per cent, of Bhare capital and 

reserves. 

(c) We have no objection to the suggestion that urban primary non¬ 
credit societies should be financed by urban bankB. This depends on the 
special conditions. An agreement Bliould in thiB respect be made with 
the respective Central Co-operative Bank (Bombay, page 165, 3rd section). 

( d) We think it necessary that urban banks Bhould be permitted to 
advance money on the security of gold and silver, on the former up to 
about 75 per cent., on the latter up to about 50 per cent, of the Bale 
value. The greatest care is however required in valuing and holding in 
custody pledged gold and silver. 

(e) We accept the view of the Bengul Committee that credit should 
not be advanced against goods in stock. (Bengal, page 256. recom¬ 
mendation 191 and Bombay, page 24B, recommendation 129.) We have, 
however, no objection to granting credits on authorised first class ware¬ 
house receipts. 

(/) It must be a rule that co-operative credit BocietieB are not allowed 
to grant clean credits, i.e., credits without surety or Bny other security. 

( g ) Credit on sureties should only be given up to a certain amount. 
The limit should be fixed at the general meeting. It should only be 
given to members who are wellknuwn to the Managing Committee and 
the Supervising Board. Otherwise a tangible marketable security or 
collateral mortgage should be taken. 

(fc) Urban co-operative credit societies should not lock up their deposits 
in long-term credits, otherwise their solvency might be endangered 
(Bombay report, page 166, 2nd section). 

We have, however, no objection to societies with ample deposits grant¬ 
ing so-called intermediate credit up to about 50 per cent, of the share 
capital and 75 per cent, of their long-term deposits, in conformity with 
the periods for their repayment. 

6. Balancing centre. —In so far us possible the central co-operative 
banks should be the balancing centres for non-agricultural urban credit 
societies. Where urban banks are stronger than central banks or where 
the latter do not meet their Bpecial requirements they should be allowed 
to deal directlv with the Provincial Cn-operntive Bank. 



1065 


Every endeavour should be made by the Managing Committee of ox> 
urban bank to ensure at any time its liquidity. Urban banks Bhould 1 
therefore: — 

(a) keep sufficient cash balance with a central or provincial bank, 

(b) have discount or rediscount facilities with the balancing centre-. 

It may be necessary for large urban credit societies to keep accounts' 

with commercial banks especially with regard to discounting, clearing, and' 
remittance business. The approval of the Registrar should, however, be 
obtained (Bengal report, page 168, paragraph 291). 

7. Audit .—Urban societies should be affiliated to the proposed District' 
Auditing Unions. They should keep well trained and experienced people 
for audit, supervision and inspection of urban non-agricultural credit 
societies. (Vide Punjab report, page 159, recommendation 14 and Central’ 
Provinces report, page 408, recommendation 107 ). 

The managers of urban credit societies within a District should meet 
several times a year in order to discuss actual subjects of the co-operative 
work. 

Long-term, credit .—It should be considered whether the co-operative 
land mortgage banks proposed in another paper are in a financial positiad' 
to advance to a Bmaller extent long-term mortgage credits to artisans, - 
cottage industries, and traders or whether it is necessary to form special* 
District Mortgage banks for long-term credit to the above mentioned 
people; Government may assist in supplying the requisite share capital. 

General remarks .—The financing of artisans, cottage industries, traders 
and shopkeepers requires the greatest care. On the other hand every 
endeavour in this direction should be made. The Provincial Industries 
Departments should make themselves responsible for technical teaching 
and training required in the various cottage industries (Punjab report, 
page 159, recommendation 14). 

The endeavour which has been made in order to organise the supply 
of raw materials to cottage industries and artisans should be continued. 
Experience in Germany has been that the co-operative work should be 
confined to the supply of the most important raw materials in order to- 
be able to buy in bulk. 

Great difficulties will have to be encountered in organising the sale 
of the produce of cottage industries, etc. Nevertheless the utmost should 1 : 
be done in this direction too. 

Chairman: We shall now take up for consideration the other paper on - 
“Banking facilities bv credit co-operation for non-agriculturists” by Dr. 
Friederich. I am quite in substantial agreement with this paper and I 
hope other members also are. 

Dr. Friederich: I wish to make a few verbal alterations in my paper - 
to clear up the position. On page 2 of my paper I have said that “Receipts 
and expenditure ought to be normally distributed all over the year”. This 
should read as follows:—“Receipts and expenditure are usually distributed 
all over the year". I am speaking from the standpoint of the artisans and 1 
I want to make clear the difference between financial necessities of the 
Agriculturists and the artisans. Agriculture depends wholly on crop du»- 
at certain times but artisans have usually receipts and expenditure through¬ 
out the year. 
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£*k<r on ©a the same page I say "It msy be mentioned tfeftt the sug¬ 
gestion b have been experienced in the German Urban Co-operative Credit 
Movement”. This should read as follows:—"It may be mentioned that 
the suggestions except some small modifications with regard to Indian 
conditions Imve heen experienced in the German Urban Cooperative 
Credit Movement". 

Then on page (3) under point 4 I have said "The members of the 
■societies with limited liability in Germany have to take up an additional 
reserve liability of about 2 to 10 times the ^subscribed shares". I mentioned 
the legal prescription that liability has to be at least equal to the share 
but ia practice most societies usually fix the liability at 2 to 10 times the 
share capital. To make it clear it may be added: have "usually” to take 
up. 


Mr. Mukhtar Singh: You say later on "It is, however, impossible to 
help people who are hopelessly in debt”. Cannot you devise some means 
by which raw material could be supplied to these people and in that way 
they may be relieved of their debt? 

Dr. Friederich: I myself have advocated that in the penultimate para¬ 
graph of-my paper where I say that “the endeavour which has been made 
in order to organise the supply of raw materials to cottage industries and 
artisans should be continued 1 ’. 

Mr. Mukhtar Singli : On page (5) you say “The Provincial Industries 
Departments should make themselves responsible for technical teaching 
and training required in the various cottage industries”. Would you have 
any objection tc include supply of new patterns, advertising and finding 
out markets outside”? 

Dr. Fricdcrich: I think it is quite unnecessary to include it here. 
Here I have odIv referred to a special recommendation of the Punjab 
■Committee. In my opinion there is a certain lack of technical teaching 
and training. 

Chairman: Would not the last paragraph meet with' your (Mr. Mukhtar 
Singh) pointAs I read the note I do not find any particular hiatus in 
fhe whole of it. 

Mr. Dcvadhar: You say “Experience in Germany has been that no 
advantage has been gained by establishing separate co-operative oredJt 
societies for each profession or trade” and have referred to the Bengal 
Beport page 252 recommendation No, 151. 

Dr. Friederich: I did not only refer in order to strengthen my points 
but I wanted only to refer to statements of Provincial reports and to ex¬ 
press my view. 

Chairman: Dr. Friederich has referred to the recommendation and 
then has given his own view later on. 

Mr. Devndhar: Your idea is that special societies for the different castes 
creeds should not be started? 

Dr. Friederich : Yes. 

Chairman: Is there any use in pursuing this point Mr. Devsdhat 1 ? 
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Mr. Devadhar: I want to know whether Dr. Friederioh will advocate 
nny solution to this problem. Would it not be an advantage, apart from 
big view, to bring about co-operation with such people whose common 
•object is to secure articles at cheaper rates? 

Chairman : Rut he has already expressed his view that they should dll 
be brought under one co-operative society. 

Dr. Friederich : I see the difficulties in this country, but nevertheless 
I am not convinced of the need for separate societies. 

Hr. Ramdat■ Pantulu : There is one point with regard to local societies 
iu Madras with regard to hand-loom weaving which is an important indus¬ 
try in Madras. We have found it necessary to keep the weavers’ societies 
separate. 

Chairman : I think we can discuss these details among ourselveB. 

Dr. Fnederich: I might add that I made this recommendation becauau 
of the success which the movement has attained in Germany where there 
@kre no separate societies. 

Mr. Devadhar: May I know whether you are in favour of giving the 
power to discount inland trade bills to co-operative banks? 

Dr. Friederich : I have made the point quite clear on page (5) of my 
note where I have said that ‘‘it may be necessary for large urban credit 
societies' to keep accounts with commercial banks especially with regard' 
to discounting, clearing, and remittance business. The approval of the 
Registrar should, however, be obtained”. 

Mr. Devadhar : Then I take it that it is a legitimate function of co¬ 
operative banks to perform? 

Dr. Friederich : Yes. 

Mr. Devadhar: I notice you have agreed with the principle of having 
limited liability societies for non-agricultural credit. Mey I ask what you 
propose to do with the societies which are alreadv in existence based on 
the principle of unlimited liability? 

Dr. Fnederich : In cases where there are urban societies which include 
all kinds of professions then I should recommend you to transform them 
into limited liability societies. 

Mr. Devadhar: If- we think that the essence of co-operation lies in 
ouilding of persona! credit, don’t you take away by this recommendation 
the opportunities of building up personal credit of people in urban areas7 

Dr. Friederich : You are in the starting stage, and it may happen, as 
has happened in other countries, that urban societies may fail. In 
;aae you have such a failure depositors of such urban banks may lose 
money, and everywhere you will hrnr it said, ‘This v/ns a society with a 
limited liability, and depositors have lost their money’. In order to prevent 
this and to secure the depositor in case of failure I recommended on page 
«j the special kind of limited liability. You have perhaps a share capital 
and reserves amounting to 20 per cent, of the working capital, ana in 
case you limit the liability to 4 times the share capital, you get a guarantee 
of about 80 per cent, of the whole working capital. If there is a loss of 
,per oout. of the working capital the whole of it will bf covered, ft la 
always useful to have this kind of limited bobdity. 
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Mr. Ham das Pantulu: It is what we call ultimate contributory liability. 
It comes in only at the time of liquidation. 

Mr. Devadhar: Page 4 (d). You have made a recommendation that 
urban banks should be permitted io advance money on gold or silver.. 
You would give this privilege to all urban bpnks irrespective oi their por¬ 
tion and location. 

Dr. Friedcrich : Only to urban banks which are managed very well: no' 
to all. I think this is a necessity in your country. 

Mr. Devadltar: I realise that. At a conference in Nasik District I 
heard a man telling me in a public meeting of co-operators that he coult* 
not get a loan of Rs. 25 on ten tolas of gold. I fully see the usefulness 0 
such a proposal. You would like to say that such a thing should be don i 
in places where there is sufficient provision for safeguarding the gold an< 
silver. 

Chairman: It follows from efficient management. If there are n< 
arrangements for safe custody, they should not do it. 

Dr. Friederich . I quite agree. 

Mr. Devadhar: In our recommendations we shall have to make thL 
clear. 

Chairman: Surely we are not going to make unreasonable recommenda¬ 
tions. 

Mr. Roy: On page 1 you speak of financing small traders and industries. 
Would you define ‘small traders and industries’. 

Dr. Friederich: I do not like to define English words because Englis 
is not my language. I wanted to include all non-agriculturists. 

Mr. Roy: What is the maximum you propose should be advanced tc 
them? 

Dr. Friederich: That depends on the borrowing capacity of the people, 
and the borrowing capacity must be estimated by the Managing Committee 
and, in case the proposal with regard to a supervising board is accepted, by. 
the supervising board too. That is a matter of management, and these 
urban banks must be managed on business lines. 

Mr. Roy: Would they not be competing with other joint stock banl 

Dr. Friederich: I do not think so l-ecause these kinds of people have 
in my opinion, been neglected rather to a large extent by commer* : 
banks. Only money lenders and sometimes the indigenous bankers I 
been the banking agencies for these people. 

Mr. Roy: Cannot their interests be served by co-operative credit soc. 
ties which finance agriculturists? 

Chairman: This is another class of co-operative societies. These are 
mostly in urban centres. 

Mr. Roy: He says they will nil be limited banks. 

Chairman: Under the present Act there is provision for co-operatfjr 
credit societies on a limited liability basis. 
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Mr, Boy: There must be some maximum amount that could be lent. 
Otherwise they would compete with joint stock banks. 

Chairman: There will be no joint stock banks in the places where these 
«re contemplated. 

Mr. Boy: Only small loans of 'say Rs. 100 to small traders. 

Chairman : Yes. 


In conclusion, we would wish to record a few general observations. 
We much regret that time did not permit of the Committee discu ssing 
their conclusions with u». In justice to ourselves, we must explain that 
the views we have outlined in our memorandum are based on the im¬ 
pressions which we gained during a hurried tour throughout a part of 
India only. In the course of that tour, we visited 5 Provinces. In 4 
of them—Bombay, Madras, Bengal, and the United Provinces—we were 
-able to do little more than meet the Registrars of Co-operative Societies, 
some of the honorary leaders of the Co-operative Movement and a few 
managers of banks. In the Punjab, we were more fortunate. We -spent 
8 days in that Province and were able to examine the working of many 
Primary Societies of various kinds—credit, better farming, land consoli¬ 
dation dnd marketing. 

We have carefully studied the Reports of the Provincial Banking 
Committees and the evidence given before the Central Committee, and 
the Report of the Royal Commission on Agriculture in India. As the 
ground has, we think, been fully covered in these documents, we have 
thought it advisable to confine our observations to "what are, in our opinion, 
the major delects from which the Co-operative movement Buffers and the 
major hindrances to its future development. The defects are technical, 
defects within the organisation itself and its luck of nay connection with 
a proper marketing organisation. The hindrances are the poverty and the 
illiteracy of the cultivator. 

All the evidence on the subject goes to show that in many Provinces 
technical detects are still too apparent. We suggest the appointment of 
banking and accounting experts to the staff of Registrars as the simplest 
and most effective inethcd of removing them. Even if the leaders of the 
movement had the time to devote to harassing details, it would be un¬ 
profitable to use them in this way. Their energies can be far better utilised 
in the effort to cut new paths through the jungle of inertia which impedes 
progress. 

We have endeavoured to explain what a proper system of marketing 
would mean to India. We hove not regarded if as our duty to fill in 
details and indeed, with our limited experience, we should be doing a 
great disservice if we attempted fo do so but of the truth of the main 
proposition that no progress can be made in the marketing of cultivator’s 
produce which will be of any substantial benefit to him until a Marketing 
Board is set up we have no doubt. We would urge that a thoroughly 
representative Board should be established on the lines we have suggested 
with as little delay as possible. 

We were profoundly impressed by the character of the cultivators whom 
ym. rpet. No country possesses better material on which to buiid s great 
civilisation. But we were also profoundly impressed by what there is still 
to be douo to improve their economic position and by the extent of thp 
failure of the Co-operative Movement in that direction, in spite of the 
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g90d/ work that has been done by Co-operators. That failure, in out 
view, hag be* n due to failure to realise that credit organisations alone car 
never provide an effective remedy for the indebtedness of the cultivator 
His position can only be improved if the full force of the Co-operafcH 
Movement is brought to bear on him at every point—in the sphere & 
education, of better living, of better fanning - and of marketing. TL :e 
will be no limit to the results which can be achieved if the same enthusi$wj : 
is shown >n promoting development in these wavs as has been shown^ 
developing the credit movement. 

It has beer .suggested that in discussing the economic position of tha 
cultivator we have gone outside our terms of reference. From that vidw 
we must emphatically dissent. In our view, efficient banking is merely 
an aid to economic progress No improvement in the banking system of 
a country which is so predomiuently agricultural as India can achieve 
anything if "the foundations of the whole economic organisation the welfare 
of the cultivating classes—are neglected- It is for this reason that we feel 
that the suggestions we have made or the improvement of the economic- 
position of ine cultivator require neither justification nor apology. 

In the Report of the Royal Commission on Agriculture we find the- 
following statement: "If the inertia of centuries is to be overcotoe,. it 
is essoutial that all the resources at the disposal of £he State Bhould be 
brought to bear on the problem of rural uplift’ 1 ’. It is the imperative- 
duty of the State to act on this advice. Something more than lip servioe 
is required. A determined effort can alone bring that problem which, in 
our view, is the greatest that confronts India, within measureable distance* 
of solution. 

A. P. McDOUGALL. 

A. FRIEDERICH. 

Chairman : On mv own behalf and on behalf of the Committee 1 thank 
you for hav ; ng taken' all the trouble to come to this country and for kindly 
giving us the benefit of your advice. We had most valuable discussion* 
extending over several days over the four papero you were kind enou^x 
to place before ub, and whatever our conclusions may be in regard to IhBS* 
papers, let mo assure you that, we value very highly the advice you have 
plaoed before us, and we also value the discussions which have taken place 
between you and the members of the Committee. As this is the last 
occasion on which I understand we shall have the pleasure of meeting you, 
I take the .opportunity of thanking you oueo again on my own behali and 
oh behalf of my Committee. 

Mr. McDovffall : I thank you very much indeed for the kind words you 
have used, aud I can assure you that it has been a great pleasure to ns. 
I shall look forward, and I am sure my colleague will look forward, to our 
visit to India in the years before us with very great satisfaction and 
pleasure. We shall remember the many friends we have made, we shall 
remember your very great kindness and hospitality, and I *am quite sure 
that we shall, both of us, leave India with the best recollections of your 
country. We have endeavoured to give you our views, but it has not 
altogether been an easy matter: we unfortunately did not see as much of 
the co-operative movement, as much of the land, as much of the peasant, 
as. we should have liked. One word with regard to the cultivator—h* 
will remain in my heart forever You have got a fine peasant. 
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Dr. Fried-finch: It gives me very greet pleasure to have had the op¬ 
portunity to come out to India, especially because I knew thJl you have 
itarted in India co-operative societies according to our Raiffeisen model, 
and I was very eager to see these copies of our societies and to study the 
special conditions in India. It is in fact impossible to copy the co-opera¬ 
tive system of another country, but yet the co-operative system such 
a kind of. association that it can accommodate itself to any kind of 
iconbmy. And So I have endeavoured, to give recommendations in order 
io accommodate your co-operative system to the special conditions of India. 
But I do not know your conditions as well as you do, and perhaps some 
of my recommendations may not appeal to you, but nevertheless I have- 
endeavoured to do my duty and to give the best I could give you. 






APPENDIX. 


Mr. Manu Subedar't toheme referred to at page 763 of thi* Volume * 

The examination of the position of foreign banks in India has re¬ 
vealed the enormous difficulties of any Indian enterprise operating nuoooas 
fully against them in the field of foreign trade. Great humiliation at 
the present position is, however, being felt by Indians, and various 
remedies have been suggested. While not disparaging any of the ether 
remedies which have been suggested, I want to put forward for the consi¬ 
deration of the Committee a constructive proposal in its full form. This mw 
never been done. Members of the Committee have only been able to 
guess at the scheme from isolated questions asked of the witnesses and 
of the Foreign Experts. I would, therefore, request them to examine the 
scheme us a' whole and not to pick out any particular part of it and 
judge it by that. In my opinion the main objection to the foreign ^tafo- 
tutions is "that they are foreign. The position may be looked at by any 
particular critic from the point of view of merchants engaged in import 
and export trade, or from the point of view of the personnel ol these 
institutions, or from the point of view of the profits of the "trade which 
go to foreign institutions, or from the point of view of Indian money 
being deposited in foreign institutions. The feeling of intolerance against 
these institutions has been fed from many aspects, Whether the sort of 
00 -operation, which I am suggesting, will take away the feeling of humilia¬ 
tion or intolerance and will satisfy Indian aspirations desiring to have a 
share in the business, requires a close consideration after the whole 
picture has been completed. 

(Jrrcat apprehensions have been felt in the Indian mind at tne existing 
Solution and these will not be allayed until something serious is done. 
The facts to study about the existing situation in detail are the number 
and growth of foreign banks in India in the last fifteen years, the growth 
of their deposits from about Us. 10 crores to about Rs. 75 orores, and not 
Only in the monopoly which they have set up in the financing of foreign 
trade, but the serious competition which they are offering for internal 
trade, where they have penetrated more and more /including the acqui¬ 
sition of Indian banking institutions). Their identification with foreign 
interests in this country and their unfriendly attitude against ■ Indian 
trade including banking, insurance and shipping, are all facts weighing 
Heavilv v*th Indian public opinion, which is demanding radical remedfeii. 
The hostility is likelv to grow more on the basis of all remedies involving 
riyalrv and comoetition, and possibly bitterness through loss to anv Tndiah 
institution; which mav be set un. Foreign hanking interests in India 
are likely to Ruffer a lot more in the long run by leaving the situation as 
it is, than by anticipating it and agreeing to work on the lines of equal 
participation and equal status. 

The proposal is that those foreign banks, in which’-the Indian business 
constitutes a fair or considerable Portion of the total business, should he 
induced to register themselves in India with rupee capital. , In this event 
they should offer a substantial share of their capital to the Indian investor 
ip the form of shares or stock and such share should not be less thap 51 
per cent. They should have, on their Bqard.. Indian directors in pronortfdn 
tftvthe-, holding of capital by Indians in the enterprise. The freedom of 
such institutions to do any and all kinds of banKrig biiiifciesa hr India 
should be unrestricted. 



In order to give a substantial'Inducement to these Banks to convert! 
themselves into Indian Companies, the following measures should be 
takbni 

1 . It should not be lawful for any natural b,qrn Indian person or any 
company registered-under : Indian law, to deposit their money with any 
bunk not registered under .Indian law. 

2. Only such banks as are registered under Indian law should be em¬ 
powered*' to open branches, wherever they like in India* No .foreign bank 
shnuld.be allowed to open branohes at any place located inland outside 
the municipal limits; pf the ports. All foreign banks, who . have existing 
branches, located outside the municipal limits of the ports, should Dft 
Obliged to remove 1 these branches within two years alter the dale of the 
parsing; of the Bank, Act. 

8 . No bank registered in India should be controlled by' any foreign 
person or corporation or bank, and it should be obligatory, on the; directors 

bfiuks registered in India to file with the Registrar a periodical declaws*- 
tion that'to the best of their knowledge and belief the controlling interest! 
in their institution has not passed to any foreign person or corporation, 

4 Only banks registered in India should be eligible for rediscount and 
other 1 facilities by the Reserve Bank. 

The advantages of the proposal. 

1 . Indian aspiration "to get a look in” in the foreign exchange business 
would be satisfied and a new and safe field would be opened for Indian 
investors in bank shares, the quotation of which would become; d featosr 
of the Indian stack exchange. 

2. In < the matter of personnel and worldwide organization, India 
wonld, forthwith get amongst her banking institutions well-organised enteo 
prise a, of which any country might be proud. 

3. The complaint with regard to lack of touch between- tbfts©-' banks 
and their Indian customer will very - largely disappear.. Through the 
’directors as well as through the younger Indians, who • w*& be <a 8 orded 
a reasonable opportunity of training, dealing in foreign exchange, which 
fb is now complained is a closed hook to Indians!, will be no laager so. 

4- These institutions, against which there is a lot of hostility and in* 
tolerance directed at present, would be entrenches in Btrong and safe 
.position on.,the principle of/‘joining hands”, or honourable partnership 
and of oo-operation, 

8 . The business of Institutions, registering themselves in India undgr, 
4 hU scheme would not only remain absolutely untouched, but would 
matprially increase through the transfer, of deposits, which are at present 
placed with institutions whose business in India ,is not large enough to 
justify an expectation that they will register here. 

0 . There will bf the least amount of breach with the'past, and : while 
satisfying Ipdian sentiment, banking facilities will not be seriously cur¬ 
tailed for trade. 

7,- The. Indian stockholders .will shape in. the profit by way of dividend 
ami the. Indian Government .will, gain, the income-tax. The institution 
themselves would, however, prpfit .oh acQoqnt of the lower scale of meoma 
l»»ch*r|es .ia India compared yrith the pnit'ea tohgdonMdtd: ether' place! 
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Diiadvantage$. 

Ik fncenvenience will be caused to those institutions, who 3a not desi& 
to register themselves in this country. Such institutions will have to 
secure some working capital from their own country, which will »be a 
great advantage to India, or, in the alternative, borrow money from 
banking institutions in India and not from the publio. 

H. The question of control, i.e., 51 per oent. Indian holding, may he 
unacceptable for some of these institutions, which would otherwise be 
prepared to register under the Indian law with rupee capital. 

8. A certain amount of cost would have to be incurred*m-the ptocess 
of conversion and a careful valuation will have to be made with regard to 
■hares rr stock offered to the Indian public. 

4- In* Indian and foreign Register of shares would have to be kept 
separately, but as the total issue of shares would he Targe aqd %s they 
inay find quotations not only on thq Indian stock exchange but In London 
ana other places, no insuperable difficulty need arise. 


GIPD-afT»—M-H Mb. 



